For  Reference 

Do  Not  Take 

From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 
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1915.  Section  623 
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FOR   THE    FIRST   TIME    IN   HISTOR 

BETWEI 


FROM    FEBRUARY  3RD,    2004,    SINGAPORE   AIRLINES'   NEW   A345LEADERSHIP 

Fly  Singapore  Airlines  half  way  around  the  world  with  daily  non-stop  service  between  Los  Angeles  and  Singap 
And  coming  soon,  daily  non-stop  service  between  New  York  and  Singapore.  Designed  with  the  executive  travel* 
mind,  our  A345LeaderShip  introduces  a  completely  new  travel  experience.  Enjoy  a  more  luxurious  Raffles  Class 
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LL    BE    MAKING   THE   WORLD   A   SMALLER    PLACE. 

SpaceBed,  the  biggest  business  class  bed  in  the  sky.  Our  new  Executive 
nomy  Class  offers  wide  seats,  more  personal  space  and  a  host  of  innovative 
ures.  And  as  always,  enjoy  the  inflight  service  even  other  airlines  talk  about. 

www.singaporeair.com/usa 


IF  I  PUT  $3,000  IN  AN  IRA  THIS  YEAR,  I  COULD  END  UP 
WITH  $150,000  MORE  WHEN  I  RETIRE* 


hypothetical  example  for  illustrative  purposes  only  and  doesn't  represent  the  performance  of  any  security.  Assumes  annual  S3, 000  contribi 
made  on  January  1 ,  each  year  beginning  at  the  age  of  20  through  age  70.  Missing  an  annual  $3,000  contribution  at  age  20  and  beginning  at  a. 
results  in  51 51 ,962  less  at  age  70.  Assumes  annual  rate  of  return  of  8%.  Assumes  annual  tax-deferred  compounding  in  an  IRA.  Final  account  bal 
are  prior  to  any  distributions,  and  taxes  may  be  due  upon  distribution. 

Fidelity  is  waiving  the  usual  $50  brokerage  account  fee  for  Traditional  Roth,  Rollover,  and  SEP  IRA  accounts.  Other  fees  still  apply,  including  mutua 
management  fees  and  expenses,  low-balance  fees  and  short-term  trading  fees  on  certain  mutual  funds,  brokerage  commissions,  and  account  closing 

Capital  Appreciation  was  rated  against  Large  Growth  funds  as  follows:  954, 614,  and  201 ;  received  5,  5,  and  4  stars  for  the  3-,  5-,  and  10-year  periods,  re 
tively.  Diversified  International  was  rated  against  Foreign  Large  Blend  funds  as  follows:  347,  257,  and  69;  received  5,  5,  and  5  stars  for  th 
5-,  and  1 0-year  periods,  respectively.  Dividend  Growth  was  rated  against  Large  Blend  funds  as  follows:  1,061,  749,  and  244;  received  4,  4,  and  5  std 
the  3-,  5-,  and  TO-year  periods,  respectively.  Equity  Income  was  rated  against  Large  Value  funds  as  follows:  642,  511,  and  189;  received  3,  3,  and4st., 
the  3-,  5-,  and  10?iyear  periods,  respectively.  Highly  rated  funds  are  defined  as  those  funds  that  have  a  4-  or  5-star  Morningstar  Rating.™  For  each1 
Morlningstar  calculates  a  Morningst^a(  Rating™  metric  each  month  by  subtracting  the  return  on  a  90-day  U.S.  Treasury  bill  from  the  fund's  load-adj 
return  for  the  same  period,  and  theYr  adjusting  this  excess  return  for  risk.  The  top  10%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  reo 


WHY  AN  IRA?  Because  in  an  IRA, 
your  investment  grows  tax-deferred.  So 
you  get  earnings  on  your  earnings  and 
your  money  can  grow  faster. 
WHY  A  FIDELITY  IRA?  It's  all  about 
performance,  choice,  and  value.  As  the 
largest  mutual  fund  company,  we  have: 

•  More  4-  and  5-star  funds 

•  No-fee'  IRAs 

•  No-load  funds 

We  can  even  help  you  decide  which 
funds  are  best  for  you. 


WHY  NOW?  Even  though  our  funds 
are  always  no-load,  you  only  have 
until  April  15th  to  take  advantage  of 
opening  a  2003  IRA. 
HOW  DO  YOU  DO  IT?  It's  easy, 
and  you  can  be  done  in  minutes. 
•  Click  on  fidelity.com/nofeeira 

to  apply  online 

CalM.800.Fidelity 
-  Visit  one  of  our  branches 
Do  it  today,  because  you'd  much  rather 
be  saying  "wow"  than  "shucks." 


ALL  FIDELITY  FUNDS 
ARE  NO-LOAD3 


Fidelity  Capital  Appreciation  Fund 

Among  954  Large  Growth  Funds 

Fidelity  Diversified  International  Fund1 

/Among  347  Foreign  Large  Blend  Funds 

Fidelity  Dividend  Growth  Fund 

Among  Wo  Funds 

Fidelity  Equity-Income  Fund 

Among  642  Large  Value  Funds 


Overall 
Morningstar  Rating™ 

as  of  9/30/03 


•  •••• 


Average  annual  total  returns2 

as  of  9/30/03 

1  YEAR  5  YEAR  10  YEAR 


49.18% 
31.12% 
23.58% 

24.33% 


7.99% 
9.03% 
4.59% 
3.85% 


Mutual  fund  performance  changes  over  time  and  currently  may  be  significantly  lower  than  stated.  Most  recent 
performance  and  rating  data  is  published  online  at  each  month's  end.  Please  visit  Fidelity.com  or  call  Fidelity  for 
current  performance  figures. 

Past  performance  is  no  guarantee  of  future  results.  The  Overall  Morningstar  Rating™  for  a  fund  is  derived  from  a 
weighted  average  of  the  performance  figures  associated  with  its  3-,  5-,  and  1 0-year  (if  applicable)  Morningstar  Rating™ 
Metrics  as  of  9/30/03. 

Funds  that  invest  in  foreign  securities  may  involve  greater  risk,  including  political  and  economic  uncertainties  of  foreign 
countries  as  well  as  the  risk  of  currency  fluctuations. 


EN  A  FIDELITY  NO-FEE*  IRA  TODAY 


1.800. FIDELITY 
Fidelity.com/nofeeira 


Fidelity 

INVESTMENTS    ^F 


the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars,  and  the  bottom  10%  receive  1  star.  Although  gathered  from  reliable  sources,  data  com- 
ness  and  accuracy  cannot  be  guaranteed  by  Morningstar.  Morningstar  Associates,  LLC  is  a  registered  investment  advisor  and  wholly  owned  subsidiary 
xningstar,  Inc.  References  to  Morningstar  above  refer  to  Morningstar  Associates.  Morningstar  is  a  registered  trademark  of  Morningstar,  Inc.  and  is  not 
ted  with  Fidelity  Investments.  Although  rankings  are  risk  adjusted,  for  a  complete  discussion  of  each  fund's  risk,  please  consult  the  fund  prospectus. 

returns  are  historical  and  include  change  in  share  value  and  reinvestment  of  dividends  and  capital  gains,  if  any.  Share  price,  yield  and  return  will 
ind  you  may  have  a  gain  or  loss  when  you  sell  your  shares. 

■r  fees  and  expenses,  including  those  that  apply  to  a  continued  investment  in  the  fund,  are  described  in  the  fund's  prospectus. 

nore  complete  information  on  any  fund  available  through  Fidelity,  including  charges  and  other  expenses  applicable  to  continued  invest- 
s,  call  for  a  free  prospectus.  Please  read  it  carefully  before  you  invest  or  send  money.  TDD  Service  1 .800.544.01 1 8  for  the  deaf  or  hearing 
ired  9  a.m.-9  p.m. 
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55  The  Best  &  Worst 
Managers  of  the  Year 

From  the  pinnacle  of 
performance  to  new  lows 
in  shame,  2003  witnesse 
a  spectacular  range  of 
executive  achievement 
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by  boosting  innovation 
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33  Make 'Em  Blink  First 

This  season,  stores  held  firm  on  prices 
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Dell 

High-performance  supply  chain, 
delivered. 

When  the  world's  number  one  computer 
company  set  out  to  upgrade  its  already 
world-class  manufacturing  infrastructure 
several  years  ago,  they  began  with  a  bold, 
yet  simple  premise:  "build  more  systems 
with  less  inventory."  In  about  100  days, 
Accenture  and  Dell  conceived  and 
implemented  an  approach  that  allows  Dell 
to  operate  on  no  more  than  two  hours  of 
inventory  at  a  time.  Now  in  place  in  Dell's 
plants  around  the  world,  the  program  paid 
for  itself  five  times  over  during  the  first 
12  months  of  operation.  Dell  is  able  to 
adapt  more  quickly  to  rapidly  changing 
technologies  and  maintain  its  position  as 
a  high-performance  business. 


New  York  City  311 

High  performance  delivered  for 
government. 

More  than  900  non-emergency  city 
services  in  170  languages  for  8  million 
residents -services  that  once  took  14  pages 
of  telephone  numbers  in  New  York  City- 
are  now  available  24/7  with  a  single  call 
to  311.  Working  closely  with  the  city's 
Department  of  Information  Technology 
and  Telecommunication,  Accenture  took 
the  nation's  largest  311  project  live  in  just 
seven  months,  introducing  not  just  new 
applications  and  technologies,  but  a  new 
way  of  doing  business.  Having  surpassed  the 
2  million  call  milestone  in  just  five  months, 
the  system  is  giving  the  city  of  New  York 
the  agility  required  for  high  performance. 


Some  people  see  a  problem. 

Others,  an  opportunity  to  triumph. 


Go  on.  Be  a  Tiger. 


-• 


For  high  performers,  adversity  is  merely  a  showcase  for  their 
innovation.  To  see  how  we  can  help  your  organization  be  a 
high-performance  business,  visit  accenture.com 

Consulting  •  Technology  •  Outsourcing 
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High  performance.  Delivered. 


Hendrick's 

\^307750ml 


THE  WALL 
STREET  JOURNAL. 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*    OUR  AWARD 


TOP  3  GINS 


Most 
Flavorful 


Tanqueray  No. 

Ten  $26/750ml 


Smoothest 


Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 


tt 
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HENDRICK'S 

WON 

THE  GIN  category:: 

-  THE  WALL  STREET  JOURNAL 


HENDRICK'S. 

t _ $ 

A  Most  Unusual  Gin 
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CucumberGin.com 
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BusinessWeek  online 


WWW.BUSI  N  ESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/04  02/online.htm 


Marathon  Man 

Even  if  General  Electric  CEO  Jefflmmelt  hits 
his  ambitious  double-digit  growth  target  in 
2005,  the  solid  company  he's  molding  is  not 
likely  to  do  much  sprinting 


The  Bush  Administrations 
Challenges  Abroad 

The  coming  year  poses  serious  foreign  policy 
dilemmas  for  the  U.S.,  starting  with  Iraq— but  hardly 
ending  there 

little  New  Year  Cheer  for 
Consultants 

Cap  Gemini  Ernst  &  Young's  Chell  Smith 
says  hard  times  and  upstart  Indian  firms 
have  permanently  transformed  the  business 

Market  Insights  from  S&P 

Keep  abreast  of  the  markets  each  day  with  our  coverage 
from  S&P  analysts,  regular  market  updates,  and  stock 
picks  and  pans 


Happy  Pills  for  Biotech 

Analysts  predict  2003's  stock  rally  will 
continue,  with  a  few  blue-chips  and  select 
up-and-comers  as  the  new  winners.  Plus: 
Two  industry  pros  debate  the  prospects 


»VIDE0 

Original  streaming  video 
featuring  industry  experts  and 
BW  editors 


BusinessWeek  tv 


»TOOLS 

Your  Portfolio,  Stock  Screener, 
MBA  Search,  and  Mutual  Fund 
Scoreboards 


»FORUMS 

Join  in  ongoing  discussions 
on  investing,  business 
schools,  and  more 


Tune  in  This  Weekend  for: 

I  Where  the  Jobs  Are  I  Real  Estate:  Renter's  or  Buyer's  Market?ISmart  Phones 
Find  program  dates  and  times  in  your  area  at  www.buanessweeWv.can 
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Faster  than  Verizon. 
Faster  than  Sprint  PCS, 
Faster  than  Cingular. 
Faster  than  T-Mobile. 
Faster  than  Nextel. 


■  M 


T  i 


<  rwi. 


W*  V   -HrHHiM  fc 


■v  <i  >► 


For  the  fastest  way  to  open  large  e-mail  attachments  on 
a  national  wireless  network,  switch  to  AT&T  Wireless. 

It's  a  fact.  No  one  offers  a  faster  national  wireless  data  network  than  AT&T  Wireless  with  EDGE 
technology.  No  one.  With  average  speeds  of  100-130  Kbps,  bursts  of  up  to  200  Kbps  and  secure 
wireless  access,  you  can  browse  the  Internet  as  well  as  download  presentations,  documents  and 
spreadsheets  nearly  twice  as  fast  as  with  any  other  national  wireless  data  network.  We  work 
with  leading  IT  companies  to  help  you  get  more  out  of  the  technology  you  use  every  day,  across 
the  U.S.  High-speed  national  wireless  data  is  here.  And  no  one  is  faster  at  it  than  AT&T  Wireless. 
Call  1  888-DATA-288  or  go  to  attwireless.com/speed 


Access  the  fastest  national 
wireless  data  network  with 
an  easy-to-use  PC  card. 


Open  e-mail  attachments  at 
average  speeds  of  100-130  Kbps 
and  bursts  of  up  to  200  Kbps. 


Download  large  documents, 
presentations  and  reports 
in  just  seconds. 


Faster  data  speeds  from  more 
places  in  the  U.S.  than  with 
any  other  wireless  carrier. 


reach  out 

on  the  wireless  service  America  trusts" 


AT&T  Wireless 


2003  AT&T  Wireless.  All  Rights  Reserved.  Requires  credit  approval,  qualified  minimum  one-year  agreement  and  rate  plan,  and  compatible  EDGE  PC  modem  card.  Actual  download  speeds  depend  on  coverage,  network  availability  and  traffic, 
vice,  applications,  tasks,  file  size  and  other  factors.  Comparison  based  on  published  speed  claims  of  national  mobile  wireless  data  networks.  Not  available  for  purchase  or  use  in  all  areas  Coverage  is  subject  to  transmission  limitations  and  terrain. 
Stem,  capacity  and  other  limitations.  Secure  wireless  access  refers  to  the  authentication  and  encryption  features  available  on  the  AT&T  Wireless  network.  Additional  r  estncttons  appty.  Service  is  subject  to  Terms  and  Conditions/Service  Agreement 
d  rate  plan  matenals.  All  marks  used  herein  are  marks  of  their  respective  owners. 


"We  thought  deploying 
more  than  65  applications 
smoothly  was  everything 
we  could  ask  for.  But,  with 
Citrix,  we  also  saved  over 
$10  million  in  five  years." 


Anthony  Lackey,  CTO 
ABM  Industries 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

With  over  $2.1  billion  in  annual  sales  and  more  than 
62,000  employees,  ABM  Industries  is  one  of  the 
largest  facility  services  contractors  on  the  NYSE. 
With  their  growth  came  the  increasing  need  to  get 
more  information  to  more  people  faster.  Not  easy, 
after  decades  of  accumulating  a  patchwork  of 
IT  infrastructure.  So,  like  99%  of  the  Fortune 
500,  ABM  turned  to  Citrix   software  to  deploy 
applications  centrally  for  secure,  easy,  and  instant 
access  to  business-critical  information — anywhere, 
anytime,  from  any  device.  We  call  it  the  on-demand 
enterprise.  And  it's  helping  over  120,000  of  our 
customers  save  money  and  reduce  IT  complexity. 
To  learn  what  Citrix  can  do  for  your  business,  call 
888-820-7918  or  visit  www.citrix.com. 


CITRIX 
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"In  case  the  music 
industry  starts  to  go 
like  gangbusters,  we 
wont  look  like 
schmucks  for  selling." 

-Dick  Parsons,  CEO  of  Time  Warner, 

on  his  option  to  buy  back  a  piece  of 

Warner  Music  Group 


APER  PLAYS 

lORGAN'S 

1ICR0S0FT 

HJDDLE 

HEN  J.P.  Morgan  Chase 

inounced  in  July  that  it 
Duld  buy  underwater  stock 
)tions  from  Microsoft 
riployees,  the  rest  of  Wall 
reet  started  salivating, 
vestment  bankers  fell  over 
emselves  to  pitch 
e  idea  to 
irporate  clients, 
guing  that  it 
Duld  lift  morale  by 
tting  workers  sell 
eir  worthless 
rtions  and  boost 
mpany  balance 
leets  by  reducing 
rtions'  costs. 
Investment 

inkers  have  yet  to  find  other 
kers.  Potential  clients  are 
rned  off  by  laws  restricting 
ich  third-party  option  trans- 
rs  and  the  need  for  the  IRS 
id  the  SEC  to  O.K.  any  deal. 


"Just  because  we  pitch  [these 
deals]  doesn't  mean  they 
catch  on,"  admits  one  banker. 
Microsoft  says  it's  pleased 
that  51%  of  its  eligible 
employees  agreed  to 
participate  in  the  program. 
J.P.  Morgan  has  earned 
$10  million  in  fees  on  the 
deal.  But  it  will  pay  out  $382 
million  for  the  options.  The 
bank  won't  wait  for  the 
options  to  come  into  the 
money.  It  will  use  them  to 

manage  volatility 
in  Microsoft  stock 
and  to  offset  its 
own  Microsoft 
holdings.  How 
well  it  does  that 
will  dictate  profits 
and  won't  be  clear 
until  the  last 
option  expires  in 
2006.  "This  is 
going  to  be  three 
years  of  managing  our  risk," 
says  Carlos  Hernandez, 
Morgan's  head  of  North 
American  equities.  No 
wonder  the  field  is  wide 
open.  -Mara  Der  Hovanesian 


HIGH  FIDELITY 


OLDEN  SCORECARD 


GOLDEN  GLOBE  NOMINATION  can  add  up  to 

20  million  to  a  movie's  box-office  haul.  Here 
re  the  companies  that  got  the  most  nods: 


Parent  company  includes 
subsidiaries.  Joint  ventures  are 
counted  once  for  each  studio. 

Data:  McAlpine  Associates 


Could  Local  Radio 
K.O.  Satellite? 


COMING  SOON:  TiVo-like  features  for  your  radio.  On  Jan.  7, 
Panasonic  and  Kenwood  will  unveil  the  first  car  radios  that  can 
receive  digital  signals  from  local  stations.  The  $600  to  $900 
radios  are  aimed  initially  at  audiophiles,  but  analysts  say  that 
within  two  years  they  will  sell  in  the  $200  range. 

By  then,  1,500  of  the  nation's  13,000  AM  and  FM  stations 
will  offer  crystal-clear  digital  broadcasts,  says  market 
researcher  In-Stat/MDR.  Listeners  will  get  TiVo-like  recording 
capabilities  that  let  them  skip  ads,  customize  traffic  reports, 
and  shop  interactively  with  advertisers  at  the  click  of  a  button. 

The  technology  could  help  AM  stations  to  return  to  playing 
music.  It's  mostly  talk  shows  now  because  of  poor  sound 
quality.  But  with  hi-fi  digital  broadcasts,  AM  stations  can  offer 
opera  or  jazz— challenging  satellite  radio's  niche  formats.  "As 
local  radio  adds  the  things  that  satellite  offers,  it  could  cap  the 
adoption  of  satellite,"  says  UBS  Warburg  analyst  Tim  Wallace. 

Satellite  radio  has  1.2  million  subscribers,  a  sliver  of  the 
market.  The  radio  costs  about  $200  on  top  of  $9.95  a  month 
for  100  nearly  ad-free  channels.  But  local  stations  are  free, 
which  could  give  digital  radio  a  wide-open  lane.  Consider  this: 
There  are  200  million  cars  on  the  road,  with  98%  of  their 
drivers  tuned  to  the  radio.  -Catherine  Yang 
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E-ADVOCACY 

HOW  TO  MAKE 
A CORPORATE 
CAUSE  CLICK 

THE  INTERNET'S  not  just  for 
underdogs  anymore. 
Increasingly,  corporations  are 
using  the  Web  to  mobilize 
support  for  their  causes.  Big 
companies  are  launching 
sites  to  lobby  legislators,  win 


YOl'  arc  paying  dealt]  for  Sports  TV 
—  L  ike  it  or  not 


support  for  takeovers,  and 
turn  up  the  heat  on  partners. 

When  cable  giant  Cox 
Communications  wanted  to 
pressure  ESPN  and  Fox  Sports 
Networks  to  lower  their 
programming  charges,  it 
launched  makethemplay- 
fair.com.  Cox  claims  the  site's 
visitors  sent  25,000  angry 
e-mails  to  the  networks. 
Brewers  and  beer 
distributors,  meanwhile, 
lobby  for  lower  taxes  through 
rollbackthebeertax.com.  And 
Kmart  briefly  operated 
kmartforever.com  to  bolster 
morale  during  its  bankruptcy. 
"You're  seeing  a  lot  of 
companies  launching 
issue-specific  mini-sites," 
says  Gregory  Neichin,  vice- 
president  at  GetActive 
Software,  which  writes 
programs  for  Web  campaigns. 

Companies  typically 
publicize  the  sites  through 
newspaper  and  TV  ads  and 
banner  ads  at  other  Web 
sites.  Auto  makers  launched 
saveleasing.com  to  defeat 
laws  allowing  companies  to 
be  held  liable  for  damages 
caused  by  drivers  in  leased 
cars.  By  buying  banner  ads  at 
local  newspaper  sites  in 
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Rhode  Island,  Connecticut, 
and  New  York,  auto  makers 
generated  over  18,000 
e-mails  to  legislators  in  those 
states.  Connecticut  and 
Rhode  Island  outlawed  the 
suits  this  summer,  and  a  New 
York  law  is  being  debated. 

Web  campaigns  have 
become  so  successful  at 
generating  letters  that  site 
designers  are  now  taking 
steps  to  force  e-mail  writers 
to  make  their  correspondence 
more  personal.  Some 
sites  no  longer 
include  automatic 
subject  headings  for 
e-mails,  so  authors 
must  think  up  their 
own  headings.  "It  has 
to  be  a  personalized 
message,"  says  Lisa 
Meltz,  a  senior 
account  supervisor  in  Hill  & 
Knowlton's  Internet  group.  "It 
can't  look  like  a  mass 
campaign."  Suddenly, 
writing  a  letter  doesn't  seem 
so  old-fashioned. 

-  Christopher  Palmeri, 
with  bureau  reports 


ID  HERE 


AD  SPACE 

GETTING  A  HEAD  Advertising  can  be  in-your- 
face.  But  on  your  face?  A  Providence-based 
company  pays  collegians  up  to  $150  to  wea 
temporary  logo  tattoos  on  their  foreheads 
for  a  weeK.  Headvertise  is  the  brainchild  of 
Justin  Kapust,  a  senior  at  Johnson  and  Walt 
University  in  Providence,  and  Nathan  Allen, 
former  classmate.  The  pair  have  eight  clien 
all  seeking  recognition  in  the  coveted  18-to-' 
crowd.  Thus  far,  64  students  have  worn  the 
decals,  which  cost  companies  about  $600 
for  the  use  of  five  heads  for  one  week.  If  the 
concept  is  a  hit,  maybe  they'll  recruit  the 
over-50  crowd-receding  hairlines  could 
mean  more  ad  space.  -Brian  Him 


BRITISH  AIRWAYS, 
LONDON,  ENGLAND 
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THE  QUIZ 


War,  epidemics,  scandals— and  that  was  just 
the  first  six  months.  Take  our  annual  quiz  to 
see  how  much  you  remember  about  the  year 
in  business  news.  Sorry,  despite  an  improving 
economy,  there's  still  no  prize. 


1SARS  was  blamed  for  all  of 
the  following  except: 

a.  The  deaths  of  at  least  774 
people 

b.  A  $1  billion  hit  to  Toronto's 
economy 

c.  A  delay  in  the  Miss  World 
pageant  in  China's  Hainan 
Province 

d.  A  41%  decline  in  Hong 
Kong's  tourism  business 


5  Which  company  added  a  "chief 
ethics  officer"  in  2003? 

a.  Boeing  d.  MCI 

b.  Enron  e.  Tyco 

c.  HealthSouth 

6  Which  is  not  a  provision  of 
the  Medicare  reform  bill? 

a.  The  right  to  buy  drugs 
from  Canada 

b.  A  free  physical  at  age  65 


2  How  did  the  Dow  Jones  in- 
dustrial average  react  in  the 
week  leading  up  to  war  in  Iraq? 

a.  Lost  9% 

b.  Lost  4% 

c.  Stayed  flat 

d.  Gained  4% 

e.  Gained  9% 

3  Which  is  true  of  the  auto 
business? 

a.  Ford's  European  operations 
keep  it  afloat 

b.  GM's  profits  come  largely 
from  its  finance  division 

c.  DaimlerChrysler  is  betting 
on  hybrid  technology  for  its 
2004  models 

d.  Toyota  sells  more  U.  S.  cars 
than  Ford  or  Chrysler 


4  The  Federal  Reserve 
lowered  its  short-term 
interest-rate  target  to  what 
record  low  in  June? 

a.  0.75%  c.  1.25% 

b.  1%  d.  15% 
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c.  A  $250  deductible  for  drug 
costs  after  2006 

d.  A  free  drug  card  for  some 
low-income  seniors 

7  Which  of  these  channels  will 
not  be  part  of  NBC  after  it 
completes  the  acquisition  of 
Vi vendi's  TV  and  movie  assets? 

a.  The  Bravo  Network 

b.  Telemundo 

c.  USA  Network 

d.  Sci-Fi  Channel 

e.  Comedy  Central 


8  How  much  cumulative 
prison  time  has  been  doled 
out  to  executives  implicated  in 
the  Enron  scandal? 

a.  None  c.  20  years 

b.  5  years  d.  50  years 

9  Bank  of  America  got  $20 
million  worth  of  publicity  af- 
ter who  played  in  a  golf  tourna- 
ment it  sponsored? 

a.  Tiger  Woods 

b.  George  W.  Bush 

c.  Annika  Sorenstam 

d.  Bill  Gates 

W  After  several  delays,  the 
National  Do  Not  Call 
Registry  finally  went  into  effect 
on  Oct.  9.  Who  can  still  make 
unsolicited  calls? 

a.  Your  bank 

b.  Charities 

c.  Pollsters 

d.  Political  organizations 

e.  All  of  the  above 


11 


The  U.S.  dollar  did  NOT 
fall  to  multiyear 


lows  against  which 
currency? 

a.  The  euro 

b.  The  Canadian 
dollar 

c.  The  Japanese  yen 

d.  The  Chinese  yuan 

e.  The  British  pound 


4  4%  Which  company 
A£  generated  the  biggest 
savings  from  outsourcing  tech 
services  and  research  to  India? 

a.  Citibank 

b.  American  Express 

c.  Infosys 

d.  General  Electric 

\*}  Which  European  nation  had 
1W  the  largest  GDP  growth- 
2.4%— in  the  third  quarter  of 
2003? 

a.  Spain  c.  Britain 

b.  Italy  d.  France 


M  Which  hedge  fund  was 
the  first  to  be  charged 
New  York  Attorney  General  El 
Spitzer  for  late  trading  and 
market  timing? 

a.  Canary  Capital 

b.  Birdseed  Partners 

c.  Hartz  Financial 

d.  Millennium  Partners 

1  C  Which  technology 
1W  company  scrapped  its 
stock  option  plan  and  will  now 
pay  employees  with  stock? 

a.  Microsoft       c.  Intel 

b.  Cisco  d.  IBM 

1  d  What  was  done  to  the 
ID  U.S.  tax  code  in  2003? 

a.  The  estate  tax  was  repeale< 

b.  The  excise  tax  on  fishing 
tackle  boxes  was  repealed 

c.  Dividend  taxes  were 
eliminated  for  certain 
taxpayers 

d.  Non-itemizers  were  allowt 
to  deduct  gifts  to  charities 
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According  to  Appl 
what  was  the  25 

millionth  song  legally 

downloaded  from  its 

iTunes  online 

music  store? 

a.  Say  Goodbye 
Hollywood  by  Eminem 

b.  Let  it  Snow!  Let  it 
Snow!  Let  it  Snow! 
by  Frank  Sinatra 

c.  Revolution  by  The  Beatles 

d.  The  Times  They  Are 
A-Changin'  by  Bob  Dylan 


|  O  In  2003,  Hollywood 
XO  made  the  most  money  I 
selling  what  product? 

a.  Movie  tickets 

b.  Videocassettes 

c.  Merchandise 
d.DVDs 
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It's  a  revolution  that's  already  delivering  higher  performance,  more  value, 
and  lower  IT  costs  to  75  percent  of  the  Global  2000. 

It's  making  it  easier  to  meet  business  goals — not  to  mention  IT  budgets. 

It's  making  it  easier  to  optimize  the  apps  your  people  and  customers 
use  everyday. 

It's  about  fixing  IT. 

It's  the  Business  Technology  Optimization  revolution. 

So  you  have  two  choices. 

You  can  wait  until  the  flag  shows  up  at  your  door,  or  you  can  join  the  revolution 
at  www.mercuryinteractive.com/bw 

Get  Optimized'." 
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Without  Condif s  expertise 
and  accomplishments, 
Boeing;  would  have  been 
second  to  Airbus  ...a  long 
time  ago." 


BiisinessWe< 


WHAT  REALLY 
HAPPENED 


-Bob  Fleming 
Tucson 


WHO'S  TO  BLAME 

FOR  BOEING'S  TROUBLES? 

RE  "BOEING:  What  really  happened" 
(News:  Analysis  &  Commentary,  Dec. 
15):  I  am  a  30-year  employee  of  Boeing 
Co.  and  personally  know  Philip  M.  Con- 
dit.  I  am  very  concerned  about  the  ethics 
violations  of  Boeing  employees.  I  will  not 
defend  Michael  Sears  or  Darleen  Druyan 
for  what  they  did;  they  knew  better.  Hir- 
ing Druyan  before  the  767  tanker  contract 
was  signed  and  sealed  showed  poor 
judgment  and  hurt  many  hardworking 
people  at  Boeing  and  in  the  Defense  Dept. 
If  Druyan  and  Sears  had  business  discus- 
sions that  were  illegal,  let's  prosecute 
them.  But  let's  not  destroy  the  whole  ap- 
ple crop  because  a  few  are  rotten. 

Phil  Condit  is  a  nice  and  honest  guy.  To 
my  knowledge,  he  was  always  very  ethi- 
cal. He  is  a  man  who  worked  hard  and 
had  a  vision.  Was  he  a  great  leader  of  Boe- 
ing? Only  history  will  judge  that.  His  tim- 
ing wasn't  good,  and  he  made  some  bad 
decisions.  It  is  easy  to  second-guess  when 
the  leader  is  gone. 

Boeing  will  return  to  greatness.  We  un- 
fortunately build  products  that  have  a  life 
cycle  of  over  40  years  when  Wall  Street 
has  difficulty  looking  further  than  six 


months.  Boeing  helps  defend  our  grt 
country.  And  the  next  time  Stanl 
Holmes  is  sitting  at  38,000  feet  looki] 
out  that  777  window,  tell  him  Boeing 
gineering  is  protecting  him. 

-Bruce  Dew 

Vice-President,  Customer  Supp 

AsiaPaci 

Boeing  Commercial  Airpla 

Seat 


WHY  IS  ANYBODY  so  surprised  that 
"brilliant  engineer"  could  not  handle  £ 
management  requirements  of  so  compl 
a  corporation  as  Boeing,  with  all  of  its  p 
Utically  motivated  executives,  most 
whom  are,  at  best,  naysayers?  Brillia 
technocrats  have,  all  their  lives,  been  is 
lated  individuals.  Most  of  the  time  th 
minds  work  in  terms  of  mathematics  ai 
solving  monumental  engineering  pro 
lems,  24/7.  Without  Condit's  experti 
and  accomplishments,  Boeing  would  hai 
been  second  to  Airbus  and  the  rest  of  tl 
competition  a  long  time  ago. 

-Bob  Flemii 
Tucsl 


THE  POINT  THAT  Condit  was  a  brilhai 
engineer  who  had  great  difficulty  in  leac 
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Mike  Kunce,  CEO,  Armstrong  Garden  Centers 


The  bank  of  Mike 


has  banking  roots  that  go  back  to  1864 


helps  Armstrong  thrive  in  a  competitive  landscape 


offers  international  trade  expertise  to  make  imports  bloom 


provides  retirement  plans  so  Mike  can  nurture  his  employees 


loves  to  help  businesses  grow. 
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Growing  companies  face  different 
challenges  as  they  seek  to  advance 
their  business. 

Visit  BusinessWeek  Online  to  see 
how  others  are  dealing  with  CRM, 
e-Commerce  and  the  varied  challenges 
that  your  company  may  be  facing. 
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CORRECTIONS  &  CLARIFICATIONS 

In  "How  to  turn  Canada  into  a  powerhouse" 
(International  Business,  Dec.^9),  Canada's 
employment  insurance  was  changed  to 
read  "jobless  insurance."  The  correct  term 
is  employment  insurance. 


ing  the  company  past  the  tragic  conse- 
quences of  September  11  and  the  acquisi- 
tion of  McDonnell-Douglas  Corp.,  is  rele- 
vant. But  to  attack  his  private  life  is 
irresponsible  and  not  worthy  of  your 
magazine.  It  must  not  be  forgotten  that 
Condit  is  respected  by  many  Boeing  em- 
ployees and  the  aerospace  industry  as 
well  as  Boeing  customers. 

-Irene  A.  Finnigan 
Seattle 

WHY  DIDN'T  BusinessWeek  publish  this 
article  a  year  ago?  Your  story  establishes 
that  Boeing  was  mismanaged  for  years  by 
a  man  unfit  for  the  job.  Do  you  expose  the 
flaws  of  a  king  only  after  he  is  dead? 

-Thomas  Reilly 
Phoenix 

YOUR  DEC.  15  ISSUE  presents  an  unlike- 
ly trio  of  American  icons  gone  sour:  Boe- 
ing, Disney,  and  Levi  Strauss  ("Lessons 
from  a  faded  Levi  Strauss"  and  "Keeping 
the  keys  to  the  kingdom,"  News:  Analysis 
&  Commentary,  Dec.  15).  What  links  these 
disparate  examples  is  the  failure  to  re- 
solve a  central  paradox:  preserving 
uniqueness  while  remaining  noninsular 
and  flexible.  Could  it  be  that  in  each  case, 
corporate  strategy  has  been  a  mirror  im- 
age of  CEO  behavior? 

-Robert  W.  Keidel 
Philadelphia 

GIVING  MUTUAL-FUND  INVESTORS 
THE  PROTECTION  THEY  DESERVE 

AT  A  TIME  WHEN  mutual-fund  investors 
need  reliable  information,  "Breach  of 
trust"  (Special  Report,  Dec.  15)  invents  a 
revisionist  theory  about  the  Investment 
Company  Institute.  The  truth  is  that  we 
support  tough  regulation  and  strict  en- 
forcement of  laws  that  protect  investors. 
While  at  times  we  disagree  with  others 
about  specifics,  ensuring  that  regulation 
effectively  serves  investors  has  and  always 
will  be  at  the  heart  of  our  work. 

Your  readers  certainly  would  be  forgiv- 
en for  drawing  different  conclusions. 
They  would  never  know:  that  we  recently 
urged  regulators  to  impose  a  4  p.m.  re- 
porting requirement  to  combat  late  trad- 
ing and  a  minimum  regulatory  redemp- 
tion fee  (payable  to  shareholders,  not 
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fund  managers!)  to  fight  market  timi 
that  in  1994  we  urged  the  Securities  & 
change  Commission  to  mandate  inter 
compliance  systems  for  mutual  fun 
that  in  1995  we  called  on  the  NASD  to 
quire  brokers  to  disclose  revenue-sh 
ing  arrangements;  and  that  in  1999 
recommended  best  practices  for  fund 
rectors  that  a  corporate-governance 
form  group  applauded  as  "sweepir 
and  "far  reaching." 

The  Institute  is  not  perfect.  But  we 
not  resemble  the  caricature  in  your  a 
cle.  You  are  free  to  assess  our  work, 
articles  should  be  based  on  the  facts. 
Dec.  15  article  was  not. 

-Matthew  P.  F\ 

Presid 

Investment  Company  Instit 

Washingi 

Editor's  note:  The  ICI  is  the  trade  gro 

for  mutual-fund  companies. 


] 


AS  THE  CHIEF  securities  regulator 
Massachusetts,  I  read  with  interest  Pat 
Dwyer's  "Breach  of  trust."  The  mutu 
fund  scandal  has  raised  important  qu« 
tions  about  the  effectiveness  of  regulate 
enforcement  of  the  securities  industry 
general  and  has  also  clearly  demonstrat 
that  the  level  of  regulation  of  muti 
funds  has  failed  to  keep  pace  with  the  r< 
they  play  in  our  financial  system. 

However,  I  believe  the  article  is  en 
neous  when  it  suggests  that  Congre: 
man  Barney  Frank  (D-Mass.),  rankr 
member  of  the  Financial  Services  Coi 
mittee,  has  been  advancing  the  interej 
of  the  mutual-fund  industry.  Nothii 
could  be  further  from  the  truth.  The 
scandals  have  been  exposed  largely  b 
cause  of  the  work  of  state  regulators.  F 
a  long  time  the  securities  industry,  i 
eluding  mutual  funds,  has  been  trying 
federally  preempt  state  regulation,  pr 
venting  regulators  such  as  New  York  A 
torney  General  Eliot  Spitzer  and  mys« 
from  protecting  investors. 

Frank  has  been  the  leader  in  the  fig 
to  make  sure  investors  are  protected  1 
state  laws.  As  recently  as  August  he  su 
cessfully  stymied  efforts  to  prevent  sta 
enforcement.  I  support  the  [Represent 
rive  Richard  H.  Baker  (R-La.)  mutu 
fund  reform]  bill,  and  think  the  conce 
of  more  independence  for  mutual-fur 
boards  of  directors  is  part  of  the  solutio 
But  make  no  mistake:  The  larger  issue 
effective  enforcement.  American  famili 
should  know  that  Barney  Frank  is  som 
one  who  is  protecting  them. 

-William  Francis  Galv 

Secretary  of  the  Commonweal 

Bostc 


: 


I  A  LONGTIME  Vanguard  Group  in- 
stor,  I  would  rather  trust  the  company 
manage  my  investments  in  an  ethical 
anner  than  create  increasing  layers  of 
{filiations  that  may  make  their  opera- 
m  less  efficient  and  raise  my  costs. 

-Rolland  F.  Regester 
Knoxville,  Tenn. 

;  AN  INDEPENDENT  director  of  the 
rge  T.  Rowe  Price  mutual-fund  family 
r  17  years,  retired  since  1996,  I'm  sur- 
ised  that  no  mention  is  made  of  the  In- 
stment  Company  Act  or  the  unique  role 
id  powers  of  funds'  independent  direc- 
rs  it  created.  They  have  full  access  to 
ecialized  independent  legal  counsel, 
mprise  the  entire  audit  committee  of 
ch  fund,  and  can  even  move  the  fund  to 
different  management  company.  They 
ust  comprise  the  majority  of  each  fund 
>ard,  and  should  be  truly  independent. 
My  guess  is  that  there  will  be  few  rep- 
able  no-load  funds  among  the  scandal 
akers.  In  addition,  sales  loads,  with- 
awal  penalties,  and  high  management 
js  skim  off  far  more  of  fund  investors' 
sets  than  the  scattered  malpractices  so 
r  revealed  as  scandalous.  In  general,  it  is 
lighly  responsible  and  solid  industry. 

-Leo  Bailey 
Green  Valley,  Ariz. 

/ERHAULING  OVERTIME: 
1E  LABOR  DEPT.  RESPONDS 

\RON  BERNSTEIN'S  commentary,  "Too 
tngy  with  the  overtime"  (Workplace, 
;c.  22)  suggests  that  the  Labor  Dept. 
ans  to  "strip  away"  workers'  overtime 
otection  through  changes  to  the  out- 
ited  white-collar  exemptions  under  the 
38  Fair  Labor  Standards  Act. 
For  decades,  labor  unions,  employers, 
id  government  alike  have  recognized 
e  need  to  update  and  clarify  overtime 
les  for  white-collar  workers.  The  cur- 
nt  rules  are  obsolete,  unnecessarily 
•mplex,  and  leave  employers,  workers, 
id  government  officials  uncertain  about 
ertime  status.  This  confusion  fuels  liti- 
ition  that  drains  resources  away  from 
b  creation.  In  a  Dec.  8  article  ("Revenge 
the  overworked  nerds,"  News:  Analysis 
Commentary),  BusinessWeek  acknowl- 
[ged  the  lawsuit  problem,  stating  that 
awyers  have  been  having  a  field  day" 
ith  overtime  lawsuits.  Why?  "One  rea- 
<n  lawyers  find  such  cases  enticing  is 
at  labor  laws  on  overtime  are  vague." 
Mr.  Bernstein  gives  the  impression  that 
e  Department  is  recklessly  imposing 
astic  changes.  The  reality  is  that  the  De- 
utmenr's  reforms  have  proceeded 
oughtfully  and  deliberately.  The  public 


has  submitted  nearly  80,000  comments, 
all  of  which  are  being  carefully  consid- 
ered as  the  Department  crafts  a  final  rule. 
This  commentary  also  cites  the  now- 
discredited  figure  that  8  million  workers 
would  lose  overtime,  drawing  as  "proof 
one  study  by  a  union-funded  advocacy 
group.  The  facts  are  that  under  the  De- 
partment's proposed  reforms,  1.3  million 
low-wage  workers  would  gain  overtime 
and  more  than  10  million  workers  would 
have  their  right  to  overtime  made  more 
certain.  The  Administration  remains 
committed  to  regulatory  reform  that  re- 
stores, protects,  and  preserves  overtime 
for  workers.  The  deliberative  process  the 
Department  has  undertaken,  taking  into 
account  and  benefiting  from  public  input, 
is  the  best  way  to  ensure  that  overtime 
works  for  millions  of  Americans. 

-Elaine  L.  Chao 

U.S.  Secretary  of  Labor 

Washington 
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"It  is  impossible  to  read  this 
book  and  not  come  away 
with  new  insights  about  how 
to  further  one's  career — and 
be  a  more  effective  person." 
— Michael  E.  Porter, 
Harvard  Business  School 

"D'Alessandro  dares  to  speak 
the  truth.  If  you  don't 
manage  your  own  reputa- 
tion, those  around  you  will." 
— James  Carville,  Author  and 
Democratic  Strategist 

"Lessons  from  the  master. 
D'Alessandro  is  living  proof 
that  there's  no  more  impor- 
tant brand  than  the  brand 
called  you." 

— Donny  Deutsch,  Chairman  & 

Chief  Executive  Officer, 

Deutsch  Inc. 
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BACKSTORY  Inside  the  Business  of  News 

By  Ken  Auletta:  Penguin  Press;  296pp;  $24.95 


Ken  Auletta  is  the  James  Bond  of  the 
media  world,  a  man  who  combines  the 
probing  mind  and  easy  charm  of  a  top 
intelligence  agent  with  the  glamour  that 
befits  the  holder  of  a  high-profile  job.  In 
the  past  decade,  Auletta,  the  media  critic 
for  The  New  Yorker,  has  set  his  sights  on 
a  variety  of  media  targets,  often  getting 

both  access  and  time  for  a  thorough  exploration.  The  result: 
stories  that  give  readers  an  intimate  feel  for  the  drama  within 
the  institutions  that  set  the  national  news  agenda.  Several  of 
those  articles  form  the  heart  of  Backstory:  Inside  the  Business 
of  News.  There  is  extra  material  as  well:  an 
American  Journalism  Review  article  and  one  piece 
that  was  rejected  by  The  New  Yorker,  along  with 
postscripts  that  bring  Auletta's  articles  up  to  date. 

There  is  plenty  here  to  amuse  and  instruct. 
That  said,  one  must  admit  to  a  lingering 
disappointment:  Some  of  the  topics  are  so  fast- 
changing  that  they  cry  out  for  more  than  a  few 
paragraphs  of  updating.  And  the  author's  efforts 
to  link  up  the  chapters  are  strained  at 
best.  Is  it  really  necessary  to  segue 
forcibly  between,  say,  shock-jock  Don 
Imus  and  Presidential  campaign-reporting 
before  leaping  to  the  dot-com  debacle  at 
Inside.com?  Backstory  is  better  viewed  as  a 
collection  of  disparate  pieces  that  roam  across  the 
newsroom— or  the  psychological  landscape— of  its  key 
occupants.  Some  focus  on  the  "business"  of  news;  others  are 
more  profiles  of  characters  who  just  happen  to  be  journalists. 

Those  characters  often  make  for  the  most  compelling 
reading  in  the  collection.  In  particular,  there  is  an  account  of 
John  McCandlish  Phillips  Jr.,  a  man  whose  gentle  manner  and 
exquisite  prose— focused  on  such  wide-ranging  subjects  as  a 
Jewish  official  in  the  American  Nazi  Party  and  the  last  piece  of 
cheesecake  sold  at  Lindy's  Restaurant— made  him  a 
legendary  reporter  at  The  New  York  Times.  The  author 
recounts  how,  in  1973,  Phillips  left  the  journalism  business  to 
devote  himself  to  the  New  Testament  Missionary  Fellowship, 
a  church  he  co-founded.  A 1993  article  provides  insights  into 
Arthur  Ochs  Sulzberger  Jr.— then  the  newspaper's  41-year-old 
novice  publisher,  who  was  trying  to  move  the  Gray  Lady 
toward  more  democracy  and  change.  Auletta  also  probes 
deeply  into  the  mind  of  Howell  Raines,  the  passionate  and 
often  autocratic  Southerner  who  led  the  Times  for  a  year 
before  being  fired  in  the  aftermath  of  the  Jayson  Blair 
plagiarism  scandal.  It's  a  fascinating  tale,  and  Auletta  adds 
5,000  words  that  didn't  appear  in  the  original  piece. 
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More  than  a  third  of  Auletta's  book  is  devoted  to  the  icon 
Times.  But  the  author  also  explores  a  range  of  troubling  trei 
in  other  parts  of  the  industry.  He  casts  a  critical  eye  on  the 
of  Fox  News  and  its  brand  of  jingoism.  With  the  networks 
penchant  for  puerile  jokes  and  cheap  shots— the  hosts  of 
morning  show  Fox  &  Friends,  for  example,  accused  CNN 
anchor  Aaron  Brown  of  looking  like  a  dentist— and  its  large 
than-life  chairman,  Roger  Ailes,  the  subject  is  ripe  for 
examination.  Auletta  takes  aim  at  what  he  sees  as  Fox's  "on« 
note  coverage  and  the  disproportionate  number  of 
conservative  commentators,"  taking  care  to  give  CNN's  Brtr 
the  last  word.  As  the  most  recent  piece,  having  first  been 
published  in  May,  2003,  this  naturally  seems  the  freshest. 

Some  of  the  other  sections  show  their  age.  Take,  for 

example,  a  short  article  on  "Demolition  Man"— as  Auletta 

dubs  former  Los  Angeles  Times  publisher  Mark  H. 

Willes.  He  is  perhaps  best  remembered  as  the 

man  who  tried  to  publish  a  special  magazine 

devoted  entirely  to  the  1999  opening  of  the 

Staples  Center.  After  a  while,  it  came  to  light  th 

since  the  Times  was  one  of  the  center's  foundin 

partners,  the  magazine  was  nothing  more  than 

promotional  vehicle  disguised  as  journalism. 

Auletta's  profile  of  Willes,  which  appeared  two 

years  before  the  Staples  Center  events, 

presciently  chronicled  that  executive's  effort  to 

break  down  the  traditional  barriers  between 

advertising  and  editorial  functions.  But  the  sto 

is  too  short  to  give  readers  a  good  understands 

of  the  characters— and  too  old  to  be  relevant 

Auletta's  analysis  of  New  York's  tabloid  wai 

written  in  the  winter  of  2002 

the  only  complete  article  not 

published  before.  The  author 

explains  that  it  got  killed 

because  his  New  Yorker  editor 

wanted  a  "colorful,  inside- 

the-tabloids  piece"  and  this 

was  a  business  story.  One 

tidbit:  New  York  Post  Publish* 

Lachlan  Murdoch's  admissioi 

^^^^^^^™  that  the  paper  was  losing  clos 

to  $40  million  a  year.  That 
statement,  made  last  year,  is  now  generating  buzz  in  the 
media  world. 

Such  is  the  public  interest  in  big  media— and  few  are  mor 
attuned  to  its  potency  than  Ken  Auletta.  His  ability  to  rise 
above  the  minutiae  of  the  power  struggles  and  egos  to 
consider  broader  issues  is  also  why  people  seek  out  his  worl< 
Those  readers  should  find  Backstor/s  tales  compelling,  even 
they  are  left  longing  for  a  more  comprehensive  narrative  on 
where  the  news  business  stands  today.  ■ 

-By  Diane  Bra 


Auletta  gives 
a  feel  for  how 
institutions 
set  the  U.S. 
news  agenda 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


A  Smart  Watch  with 
Some  Lessons  to  Learn 


Microsoft  may  be  the  only  company  in  the  world  that  could  have  brought 
the  MSN  Direct  Smart  Watch  to  market.  Having  $50  billion  in  the  bank  is 
handy  if  you  want  to  take  a  slightly  goofy  research  project— a  wristwatch 
that  receives  news  and  instant  messages  and  displays  your  calendar— anc 
turn  it  into  a  mass-market  item  in  less  than  a  year.  Last  January,  Microsoft 


Chairman  William  H.  Gates  III  demonstrated 
a  prototype  of  a  data  watch,  then  called  Smart 
Personal  Object  Technology.  Microsoft 
Research,  working  with  a  tiny  radio  and 
processor  developed  by  National 
Semiconductor,  had  found  a  way  to  make 
devices  as  small  as  watches  act  as  one-way 
pagers,  receiving  data  over  part  of  the  FM 
signal  not  used  by  radio  stations. 

Microsoft  quickly  established  a  product 
group,  lined  up  Fossil  and  Finland's  Suunto 
as  watchmaking  and  marketing  partners,  and 
leased  spectrum  from  FM  stations  to  provide 
coverage  in  most  metropolitan  areas.  But  it's 
far  from  clear  to  me  whether  this  is  a  product 
for  which  there  is  a  real  market  or  a 
technology  Microsoft  pursued  just  because  it  could 


THE  FIRST  SMART  WATCHES  should  be  in  stores  in  January. 
Fossil  has  a  version  for  $179  and  a  second  bearing  its  Abacus 
brand  for  $129.  Suunto,  which  makes  high-end  sports 
instruments  such  as  dive  computers,  will  offer  a  $299  Smart 
Watch.  Buyers  also  need  an  MSN  Direct  subscription:  $9.95  a 
month  with  30  days  free,  or  $59  for  a  year. 

I'm  certainly  well  out  of  Smart  Watch's  target  demographic 
of  teens  and  twentysomethings.  My  personal  taste  in 
timepieces  runs  to  the  thin,  elegant  products  of  Geneva 
watchmakers.  So  it's  not  surprising  that  I  found  wearing  the 
Fossil  Wrist  Net  watch— which  is  1' .  inches  long,  lS-in.  wide, 
and  nearly  a  Vin.  thick— a  bit  like  having  a  golf  ball  strapped 
to  my  wrist.  But  big  watches  are  fashionable  among  the 
younger  buyers  who  have  made  Fossil  hot. 

The  idea  of  a  watch  communicator  has  been  around  at  least 
since  the  Dick  Tracy  comic  strip's  wrist  radio  in  the  1940s. 
But  even  in  an  age  of  microelectronics  that  Tracy  creator 
Chester  Gould  could  never  have  dreamed  of,  the  design  and 
size  of  watches  imposes  some  formidable  challenges.  The 
Smart  Watch  is  controlled  by  five  buttons.  Those  on  the  left 
follow  the  functions  of  most  electronic  watches.  The  lower 
button  flips  through  the  watch's  "channels,"  such  as  time, 
choice  of  watch  face,  weather,  news,  and  messages.  The 


button  on  the  upper  left  turns  on  a 
backlight.  And  the  center  button  on  the 
right  accepts  the  current  selection,  sort  ol 
like  an  "enter"  key.  Buttons  on  the  right  t 
and  bottom  move  forward  and  backward 
through  the  items  within  a  category,  such 
messages,  stocks,  and  news  stories.  This 
works  well  enough,  but  I  found 
manipulating  the  buttons  clumsy.  A  biggt 
drawback  is  the  watch's  need  to  be 
recharged  every  three  days  or  so— so  a  tri 
lasting  more  than  a  weekend  will  require 
taking  a  bulky  charger  along.  I'm  not  sun 
dozen  25 -word  news  items  and  a  handful 
stock  quotes  is  worth  the  tradeoff. 

The  feature  that  makes  the 
most  sense  to  me  is  the  ability  t 
see  my  Outlook  calendar- 
appointments  and  watches  are 
natural  mix.  The  calendar  sync 
along  with  other  choices,  such 
selecting  stock  quotes  and 
choosing  your  home  city  for  ne 
and  weather,  is  accomplished 
through  the  MSN  Direct  Web  si 
If  you  have  Outlook  set  to  give 
you  alarms  before  meetings,  th 
Smart  Watch  will  give  you  the 
same  alerts. 
The  history  of  multifunction  watches  is  not  a  happy  one. 
the  late  1990s,  Timex'  Data  Link  watch  synced  contact  and 
calendar  information  but  had  little  success  beyond  the 
Microsoft  campus.  More  than  a  year  ago,  Fossil  announced 
Palm  watch  that  is  still  six  months  away  from  release. 
Microsoft's  money  can  get  the  Smart  Watch  to  market,  but  i 
fate  is  up  to  the  vagaries  of  youthful  taste. 

Email:  Techandyou@businessweek.a 


BusinessWeek  online 


For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 


It  felt  like  I 
had  a  golf 
ball  on  my 
wrist,  but  the 
younger  set 
might  like  it 


24  !  BusinessWeek  I  January  12.  2004 


Budget 


Budget  Friendly  because... 


Desktop  Color  & 
B&W  Printers 


** 


^ 


St 


Versatile 
Multifunctional 
Copiers/Printers 


X 


•Very  Low  Cost  of  Ownership 


•Industry's  Best  Warranty 


Higb-Speed 
Departmental  Printing 


•Outstanding  Reliability 


•Reduced  Consumable  Waste 


•Flexible  Financing  Options 


Document  solutions  so 
cost  effective,  they'll  make 
you  smile. 

The  finance  department  faces  enough 
tough  decisions.  Kyocera  Mita  is  pleased 
to  present  you  with  a  "No  Brainer." 

From  a  total  cost  of  ownership  point  of 
view,  Kyocera  Mita  is  the  hands  down 
industry  leader. 

Look  at  it  any  way  you  want: 
performance,  ease  of  use,  network 
simplicity,  warrant}',  consumable  expense 
or  financing  options.  Kyocera  Mita  makes 
more  financial  sense  than  any  other 
choice.  Maybe  that's  why  we're  making  so 
many  friends  in  the  financial  department. 

Make  us  your  new  friend. 
Visit:  www.kyoceramita.com/us 


The  New  Value  Frontier 

tgKyDCERa 

mita 


KYOCERA  MITA  CORPORATION       KYOCERA  MITA  AMERICA,  INC. 

©2003  KYOCERA  MITA  CORPORATION  AND  KYOCERA  MITA  AMERICA.  INC  "PEOPLE  FRIENDLY"  AND  ALL  ELEMENTS  OF  THE  KYOCERA  MITA  LOGO  ARE  THE  TRADEMARKS  OF  KYOCERA  MITA. 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


How  the  Skeptics  Missei 
The  Power  of^roductivii 


During  most  of  2002  and  early  2003,  many  pessimists  among  business 
and  academic  economists,  Democratic  politicians,  and  media  pundits 
worried  about  the  slowdown  in  the  U.S.  In  retrospect,  it  is  amusing  how 
many  comparisons  were  drawn  between  the  U.S.  recovery  and  Japan's  lon| 
stagnation.  But  the  general  concern  was  that  the  world's  largest  economy 


would  stagnate  for  years,  dragging  down  the  global  economy. 

Since  a  few  American  price  indexes  briefly  declined,  there 
was  a  fear  even  among  some  Federal  Reserve  officials  that 
price  deflation  would  further  depress  the  economy.  Also 
emphasized  was  the  sharp  decline  in  payroll  employment  and 
a  rise  in  unemployment,  to  6.4%,  from  a  low  reached  during 
the  '90s  of  less  than  4%. 

YET  I  CONTINUED  TO  ARGUE  that  pessimists  overlooked  crucial 
factors  that  made  the  performance  impressive,  despite  the 
recession  and  slow  recovery.  The  U.S.  had  been  exposed  to  a 
rapid  series  of  devastating  shocks  that  would  have  sunk  much 
weaker  economies.  These  began  with  the  collapse  of  the  high- 
tech  bubble,  fed  by  unrealistic  expectations  that  drove  stock 
prices  and  investments  in  various  industries  to  ridiculous 
heights.  Then  came  the  deadly,  unanticipated  September  11 
attacks,  the  subsequent  war  against  the  Taliban  and  Al  Qaeda 
in  Afghanistan,  the  war  with  Iraq,  and  a  difficult  postwar 
occupation.  Last  but  far  from  least  were  the  accounting  frauds 
at  Enron,  WorldCom,  and  other  companies  that  shook  world 
confidence  in  American  business. 

Nevertheless,  the  recession  that  began  in  March,  2001, 
officially  lasted  only  eight  months.  The  subsequent  recovery 
was  slow,  although  not  unusually  so,  and  total  output  grew 
during  the  entire  recovery.  The  most  disturbing  feature  was 
the  sharp  decline  in  employment  seen  in  the  Bureau  of  Labor 
Statistics  payroll  data.  According  to  the  bureau's  household 
survey,  the  unemployment  rate's  peak  was  well  under  peaks 
reached  in  most  prior  U.S.  recessions. 

The  pessimists  went  wrong  because  they  overlooked  an 
encouraging  statistic  that  continued  during  bad  times:  a  rapid 
improvement  in  productivity.  Measured  productivity  usually 
falls  sharply  during  recessions  and  early  stages  of  recoveries, 
partly  because  of  unused  capacity  of  equipment,  plants,  and 
employed  workers.  Yet  even  though  1995-2000  had  unusually 
high  productivity  growth,  productivity  accelerated  rather  than 
slowed  during  most  of  the  recession  and  recovery.  Labor 
productivity  in  the  third  quarter  of  2003  grew  at  an  annual 
rate  of  9.4%,  the  highest  quarterly  rate  in  decades. 

This  productivity  growth  is  the  key  measure  and  reflection 
of  the  enormous  underlying  strengths  of  the  U.S.  economy.  Its 
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prime  movers  are  the  entrepreneurial  spirit,  worker  flexibili 
and  dynamism,  and  relatively  free  and  open  markets  that 
allowed  the  economy  to  benefit  from  the  technological 
revolution  brought  about  by  the  computer,  Internet,  wireles 
communications,  biotech,  and  other  recent  major  innovatio 
The  much- criticized  Bush  tax  cuts  will  definitely  help  the 
economy  grow  more  rapidly  in  the  longer  run,  but  they 
probably  played  a  small  role  during  this  recovery. 

Forecasting  short-term  movements  in  the  economy  is 
difficult,  but  readers  expect  crystal  ball-gazing  from 
economists  at  the  beginning  of  a  new  year.  So  here  are  my 
brief  assessments  of  the  prospects  for  2004.  Productivity  anc 
aggregate  output  should  grow  at  a  rapid  rate,  although  neith 

will  be  close  to  the  third  quarter  o 
2003.  Employment  will  also 
continue  to  improve,  and 
unemployment  will  decline 
considerably  below  the  current 
level  of  a  little  under  6%. 

If  the  American  economy  meet1 
these  expectations,  it  will  greatly 
benefit  the  rest  of  the  world,  as  U.i 
industry  and  consumers  import 
more  goods,  materials,  and  capitaj 
equipment.  More  important,  it  wil 
show  that  nothing  about  modern 
economic  conditions  prevents  rap 
output  and  productivity  growth  in  Europe,  Japan,  and  other 
rich  economies. 

Foolish  regulatory,  taxation,  and  bankruptcy  policies— not 
underlying  economic  forces— caused  these  economies  to 
stagnate  during  the  past  decade.  The  recent  liberalization  of 
labor  markets  and  lower  taxes  in  Germany  and  a  few  other 
European  economies,  along  with  Japan's  gradual  willingness 
to  tackle  its  banking  crisis  and  regulatory  burden,  are  hopefu 
signs.  These  nations  too  finally  may  begin  to  take  much  bette 
advantage  of  the  great  economic  potential  offered  by  modern 
technologies  and  knowledge.  ■ 

Gary  S.  Becker,  the  1992  Nobel  laureate,  teaches  at  the  Univer\ 
sity  of  Chicago  and  is  a  Fellow  of  the  Hoover  Institution. 


Happy  New 
Year.  More 
job  and 
productivity 
growth  is 
coming 
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rhe  Tea  Leaves  Still 
pay  'Happy  New  Year5 

lever  mind  those  downbeat  reports— this  economy  has  momentum 


U.S.  ECONOMY 


Just  before  the  holidays,  the  government  released 
wo  jarring  economic  reports  for  November.  One  showed  orders  for 
urable  goods  plunging  3.1%  from  October,  the  largest  drop  in  more 
ban  a  year,  including  a  sharp  decline  in  orders  for  capital  goods.  The 
ther  showed  the  consumer  price  index  falling  0.2%  from  die 


evious  month,  while  the  more  stable  core  index,  which 
dudes  energy  and  food,  declined  0.1%,  the  first  outright 
t)p  in  20  years. 

These  numbers  run  counter  to  the  general  belief  that 
1  economic  revival  is  rekindling  capital  spending  and 
ting  the  manufacturing  sector  out  of  its  doldrums,  and 
at  stronger  demand  and  a  weaker  dollar  are  putting  a 
»or  under  the  inflation  rate.  What  gives?  Is  the  recovery 
ore  fragile  than  generally  perceived,  and  are 
jflationary  forces  still  undermining  the  outlook? 
Almost  all  of  the  other  economic  data  available  say  no 
both  questions.  Since  April,  for  example,  the 
mference  Board's  index  of  leading  indicators,  a 
tmposite  of  data  that  foreshadow  the  economy's  path, 
is  posted  the  largest  seven-month  advance  in  12  years, 
so,  the  pace  of  industrial  production  is  accelerating,  led 
I  strong  gains  in  the  output  of  capital  goods,  especially 
fo-tech  gear.  Plus,  surveys  generally  show  that 
anufacturers  remain  upbeat  about  the  future. 
On  inflation,  the  November  CPI  almost  certainly 
rerstat.es  the  weakness  in  pricing,  since  broad 
flationary  forces  are  gradually  gaining  the  upper  hand, 
rst,  monetary  policy  is  actually  encouraging  inflation, 
id  second,  the  economy  is  slowly  beginning  to  absorb 
ime  of  its  slack.  Labor  markets  are  improving,  and 
anufacturing  capacity,  outside  of  motor  vehicles  and 
gh  tech,  has  shrunk  by  0.8%  over  the  past  two  years. 
;cent  price  trends  for  retail  goods,  imports,  and 
tmmodities  reflect  these  influences. 

N  THE  FACE  OF  IT,  November's  steep  5.9%  drop  in 
pital-goods  orders  excluding  aircraft  seemed 
irticularly  discouraging,  given  that  businesses  are 
rpected  to  share  more  of  the  burden  of  generating 
:mand  in  2004.  However,  the  monthly  pattern  of  these 
imbers  is  one  of  the  most  volatile  of  all  the  government 
ita.  The  three-month  average,  which  is  a  better 
dication  of  the  trend,  continued  to  rise  in  November,  as 
has  done  for  most  of  this  year  (chart). 
Shipments  of  capital  goods  are  also  on  a  rising  trend, 
id  through  November  they  stood  well  above  their  third- 
larter  average.  That  means  equipment  investment  is  set 
contribute  solidly  to  fourth-quarter  economic  growth. 


Moreover,  the  trend  in  unfilled  orders  is  up  sharply,  a  sign 
that  additional  production  is  already  in  the  pipeline. 
Overall  factory  orders,  including  those  for  capital 
goods,  will  likely  rebound  in  coming  months,  perhaps 
strongly.  At  worst,  the  November  orders  data  suggest  that 
capital  spending  is  not  in  an  outright  boom.  However,  the 
upturn  in  business  outlays  has  been  under  way  for  about 

a  year  now,  fueled  by 


CAPITAL-GOODS  ORDERS 

ARE  TRENDING  HIGHER 


BILLIONS  OF  DOLLARS 

NDEFENSE  ORDERS, 
"XLUDING  AIRCRAFT 


JAN.  '02  NOV.  '03 
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SLrong  profits,  less 
economic  uncertainty, 
and  rising  demand. 

The  expectations  for 
demand  gains,  both 
domestically  and  abroad, 
are  increasingly  bright. 
Thanks  to  the  weaker 
dollar,  plus  economic 
growth  in  Southeast  Asia 
and  in  Europe,  U.S. 
exports  are  gaining 
ground.  In  the  six  months 
through  October,  the  growth  rate  of  exports  of  goods  and 
services  accelerated  to  an  annual  rate  of  17.6%.  Exports 
had  declined  in  the  previous  six  months. 

HERE  AT  HOME,  consumer  spending  is  ending  the 
fourth  quarter  stronger  than  it  began.  After  declining 
0.2%  in  September  and  edging  up  only  0.1%  in  October, 
real  household  outlays  for  goods  and  services  jumped 
0.5%  in  November,  and  December  spending  should  show 
a  further  advance.  Real  consumer  spending  is  on  track  to 
grow  in  the  range  of  2.5%  to  3%  in  the  final  quarter— not 
too  shabby,  coming  after  the  third  quarter's  6.9%  surge. 

Consumers  seemed  disheartened  over  the  weak 
November  employment  report,  as  reflected  in  the  dip  in 
the  Conference  Board's  December  index  of  consumer 
confidence.  Still,  the  index  for  the  fourth  quarter  remains 
well  above  its  third-quarter  level. 

The  mood  should  brighten  in  early  2004:  The  job 
markets  are  firming  up,  and  consumers  will  get  another 
financial  boost,  because  federal  tax  refunds  will  be  bigger 
than  normal,  thanks  to  the  2003  tax  cuts.  Economists  at 
Merrill  Lynch  &  Co.  calculate  the  total  amount  of  tax 
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refunds  in  2004  will  be  30%  larger  than  the  amount 
mailed  out  in  2003— a  huge  increase,  by  past  standards. 

The  continued  advance  in  demand  comes  at  a  time 
when  inventories  are  at  record  lows.  As  a  result,  most 
stores  will  not  feel  compelled  to  hold  fire  sales  to  move 
merchandise.  That  was  one  reason  why  retailers  did  not 
have  to  discount  holiday  merchandise  in  2003  as 
drastically  as  they  did  in  previous  years  (page  33). 

TIGHT  INVENTORIES  and  the  pickup  in  demand  are 
why  the  November  drops  in  the  price  indexes  do  not 
merit  much  worry.  Several  one-time  factors  weighed  on 
the  price  indexes.  For  instance,  the  0.1%  drop  in  core 
producer  prices  can  be  traced  partly  to  fallbacks  in  prices 
of  drugs,  clothing,  and  appliances  following  increases  in 
October.  Those  price  swings  carried  into  the  index 
covering  core  consumer  prices.  In  addition,  vehicle  prices 
fluctuated  as  the  Labor  Dept.  adjusted  for  quality 
improvements  between  the  2003  and  2004  models. 

But  upward  price  pressures,  however  small,  are 
building.  Already,  goods  producers  are  paying  more  for 
inputs.  Core  crude  material  prices  were  up  171%  in  the 
year  ended  in  November. 

Labor  costs— the  biggest  expense  for  companies— will 
also  increase  as  hiring  picks  up.  And  unlike  in  2003, 
productivity  gains  in  2004  won't  completely  offset  the 
rise  in  compensation.  So  companies  will  try  to  recoup 
those  higher  costs  through  price  increases.  To  be  sure,  the 
gains  won't  be  much,  but  core  inflation  is  certain  to  end 
2004  higher  than  its  pace  of  1.2%  or  so  in  2003. 


The  weaker  dollar  also  argues  that  inflation  has  hit 
bottom,  or  will  soon.  When  the  dollar  was  rising  from 
2000  until  early  2002,  U.S.  prices  of  imports  excluding 
fell,  and  American  goods  producers  had  to  cut  their 
•prices  to  compete.  But  since  the  dollar  peaked  in  2002  J 
import  prices  have  begun  to  creep  up.  In  the  year  endej 

in  November,  nonoil 


IMPORT  PRICES 
ARE  RISING  AGAIN 
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prices  were  up  1.1% 
(chart).  That  small  rise 
gives  U.S.  manufacture 
some  elbow  room  to  ] 
their  own  prices. 
Perhaps  most 
important,  the  Federal  ] 
Reserve  seems  willing 
tolerate  some  pickup 
inflation,  which  means  | 
short-term  interest  rate 
will  remain  exceedingly 
accommodative  to 
growth  in  2004.  The  Fed  would  like  corporate  profits  tc 
increase  further  in  order  to  keep  capital  spending  on 
rise.  And  policymakers  want  to  ensure  that  the  recover)] 
strengthens  enough  to  eliminate  the  risks  of  deflation. 
Right  now,  this  economy  is  clearly  positioned  to  put 
deflationary  fears  to  rest.  The  downbeat  readings  for 
durable-goods  orders  and  the  price  indexes  look  more 
like  aberrations  than  omens.  Between  the  stimulus  of  b| 
tax  refunds  and  pent-up  business  demand,  the  U.S. 
economy  starts  2004  with  a  great  deal  of  momentum. 
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Higher  Rates,  but  Consumers  Will  Cope 


IN  NOVEMBER,  the  Bank  of  England 
began  what  is  expected  to  be  a  series 
of  interest-rate  hikes.  The  question 
for  2004:  With  households  so  heavily 
indebted,  will  higher  rates  turn  the 
consumer  spending  boom  of  recent 
years  into  a  bust,  sending  the 
economy  into  a  recession? 

The  resilience  of  consumer 
spending,  fueled  by  a  teeming 
housing  market,  low  interest  rates, 
and  tax  cuts,  was  a 
driving  force  in  the 
economy  in  2003. 
That  strength  helped 
to  offset  the 
downdrafts  from  a 
sagging  stock  market, 
the  malaise  in 
manufacturing,  and 
geopolitical 
uncertainty. 

To  be  sure, 
consumer  spending  is 
likely  to  slow  in  the 


THE  BOE  BEGINS 
TO  TIGHTEN  POLICY 
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coming  year  from  the  2003  pace  of 
about  2.3%,  down  from  3.6%  in  2002. 
The  housing-market  boom  is  already 
cooling  off.  House  prices,  which 
soared  25%  in  2002,  rose  about  15% 
in  2003,  and  large  mortgage  lenders 
expect  a  gain  of  8%  to  9%  in  2004. 
Plus,  the  impact  of  past  tax  cuts  is 
waning,  and  the  BOE  will  be  raising 
interest  rates. 

But  will  higher  rates  spell  disaster 
for  British 
consumers?  Not 
likely,  says  economist 
Melanie  Baker  in 
Morgan  Stanley's 
London  office.  She 
argues  that  the  BOE 
would  have  to  lift 
its  base  rate  from 
375%  currently  to 
near  8%  before  the 
debt-service  burden 
begins  to  take 
an  unmanageable 


BANK  OF  ENGLAND'S 


BASE  RATE 


DEC.  '03 


slice  out  of  household  income. 

That's  unrealistic.  With  inflation 
now  below  its  2%  target,  and  with 
BOE  already  concerned  about  the 
potential  downside  implications  of 
heavy  debt,  the  monetary  authoritiej] 
will  most  likely  move  cautiously. 
Including  November's  quarter-poin^ 
hike,  analysts  expect  rates  to  rise 
about  a  percentage  point  in  2004. 

To  a  large  extent,  the  higher 
volume  of  household  debt  is  a  natur  | 
result  of  the  trend  toward  greater 
homeownership,  the  rise  in 
household  assets,  and  the  permaner 
reduction  in  interest  rates  in  recent 
years  resulting  from  a  more  credible 
system  of  monetary  policy. 

Moreover,  exports  and  capital 
spending  are  expected  to  contribute 
more  to  growth  in  2004,  even  as 
consumer  spending  slows.  With 
overall  growth  projected  at  2.5%  to 
3%,  gains  in  jobs  and  incomes  vaa 
help  to  keep  consumers  afloat.  M 
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ou've  got  inventory  covered.  You've  got 
hipping  covered.  What  about  surprises? 
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AUTO  MAKERS 


PEDAL 
TO  THE 


Enough  is  enough-Detroit  is 
filling  showrooms  with  new 
cars  to  beat  back  foreign  rivals 


w 


HEN  GENERAL 
Motors  Corp. 
ripped  the  covers 
off  a  sparkling  gold 
Chevrolet  Cobalt 
coupe  at  the  Los 
Angeles  Auto  Show 
on  Dec.  29,  it  was  more  than  just  another 
car  intro— it  was  the  opening  salvo  in  De- 
troit's all-out  assault  on  the  passenger-car 
market.  The  Big  Three  are  vowing  that 
2004  will  be  the  year  they  reverse  a  48- 
year  decline  in  their  U.S.  car  share— and 
they  plan  to  do  it  by  rolling  out  a  record 
dozen  or  so  new  car  models.  The  Detroit 
Auto  Show  on  Jan.  4-5  will  feature  sever- 
al debuts,  including  the  Ford  Five  Hun- 
dred and  Chrysler  300C  family  sedans. 
It's  all  part  of  what  DaimlerChrysler's 
Chrysler  Group  Chief  Executive  Dieter 
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Zetsche  calls  "an  unprecedented  product 
offensive." 

It  could  hardly  come  soon  enough. 
Japanese  competition  is  eroding  the  fat 
profits  from  the  SUVs,  minivans,  and  pick- 
ups that  sustained  Detroit  through  the 
'90s.  So  while  the  Big  Three  will  keep  bat- 
ding  it  out  in  the  truck  sector,  they  are 
putting  a  renewed  emphasis  on  sedans, 
coupes,  and  station  wagons,  which  still 
account  for  nearly  half  of  U.S.  auto  sales. 
The  wave  of  new  cars  is  aimed  at  recoup- 
ing profitability  and  beating  back  Japan- 
ese and  European  carmakers,  which  to- 
gether have  captured  just  over  55%  of  the 
passenger- car  market— and  continue  to 
churn  out  new  hit  models.  Robert  A.  Lutz, 
General  Motors  Corp.'s  vehicle-develop- 
ment boss,  declared  when  he  announced 
GM's  car  initiative  a  year  ago  that  if  the 
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me  critics  doubt  that 
s  Big  Three  can  pull  off 
I  car  offensive.  Says  one: 
heir  reputations  nave 
m  blown  to  pieces55 
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strategy  doesn't  work,  "I  will  be  seriously 
surprised  and  cruelly  disappointed." 

Even  if  the  new  car  scheme  does 
work— a  decided  maybe— it  will  take  a 
while.  After  all,  it  took  $4.3  billion  and 
half  a  decade  to  revive  Cadillac.  Some  an- 
alysts doubt  Detroit's  car  offensive  will 
work  at  all.  While  the  Big  Three  have 
made  enormous  strides  in  style  and  qual- 
ity, they  are  far  from  reviving  an  image 
damaged  by  decades  of  cars  that  fell 
apart,  lost  their  value  quickly,  or  were  just 
plain  ugly.  "Their  reputations  have  been 
blown  to  pieces,"  says  UBS  Warburg  ana- 
lyst Saul  Rubin.  Despite  recent  strides  in 
quality  and  design,  he  says,  the  Big  Three 
"face  an  uphill  battle  just  persuading  con- 
sumers to  try  them  out." 

HEAVY  INVESTMENTS 

EVEN  IF  THE  new  models  are  hits,  it's  not 
as  though  Detroit' s  fortunes  will  immedi- 
ately reverse.  Iceology  Inc.,  a  Los  Angeles 
auto  forecaster,  predicts  that  U.S.  auto 
makers  will  lose  an  additional  three 
points  of  car  share  in  2004,  dropping  be- 
low 42%.  It  will  take  a  steady  stream  of 
consistendy  competitive,  reliable,  and 
stylish  cars  for  the  Big  Three  to  woo 
Americans  out  of  their  beloved  Toyotas 
and  Nissans— without  dangling  hefty  re- 
bates—says Iceology  analyst  Wesley  R. 
Brown.  "It's  too  optimistic  to  expect  a 
massive  shift  in  consumer  sentiment 
based  on  a  handful  of  vehicles  just  being 
launched,"  he  says. 

Still,  Detroit  has  little  choice.  Failure  to 
revive  car  sales  would  almost  certainly 
force  domestic  auto  makers  to  close  more 
factories.  To  avoid  that,  they've  been  in- 
vesting heavily  to  develop  new  car  mod- 
els. GM,  for  example,  began  plunging 


PERCENT 


two-thirds  of  its  annual  $7  billion  prod- 
uct-development budget  into  cars  two 
years  ago,  about  what  trucks  had  been  re- 
ceiving until  then. 

Each  of  the  Big  Three  Carmakers  is 
taking  its  own  road 
back  into  the  car 
market.  GM  is  return- 
ing to  its  roots  with 
legendary  Chairman 
Alfred  R  Sloan's  phi- 
losophy of  "a  car  for 
every  purse  and  pur- 
pose." The  auto  giant 
will  offer  a  huge  ar- 
ray, from  the  $60,000 
Cadillac  STS  flagship 
sedan  to  Chevrolet' s 
$15,000  Cobalt  com- 
pact and  $10,000  Ko- 
rean-built Aveo  subcompact.  In  be- 
tween, GM  has  its  newly  redesigned 
Chevy  Malibu,  a  plain-vanilla  sedan 
aimed  at  the  popular  Toyota  Camry  and 
Honda  Accord,  both  of  which  are  just  as 
bland.  For  the  sportier  crowd,  Pontiac 
will  introduce  the  G6  sedan,  already 
winning  praise  for  its  sleek  styling. 

Chrysler  is  taking  a  more  focused  ap- 
proach. It's  banking  on  a  high-perform- 
ance aura  to  make  its  new  family  cars,  the 
300C  sedan  and  Dodge  Magnum  sport 
wagon,  stand  out  from  the  crowd.  Those 
cars  feature  five-speed  transmissions  bor- 
rowed from  corporate  sibling  Mercedes- 
Benz,  rear-wheel  drive,  and  powerful 
Hemi  V8  engines.  Chrysler  is  directing 
ads  for  the  new  models  squarely  at  mid- 
dle-age, male  car-poolers  who  would 
rather  be  drag  racing  than  commuting. 
Says  Chrysler  boss  Zetsche:  "We  don't 
want  to  sell  commodities  or  appliances." 


THE  NOT-SO-BIG  THREE 


DETROIT'S  SHARE  OF  U.S. 
PASSENGER- 
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Comeback  Strategy? 

How  Detroit  plans  to  recapture  the  passenger-car  market: 


GENERAL  MOTORS 


FORD  MOTOR 


CHRYSLER  GROUP 


FROM  SOUP  TO  NUTS  GM  is 

blanketing  the  market  with  a 
wide  array  of  new  cars  in  a  range 
of  prices,  from  Chevy's  Korea- 
made,  $10,000  Aveo  hatchback 
to  the  sporty  $18,000  Pontiac  G6 
to  Cadillac's  $60,000  STS  luxury 
flagship. 


FAMILY  SEDAN  VALUES  The 

auto  maker  hopes  to  win  back 
drivers  who  in  the  late  1990s 
deserted  its  Taurus  sedan.  Hence 
Ford's  new  line  of  family  haulers, 
which  includes  the  Five  Hundred 
large  sedans  as  well  as  the 
Freestyle  sport-utility  wagon. 


THE  FAST  AND  THE  FURIOUS 

Chrysler  is  pushing  performance. 
That  means  a  renewed  emphasis 
on  rear-wheel  drive  and  powerful 
Hemi  V8  engines  for  its  newest 
cars,  the  hefty  Chrysler  300C 
sedan  and  the  Dodge  Magnum 
sport  wagon. 


Ford  is  taking  yet  another  tack, 
aiming  its  biggest  guns  at  the  heart  of 
car  market:  the  family  sedan,  which 
counts  for  one  in  every  five  vehicles  s 
in  the  U.S.  Abandoning  the  one-size-: 
all    strategy    it    e 
ployed  with  the  T; 
rus,    Ford    hopes 
slice  the  market  by 
fering  a  bevy  of  n 
midsize    entries 
starting  with  the  F 
Hundred  and  Men 
Montego  sedans 
Ford     Freestyle 
wagon  this  fall,  in 
hopes  of  restoring 
dominance   that 
Taurus  lost  a  dec 
ago.  "There's  no  o 
way  to  design  cars,"  says  J  Mays,  Fori 
chief  designer.  "The  trend  is  choice." 

Domestic  auto  makers  know  th 
success  rides  on  delivering  "gotta  hav 
models.  GM  hopes  to  get  some  s 
from  a  pair  of  Pontiacs:  the  sexy  Solsti 
roadster  and  the  GTO  muscle  car.  Fo 
has  its  own  traffic  stoppers:  the  LeM; 
inspired  Ford  GT  and  a  red-hot  Mus 
the  best  version  of  its  pony  car 
decades.  Classic  proportions  and  swee 
ing  lines  can  turn  even  a  stolid  sed; 
into  a  head-turner.  Chrysler's  300: 
for  instance,  has  a  whiff  of  Merced 
about  it. 

Detroit  also  has  learned  that  it  cai 

prosper  on  the  basis  of  knockout  looks  ai 

heavy  horsepower  alone.  The  Big  Thr 

have  been  vowing  for  years  to  imprcr 

their  interiors— now  they  are  doing  s 

Banishing  cheesy  fabrics  and  flimsy-loo 

ing  plastic,  they've  laid  on  comfy  leath 

brushed-metal  dials,  and  so 

textured  dashboards  in  vehicl 

such  as  the  Five  Hundred  an 

300C.  GM  brags  that  the  interi 

of  the  Cobalt,  a  replacement  ft 

the  Cavalier,  will  give  Volkswj 

gen's  Jetta  a  run  for  its  money. 

The  task  now  is  persua 
consumers  to  forget  the  past  fe 
years  of  deep  discounting  an 
pay  close  to  sticker  price  for  til 
new  models.  What  the  auto  con 
parties  need  "are  new  vehicl 
that  sell  well  and  don't  need  ii 
centives,"  says  UBS's  Rubin.  R< 
versing  Detroit's  dismal  car  fo 
tunes  will  take  years,  if  it  evt 
happens.  But  at  least  the  ne 
wave  of  vastly  better  cars  is 
good  place  to  start.  ■ 

-By  Kathleen  Kenvin,  wit 
David  Welch,  in  Detro 


32    BusinessWeek  I  January  12.  2004 


\*/  ^ 


Ik 


H 


121 


LETAILING 


miS  HOLIDAY  SEASON, 
SHOPPERS  BUNKED 

Jnlike  last  year,  retailers  held  prices  firm, 
t  looks  as  though  their  strategy  paid  off 


THIS  WAS  THE  YEAR  LINDA 
Weiler  was  finally  going  to 
climb  off  the  holiday- 
shopping  treadmill.  The 
supermarket  cashier  and 
mother  of  three  from  sub- 
urban Chicago  had  a  plan: 
fainow  her  gift  list,  slash  spending  from 
2,800  last  year  to  $2,000,  and  apply  the 
ivings  to  something  fun,  such  as  a  fam- 
I  vacation  in  Mexico.  Only  it  didn't  quite 
m  out  that  way.  Welter's  final  tally: 
2,500.  "Every  little  thing  seemed  to  be 
lore  than  what  I  thought  it  would  cost 
;cause  I  didn't  see  any  good  sales,"  she 
ments. 

After  a  couple  of  years  of  handily  win- 
ing the  promotional  cat-and-mouse 
une  with  retailers,  consumers  this  year 
>em  to  have  blinked  first.  Sure,  for  every 
lopper  like  Weiler,  you  can  find  others 
ho  won't  stop  gloating  about  the  fleece 
)at  they  snagged  at  70%  off,  perhaps  dur- 
ig  a  Dec.  26  doorbuster  stampede.  Still,  as 


the  dust  settles  on  a  holiday  season  that 
began  with  some  foreboding  and  ended 
with  a  modest  5.5%  rise  in  sales,  it's  clear 
the  industry  played  a  far  more  savvy  game 
in  2003  than  it  has  in  some  time. 

By  holding  the  line  on  prices  and  keep- 
ing inventories  lean,  many  retailers  are 
ready  to  replenish  their  shelves  for  the 
next  few  weeks,  when  many  shoppers  hit 
the  stores  to  return  or  exchange  unwant- 
ed gifts.  What's  more,  consumers  are  ex- 
pected to  redeem  a  record 
$20  billion  or  so  in  gift 
cards  and,  stores  hope, 
buy  a  whole  lot  more  be- 
sides. "Retailers  showed 
more  fortitude  and  disci- 
pline than  in  the  past," 
says  Anne  Brouwer,  senior 
partner  at  retail  consultant 
McMillan/Doolittle  LLP  in 
Chicago. 

As  recently  as  Novem- 
ber, many  analysts  and  in- 


THE  STAT 


While  it  wasn't 
exactly  a  holiday 
bonanza,  retail 
sales  grew  an 
estimated  5.5%,  up 
sharply  from '02's 
measly  1.6%  gain 


LOS  ANGELES  Targeted 
sales,  not  storewide 
discounts,  were  the  rule 

vestors  were  skeptical 
that  retailers  had  the 
courage  of  their  convic- 
tions. After  all,  for  the 
past  two  years  stores  had 
vowed  to  keep  discounts 
to  a  minimum  but  caved 
at  the  eleventh  hour 
when  the  expected  de- 
mand failed  to  material- 
ize. Also,  there  were  rela- 
tively few  of  the 
must-have  items  this  year 
that  usually  prompt 
shoppers  to  buy  whatever 
the  price.  Finally,  retailers 
tended  to  hew  closely  to 
the  expectations  of  Wall 
Street,  which  rewards 
sales  growth. 
Yet  retailers  largely  ignored  the  pres- 
sure and  stuck  to  their  guns.  They  or- 
dered less  merchandise,  created  early-No- 
vember sales  events  to  get  consumers 
shopping  promptly,  and  largely  held  their 
fire  on  across-the-board  discounts.  Merrill 
Lynch  specialty  retail  analyst  Mark  A. 
Friedman  was  surprised  at  how  moderate 
the  post- Christmas  discounting  was  at 
chains  as  varied  as  Children's  Place,  Ba- 
nana Republic,  and  Pottery  Barn.  He 
pegged  the  range  of  discounts  at  30%  to 
50%,  vs.  50%  to  75%  in  recent  years. 

By  keeping  inventories  lean  and  prices 
high,  many  retailers  forfeited  potential 
sales.  But  now,  at  least,  they  aren't  in  the 
uncomfortable  position  of  having  to  blow 
out  mountains  of  unsold  merchandise  for 
pennies  on  the  dollar.  And  while  retailers 
won't  report  fourth- quarter  earnings  for 
several  weeks,  many  analysts  are  expect- 
ing richer  profits  over  last  year. 

STEALTH  SALES 

PLENTY  OF  RETAILERS  resorted  to  steep 
discounts,  though.  Struggling  mid-range 
retailers  such  as  Kohl's,  J.  C.  Penney,  and 
Sears  were  forced  to  chop 
prices  as  seasonal  demand 
for  their  products  with- 
ered. But  others  played  the 
markdown  game  far  more 
strategically,  turning,  for 
example,  to  unannounced 
sales,  which  got  customers 
to  open  up  their  wallets  a 
bit  more  without  stores 
declaring  open  season  on 
list  prices.  At  a  shopping 
mall   in   Charlotte,   N.C., 
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Gabrielle  Culpepper,  34,  snared  a  cocktail 
dress  for  herself  for  $49.99  at  the  J.  Jill 
store  and  noticed  a  week  later  that  it  had 
been  marked  back  up  to  $119-99.  And 
high-end  retailers  such  as  Saks  Inc.  and 
Lord  &  Taylor  slashed  prices  on  every- 
thing from  sables  to  sweaters  by  up  to 
60%  close  to  Christmas  as  a  way  to  get 
shoppers  in  the  door. 

For  the  most  part,  though,  the  analysts 
and  consultants  paid  to  troll  the  nation's 
stores  were  surprised  at  the  abundance  of 
full-price  merchandise  at  retailers  that 
had  discounted  heavily  last  year.  "I  didn't 
see  a  big  deviation  from  the  plan,"  says 
retail  consultant  Gwen  Morrison,  presi- 
dent of  WPP  Group's  The  Store  retail-con- 
sulting unit.  "Certainly,  sales  were  going 
on— but  not  sale  trauma." 

Despite  many  retailers'  willingness  to 
sacrifice  some  revenues  to  maintain 
their  margins,  there's  a  chance  they'll 
offer  a  surprise  on 
the  top  line  as  well. 
Credit  that  in  part 
to  the  boom  in  gift 
cards,  which  may 
have  accounted  for 
as  much  as  10%  of 
total  purchases 
"Uyi  -ify\T  this  holidav  season 

UJ  but       won't       be 

logged  as  revenue 
until  they  are  re- 
deemed in  coming 
weeks. 
Retailers  are  hoping  that  customers 
who  redeem  gift  cards  will  buy  other  mer- 
chandise once  they're  in  the  store— and 
become  loyal  customers.  That's  more 
likely  to  happen  if  the  shelves  are  re- 
stocked with  fresh  merchandise  and  the 
store  isn't  stuffed  with  discount  signs.  "If 
it  looks  like  a  schlock  house,  too  sale-y, 
they're  not  going  to  return,"  says  NPD 
Group  retail  analyst  Marshal  Cohen. 
Those  that  manage  the  transition  well 
could  find  themselves  starting  the  new 
year  with  a  bigger  customer  base. 

For  retailers  spoiled  by  the  double-dig- 
it sales  gains  of  the  1990s,  the  modest  in- 
creases of  the  season  are  bound  to  be  a 
disappointment.  "So  far,  nobody  is  saying 
Sve  had  great,  great  results,' "  says  NPD's 
Cohen.  "It  was  better  than  last  year,  but 
did  not  exceed  Street  expectations."  Still, 
in  the  current  climate,  where  encouraging 
economic  data  and  a  rising  stock  market 
haven't  yet  convinced  everyone  to  go  on  a 
spending  spree,  that  amounts  to  a  moral 
victory  for  retailers.  ■ 

-By  Gerry  Khermouch  in  New  York,  with 
Ann  Therese  Palmer  in  Chicago  and  An- 
drew Park  in  Charlotte 
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A  record 
boom  in 
gift  cards 
should 


January 


Brainier  Babies?  Maybe. 
Big  Sales?  Definitely 
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It's  as  if  a  baby  who  was  once  the    - 
center  of  the  universe  suddenly  has  to 
share  space  with  a  new  sibling,  then 
another,  and  then  another.  Walt 
Disney  Co.'s  Baby  Einstein,  the 
dominant  brand  in  the  burgeoning  market 
for  videos  that  supposedly  make  toddlers 
smarter,  is  finding  itself  saddled  with 
several  new  cribmates.  Rival  studios 
Warner  Bros.  Entertainment,  Artisan 
Entertainment,  and  Universal  Studios  have 
realized  there's  gold  to  be  mined  selling 
educational  videos  to  parents  determined 
to  have  little  Johnnie  or  Suzie  lead  the 
Harvard  University  debate  team  one  day. 
Racing  into  the  so-called  kidvid  market 
seems  like  a  no-brainer.  Over  the  past  two 
years,  sales  of  developmental  videos  such 
as  Baby  Einstein's  Number 
Nursery  or  Brainy  Baby  Co.'s 
Left  Brain,  have  tripled,  to 
$700  million,  according  to 
industry  execs.  And  kidvids, 
targeted  to  children  from  six 
months  to  five  years  old, 
were  once  again  hot  sellers 
this  holiday  season.  With 
some  4  million  babies  being 
born  in  the  U.S.  each  year, 
"you  can  mine  this  market 
forever,"  says  Stephanie  Prange, 
executive  editor  of  Video  Store 
Magazine  in  Irvine,  Calif. 
Of  course,  educators 
have  long  debated 
whether  kidvids  really  help 
toddlers  learn  or  are 
merely  a  baby-sitting 
device  for  overworked 
parents.  Indeed,  some 
videos  being  marketed  as 
educational  are  little  more 
than  images  of  stuffed 
animals  or  toy  yellow 
bulldozers  set  to  classical 
music.  "Consumers  are 
becoming  more  discerning 
about  entertainment  with  a 
so-calied  educational 
theme,"  says  Dennis  Fedoruk,  chief 
executive  of  Brainy  Baby,  whose  eight-year- 
old  line  of  kidvids  has  won  a  dozen  awards 
for  their  educational  content.  Fedoruk 
adds:  "A  lot  of  studios  are  jumping  in  to 


OH,  BABY!  Disney's 

rivals  now  include 
Universal  Studios 
and  Artisan 


cash  in  without  a  lot  of  thought  or 
foresight." 

That  may  be  wishful  thinking:  Analysts 
note  that  Hollywood  is  hooking  up  with 
partners  that  have  plenty  of  experience 
selling  products  or  services  for  toddlers. 
Warner  Bros.  Home  Video  teamed  up  with 
LeapFrog  Enterprises  Inc.,  maker  of  the 
popular  LeapPad  e-learning  devices,  to 
offer  a  line  of  developmental  videos  that 
feature  popular  LeapFrog  characters 
teaching  kids  letters,  phonics,  and  listening 
skills.  It  debuted  on  Dec.  9.  Universal 
Studios  Home  Video  has  joined  with  DIC 
Entertainment  Corp.'s  Mommy  &  Me  unit,  a 
pioneer  in  setting  up  children's  playgroups, 
350,000  of  which  are  held  each  week  in  the 
U.S.  The  Mommy  &  Me  series  is  due  on 
Jan.  20.  And  Artisan,  which  was 
Einstein's  first  studio  partner 
before  being  supplanted  by 
Disney,  has  enlisted  Mattel  Inc.'s 
Fisher-Price  toy  unit  to  create  a 
Baby  Development  Collection, 
due  out  on  Jan.  27. 

To  hawk  their  products, 
Universal  and  Artisan  are 
trotting  out  the  PhDs. 
Mommy  &  Me  founder  and 
child-development  expert 
Dr.  Cindy  Nurik  will  make 
lunchtime  rounds  of 
corporate  cafeterias  to  tell 
working  parents  that  their 
kids  can  learn  everything 
from  language  skills  to 
physical  coordination  by 
watching  the  company's  videos. 
Says  Glenn  Ross,  president  of 
Artisan's  Family  Home 
Entertainment  unit:  "You  need  to 
grow  your  business  in  a  way 
that's  not  off-putting  to  new 
parents.  You  can't  appear  to  be 
overcommercializing  it."  For 
example,  he  says,  Artisan  will 
deliberately  refrain  from  putting 
Fisher-Price  toys  in  its  videos. 
With  three  deep-pocketed 
studios  entering  the  kidvid  arena,  one  thing 
is  certain:  The  battle  for  young  kids'  hearts 
and  minds-and  their  parents'  wallets-is 
sure  to  heat  up. 

-By  Gerry  Khermouch  in  New  York 
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DEAN  STARTS  TESTING 
rHE  TIGHTROPE 

]an  he  bash  business  and  tax  cuts— and 
till  woo  the  Investor  Class? 


ON  THE  STUMP,  HOWARD 
Dean  has  emerged  as  a 
scathing  critic  of  scan- 
dal-rocked Corporate 
America.  "Today,  eco- 
nomic power  is  concen- 
trated in  too  few  hands, 
id  not  very  clean  hands  at  that,"  Dean 
:clared  on  Dec.  18  as  he  unveiled  his 
view  Social  Contract."  It  calls  for 
ugher  regulation  of  business,  a  bigger 
x  bite  on  corporations,  and  an  ambi- 
3us  array  of  social  programs  for  middle 
ass  families— largely  funded  by  compa- 
es  and  the  well-to-do. 
That's  the  populist  Dean,  the  firebrand 
tting  the  grassroots  ablaze  in  the  ac- 
rist- dominated  Democratic  primaries, 
ut  there's  also  frugal  Governor  Dean, 
hose  record  in  Vermont  includes  12  con- 
;cutive  balanced  budgets,  two  tax  cuts, 
id  tax  breaks  for  business  development. 
Is  Dean  a  peacenik,  free-spending,  Big 
overnment  liberal,  as  Republicans  and 
•me  New  Democratic  critics  contend?  Or  is 


he  a  fiscally  responsible  Democrat  simply 
seeking  to  protect  the  health,  safety,  and 
401(k)s  of  American  families  by  making 
renegade  corporations  play  by  the  rules? 
"A  lot  of  people  are  wondering,  Who  is  the 
real  Howard  Dean?' "  says  Will  Marshall, 
president  of  the  moderate  Progressive 
Policy  Institute.  "There  is  a  record  in  Ver- 
mont of  centrist  innovation  very  much  in 
the  Clinton  mold.  But  in  the  primaries, 
he's  singing  a  radically  different  tune." 
To  have  a  shot  at  victory,  the  physician- 


!°VA  De,3  u  b.f  *?  turned-pol  may  have 
balanced  budgets        unde^     ± /    H 

yet  wants  new  .    ,        5.    .    v      _ 

social  programs  lcal  equivalent  of 
^mmam  cosmetic      surgery. 

That  means  temper- 
ing his  crowd-pleasing  populism  with  cen- 
trist, pro-growth  policies.  In  essence,  Dean 
will  have  to  craft  his  version  of  the  "com- 
passionate conservative"  fusion  pitch  that 
helped  a  governor  named  George  W.  Bush 
find  the  path  to  the  White  House. 

TAX  SHELTER  CRACKDOWN 

DEAN'S  CURRENT  leftward  tack  is  de- 
signed to  motivate  his  party's  liberal  base 
and  anti-Establishment  independents, 
just  as  Bush's  faith-based  initiative  and 
talk  of  "traditional  family  values"  fired  up 
the  Religious  Right.  But  that  will  get  Dean 
only  so  far.  To  have  a  shot  against  Bush,  he 
will  also  have  to  come  across  as  something 
of  a  penny-pinching  progressive. 

Dean  hopes  to  lure  middle-class  in- 
vestors and  upscale  suburbanites  by 
promising  a  return  to  fiscal  discipline— a 
tough  slog  for  any  Democrat,  especially 
one  who  promises  to  expand  child  health 
coverage,  promote  universal  pre-K  edu- 
cation, boost  college  tuition  subsidies, 
spur  urban  development,  and  create  new 
retirement  savings  accounts.  "Dean  rec- 
ognizes how  deep  a  hole  we're  in  and  the 
challenge  of  getting  out  of  it,"  says  Peter 
R.  Orszag,  a  Brookings  Institution  econo- 
mist who  advises  the  governor  and  other 
Democratic  candidates. 

Dean's  Rx  for  Bush-era  deficits  looms 
as  a  giant  dose  of  cod  liver  oil  for  CEOs 
earning  salaries  that  the  candidate  says 
"put  19th  century  robber  barons  to 
shame."  His  New  Social  Contract  in- 
cludes a  $70  billion  crackdown  on  corpo- 
rate tax  shelters,  a  $100  billion  reduction 
in  business  subsidies  and  tax  loopholes, 
and  tougher  penalties  for  errant  execs. 

But  every  taxpayer  would  feel  some  of 
the  pinch  in  Dean's  America.  The  central 
element  of  his  economic  blueprint  is  po- 
litically dicey:  He  urges  repeal  of  all  three 
of  Bush  tax  cuts— something  Hill  Repub- 
licans would  be  loath  even  to  contem- 


A  Page  from  the  Bush  Playbook 


George  W.  Bush  ran  right  and  wooed 
middle-of-the-roaders  with 
"compassionate  conservatism." 
Dean  is  tempering  his  run  to  the  left 
with  fodder  for  suburban  voters  and 
the  Investor  Class.  So  he's... 


■  Promising  to  protect  investors  by 
cracking  down  on  corporate  crime  and 
tax  shelters 

■  Emphasizing  his  record  of  fiscal 

conservatism  in  Vermont '_ 

■  Unveiling  a  tax-reform  package  that 
provides  middle  income  relief 
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plate.  Next,  Dean  proposes  to  divide  the 
$3.5  trillion  in  recaptured  tax  revenues 
between  deficit  reduction  and  his  list  of 
domestic  priorities. 

He  defends  his  plan  by  calling  the 
President's  supply-side  approach  a  hid- 
den tax  of  $52,000  over  six  years  on 
every  American  family.  Dean  argues  that 
Bush's  cuts  in  marginal  rates  have  not 
only  failed  to  spur  aggregate  demand  but 
have  also  produced  record  state  deficits 
that  force  Americans  to  pay  higher  local 
taxes,  property  levies,  and  tuition  bills. 
Still,  some  Democrats  worry  about  a 
backlash  from  middle-class  voters  who 
want  to  keep  their  generous  child  tax 
credits  and  marriage-penalty  relief.  In  re- 
sponse, Dean  advisers  say  he  will  even- 
tually unveil  a  tax-reform  package  that 
provides  some  help  to  middle-income 
workers  while  increasing  the  share  of 
taxes  paid  by  corporations. 

FISCAL  WATCHDOG? 

TO  SHOW  HE'S  NOT  reflexively  anti- 
business,  Dean  is  pushing  an  economic 
agenda  focusing  on  entrepreneurs.  He'd 
invest  $1  billion  to  promote  urban  start- 
ups, push  a  tax  credit  to  encourage  de- 
velopment in  low-income  communities, 
and  double  the  Community  Develop- 
ment Block  Grant  program  to  $10  bil- 
lion. He  also  promises  to  create  1  million 
new  jobs  in  two  years  through  a  $100  bil- 
lion "Fund  to  Restore  America." 

Dean's  ambitious  agenda  could  test 
his  talents  as  a  fiscal  watchdog.  "The 
question  is:  How  high  do  taxes  have  to 
go  to  pay  for  all  of  this  stuff?"  asks 
Robert  L.  Bixby,  executive  director  of  the 
anti-deficit  Concord  Coalition. 

Indeed,  unless  he  were  to  carry  a  De- 
mocratic Congress  on  his  coattails,  he's 
unlikely  to  win  a  full  repeal  of  the  GOP 
tax  cuts.  That  would  make  it  tough  to  pay 
for  his  agenda  or  shrink  the  deficit.  "I 
know  the  numbers,  and  [Dean's]  just 
don't  add  up."  says  Laura  D'Andrea 
Tyson,  ex-chair  of  Clinton's  Council  of 
Economic  Advisers,  a  Wesley  Clark 
backer,  and  a  BusinessWeek  columnist. 

Maybe  not,  but  a  more  crucial  issue  is 
whether  voters  will  respond  to  Dean's 
anti-corporate  rhetoric.  Dems  failed  to 
make  crime  in  the  executive  suite  an  is- 
sue in  the  2002  midterm  elections.  How- 
ever, the  scandals  have  since  spread  to 
that  small-investor  mainstay,  the  confKct- 
riddled  mutual-fund  industry.  Dean  is 
betting  that  swing  voters  will  be  angry 
enough  to  replace  a  compassionate  con- 
servative with  a  tight-fisted  liberal.  At 
least,  that's  the  plan.  ■ 

-By  RichardS.  Dunham  in  Washington 
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Shifting  Work  Offshore 
Outsourcer  Beware 

Quality  and  security  woes  can  eat  expected  saving 


LIKE  A  LOT  OF  COMPANIES,  INTENTIA  INTE 
national,  a  $430  million  business-softwa 
maker  with  operations  in  Stockholm  and  I 
Alto,  Calif.,  was  looking  for  ways  to  cut  cos 
So  two  years  ago,  it  farmed  out  a  software-pr 
gramming  project  to  a  small  outfit  in  India,  expecting 
cut  expenses  by  40%.  But  the  savings  never  materialize 
The  main  reason:  The  code  the  Indians  delivered  w; 
riddled  with  errors.  Intentia's  own  engineers  had  to  ri 


do  it  from  scratch.  "Indian  companies 
are  very  aggressive,"  says  Linus  Parker, 
president  of  U.S.  subsidiary  Intentia 
America  Inc.  However,  leaders  of  this  In- 
dian company,  which  he  would  not 
name,  "overstated  their  technical  skills." 
These  days,  if  s  all  the  rage  among 
corporations  to  shift  a  wide  array  of  com- 
puter-programming and  customer-ser- 
vice operations  to  low-cost  countries. 
They  expect  to  cut  their  labor  costs  25% 
to  75%  by  using  workers  in  India,  China, 
and  the  Philippines.  But  as  Intentia's  ex- 
perience shows,  these  shifts  overseas  car- 
ry risks  that  need  to  be  considered  along 
with  the  potential  rewards.  Shoddy  qual- 
ity, security  snafus,  and  poor  customer 
service  often  wipe  out  any  benefits. 


Until  recently,  the  downside  of  "o 
shoring"  wasn't  clear.  But  recently  pu 
lished  studies  by  Forrester  Research  Ii 
and  Gartner  Inc.  suggest  that  the  pn 
tice  shouldn't  be  undertaken  light 
Gartner  says  that  based  on  a  survey 
219  clients  who  outsource  projects  o 
shore  and  domestically,  it  expects  half  ski! 
such  projects  undertaken  in  2003  to  fi  st 
to  deliver  anticipated  savings.  The  ma  m 
cause  of  problems,  according  to  analys 
is  poor  project  management  by  the  corlDC 
panies  shipping  work  overseas.  "It's  ; 
about  how  you  monitor,"  says  Dale 
Fuller,  CEO  of  Borland  Software  Corp, 
Scotts  Valley,  Calif. 

There  are  still  plenty  of  good  reasoiloit 
to  shift  some  tasks  offshore.  In  additic  M 


Don't  Get  Burned 

An  explosion  of  work  is  attracting  many  less  skilled  and  loosely 
managed  players.  Here's  how  to  minimize  the  risk: 
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START  SMALL 

Begin  with  a  pilot 
program,  iron  out 
the  kinks,  and 
then  expand 


DRIVE  A  HARD  BARGAIN 

Sign  only  detailed 
contracts  that  carry 
stiff  penalties  if  service 
levels  are  not  met 


KEEP  A  TIGHT  LEASH 

Make  sure  that 
in-house  staff 
diligently  manages 
outsourced  projects 
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low  labor  costs,  companies  can  tap  into 
skilled  workforce  that  in  many  cases  is 
st  as  effective  if  not  more  so  than  in- 
>use  staff.  Indian  programming,  for  in- 
ince,  is  fast  reaching  U.S.  levels.  A  June, 
)03,  survey  of  104  software  projects  by 
e  Center  for  eBusiness  at  Massachusetts 
stitute  of  Technology  found  that  the 
edian  Indian  project  had  just  10% 
ore  bugs  than  comparable  U.S.  projects. 
)  it's  not  a  matter  of  whether  to  send 
Drk  offshore  but  rather  under  what  cir- 
imstances  and  how  to  minimize  risks. 

]hoose  Carefully 

GUR1NG  OUT  WHAT  tasks  to  move 
rerseas  is  a  critical  first  step.  Jobs  that  in- 
ilve  repetition  and  are  predictable  work 
:st.  Any  job  that  requires  strong  Eng- 
:h-language  skills,  deep  knowledge  of 
S.  accounting  rules  or  law,  or  think-on- 
tur-feet  decision-making,  probably 
on't  fly.  Nemo  Azamian,  senior  vice- 
esident  for  customer  service  at  Gateway 
c,  says  Gateway  does  not  send  business 
istomers  to  its  Indian  call  center  be- 


Check 
customer 
references 
and  stay  on 
top  of  the 
project 


cause  they  require  a  more 
nuanced  level  of  communi- 
cation than  many  offshore 
companies  may  be  able  to 
provide.  "No  matter  how 
hard  you  try  to  Americanize 
a  non-American,  it's  just 
not  the  same  as  talking  to 
someone  in  Salt  Lake  City," 
he  says. 

Once  you've  decided  to 
send  work  offshore,  picking 
a  reliable  partner  is  the 
next  key  step.  Most  analysts  say  the 
largest  providers,  such  as  India's  Infosys 
Technologies  Ltd.,  generally  do  quality 
work.  But  smaller  companies  that  have 
jumped  into  the  business  recently  may  be 
riskier.  Sunil  Mehta,  vice-president  of 
NASSCOM,  the  leading  Indian  technology 
trade  group,  concedes  there  are  differ- 
ences in  the  quality  of  Indian  tech  shops. 
"You  have  to  do  due  diligence  on  the  ven- 
dor," he  says.  That  means  checking  the 
company's  customer  references,  financial 
health,  and  software-certification  levels. 

Companies  that  have  done  extensive 


OUCH!  Intentia's  Parker  had 
to  scrap  offshore  work  and 
have  his  engineers  start  over 

offshoring  say  it's  best  to 
start  with  a  small  project. 
That  cautious  approach 
saved  Brookfield  (Conn.) 
Web-hosting  company 

Web.com  when  it  ran  into 
trouble  after  farming  out 
some  of  its  customer  service 
to  24/7  Customer,  based  in 
Bangalore,  India.  Hundreds 
of  customers  began  leaving, 
complaining  that  service  reps 
didn't  understand  the  tech- 
nology. It  could  have  been 
worse.  Web.com  had  handed 
over  only  night  and  weekend 
service  calls.  When  Web.com 
pulled  the  plug  last  summer, 
it  took  just  eight  weeks  to  hire 
and  train  U.S.  staff.  24/7  Cus- 
tomer blames  Web.com  for 
the  problems.  "Ifs  a  very 
small  company,"  says  CEO 
P.V.  Kannan.  "They  did  not 
have  well-defined  processes." 
Security  is  also  a  thorny  is- 
sue. It's  simply  harder  to  safe- 
guard projects  handled  by 
other  companies  thousands 
of  miles  away.  One  reason  is 
differing  legal  systems  and 
values.  India,  for  instance, 
has  the  world's  I6th-highest 
piracy  rate.  Outright  theft 
can  also  be  a  problem.  Last 
year,  after  SolidWorks  Corp., 
a  software  maker  in  Concord, 
Mass.,  outsourced  program- 
ming to  India-based  Geo- 
metric Software  Solutions 
Co.,  a  Geometric  employee  al- 
legedly stole  SolidWorks'  in- 
tellectual property  and  tried 
to  sell  it  to  the  company's  ri- 
vals. The  FBI  helped  Indian 
authorities  make  an  arrest, 
and  the  programmer  is  awaiting  trial. 

Despite  the  theft,  SolidWorks  contin- 
ues to  send  work  offshore.  It  even  stuck 
with  Geometric,  which  beefed  up  securi- 
ty and  says  it  wants  to  make  amends. 
"The  efficiencies  are  so  compelling  that 
we're  not  willing  to  give  [offshoring] 
up,"  says  SolidWorks  counsel  Holly 
Stratford.  For  SolidWorks  and  other 
American  companies  under  pressure  to 
cut  costs,  the  trick  is  learning  to  manage 
the  shift  overseas  closely.  If  they  don't, 
they'd  better  brace  themselves  for  some 
nasty— and  costly— surprises.  ■ 
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CREDIT  CARDS 


THE  POWER 
BEHIND  THE  PLASTIC 

First  Data's  grip  on  payment  processing  and 
debit  cards  threatens  Visa  and  MasterCard 


FROM  VIRTUALLY  THE 
moment  the  first  bank  cred- 
it card  was  issued  in  1951, 
Visa  USA  Inc.  and  Master- 
Card International  Inc.  have 
dominated  the  card  busi- 
ness—and the  billions  of 
dollars  in  interest  charges  and  fees  that 
accrue  each  year  from  the  nation's  ad- 
diction to  plastic.  Diners  Club,  Discover, 
and  American  Express  have  all  tried  to 
break  the  two  titans'  grip  on  the  card 
game— but  with  only  middling  success. 
That  could  soon  change,  thanks  to  a  lit- 
tle-noticed move  in  December  by  the 
Justice  Dept.  to  drop  its  early  opposition 
and  bless  First  Data  Corp.'s  $6.8  billion 
deal  for  Memphis-based  Concord 
EFS  Inc. 

IT'S  ALL  ABOUT  FEES 

WHILE  THE  MERGER  between  the  two 
relatively  low-profile  payment-process- 
ing companies  got  scant  attention  outside 
banking  circles,  industry  experts  believe 
First  Data  now  can  make  inroads  where 
those  other  rivals  couldn't.  The  reason: 
First  Data's  ownership  of  vast  electronic- 
payment  networks  will  provide  it  with  a 
flow  of  fees  the  other  rivals  to  MasterCard 
and  Visa  never  had.  With  the  merger, 
First  Data  will  soon  help  process  more 
than  37%  of  all  credit- card  transactions, 
and  82%  of  all  money  transfers  via  its 
Western  Union  subsidiary.  And,  thanks  to 
its  imminent  control  of  the 
70  miUion  debit  and  ATM 
cards  issued  by  banks  that 
use  Concord's  Star  network, 
it  will  handle  nearly  half  of 
the  booming  activity  in  deb- 
it cards,  which  should  sur- 
pass credit  cards  in  number 
of  transactions  in  2004. 

In  the  near  term,  the 
merger    will    boost    First 


*■ 

SWIPING 
SHARE 

The  rising 
popularity  of 
debit  cards 
boosts  First 
Data's  revenues 

. 

tomers  toward  PlN-based  debit  ca 
market  that  Concord  dominates, 
retailers  could  follow.  "I  think  in  the 
ture  you're  going  to  see  more  retail 
push  for  customers  to  use  PIN-ba 
credit  cards  for  security  reasons,"  Si 
Steve  Knopik,  president  of  Beall's  Inc 
479-store  chain  of  department  sto 
based  in  Bradenton,  Fla. 
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Data's  $76  billion  in  revenues  by  $2  bil- 
lion — mostly  by  charging  fees  for  running 
the  networks  retailers  tap  into  when  cus- 
tomers pay  via  credit  or  debit  card.  Po- 
tentially more  important,  analysts  believe 
the  merger  positions  the  Denver-based 
company  as  an  alternative  for  merchants 
and  banks  who  have  long  chafed  under 
Visa  and  MasterCard's  onerous  restric- 
tions and  high  fees— particularly  on  deb- 
it transactions.  Wal-Mart  Stores  Inc.  re- 
cently said  it  would  no  longer  accept 
MasterCard's  signature-based  debit  card 
as  of  February.  Instead,  it  will  nudge  cus- 


Payments  Heavyweight 

First  Data's  acquisition  of  Concord  EFS  makes  it  a  leader  in 
financial  transactions.  Here  are  its  market  shares: 


"800-POUND  GORILLA" 

OVER  TIME,  industry  watchers  exp 
First  Data  to  take  the  next  step  and  of 
banks  its  own  credit  cards.  These  cai 
would  be  co-branded  with  the  banks, 
Visa  and  MasterCard  do  today,  but  Fi 
Data  could  give  the  banks  a  bigger  cut 
each  transaction  fee  than  they  now  j 
from  Visa  and  MasterCard.  Banks, 
turn,  would  probably  try  to  win  over  cc 
sumers  to  the  new  cards  by  chargi 
them  lower  fees  or  interest  rates.  T 
merger  "makes  First  Data  the  80 
pound  gorilla  of  the  payments  busines: 
says  Avivah  Litan,  research  director  for 
nancial  services  at  market  research 
Gartner  Inc.  "Banks  and  retailers  wo 
now  have  a  way  to  bypass  Visa  and  Ms 
terCard  and  keep  more  of  the  money 
themselves." 

First  Data  officials  dismiss  any  plans 
launching  a  frontal  assault  on  Visa 
MasterCard.  But  they  readily  agree  th 
the  explosive  growth  in  debit  cards 
changing  the  game.  By  being  first  to  m; 
ket  with  emerging  technologies— such 
the  biometric  cards  now  in  developme 
that  use  thumbprints  for  security—  Fii 
Data  believes  it  can  grab  a  bigger  share 
the  payments  pie.  "We're  at  the  cusp  of 
tremendous  amount  of  change,"  sa 
Scott  Betts,  president  of  merchants  servi 
es  for  First  Data. 

MasterCard  execs  aren't  talking,  b 
Visa  officials  remain  confident  that  me 
chants  and  banks  will  find  it  hard  to  wa 
away  from  its  popularity  with  consume 
and  its  ubiquitous  presence  around  ti 
world.  "We've  got  a  global  paymen 
structure  and  a  strong  brand  thaf  s  trus 
ed  by  consumers  and  that  continues 
facilitate  the  introduction  of  new  pro< 
ucts,"  says  Visa  Senior  Vice-President  A 
bert  Coscia. 

First  Data  would  have  I 
spend  considerable  tin 
and  money  if  it  hoped  i 
match  that.  But  if  more  r 
tailers  follow  Wal-Mart 
lead,  Visa  and  MasterCai 
could  find  there's  a  shai 
dealer    in    the 


new 


can 


game.  ■ 

-By  Dean  Foust  in  Atlam  I 
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iY  ARLENE  WEINTRAUB 


\  Bum  Steer  on  Mad  Cow  Disease 

>espite  USDA  reassurances,  America's  beef  supply-and  its  citizens-are  at  risk 


ONE  WEEK  AFTER  CONFIRM- 
ing  the  nation's  first  case  of 
mad  cow  disease,  the  U.S.  Agri- 
culture Dept.  took  a  first  step 
toward  dealing  with  the  crisis. 
)n  Dec.  30,  Agriculture  Secretary  Ann  M. 
eneman  announced  that  "downer"  cows, 
rfrich  are  animals  too  sick  to  walk,  will 
o  longer  end  up  on  our  dinner  plates, 
'ailing  down  is  a  key  symptom  of  mad  cow 

sease— otherwise  known  as 
wine  spongiform  encepha- 
pathy  (BSE)— yet  meat  from 
andreds  of  thousands  of  lame 
>ws  was  being  packed  up  and 
ait  to  supermarkets  every 
:ar.  The  ban  on  that  practice 

the  linchpin  in  the  USDA's 
sponse  to  the  incident,  which 
so  includes  a  provision  out- 
wing  the  use  of  heads,  spinal 
ssue,  and  other  potentially  infectious  body  parts  from  older 
>ws  in  human  food. 

On  the  surface,  it  may  look  like  the  USDA  is  finally  waking  up. 
at  these  new  measures  are  not  enough.  For  years,  and  even  to- 
ly,  the  department  has  insisted  that  the  nation's  beef  supply  is 
)t  at  risk.  Its  downplaying  of  the  disease  is  reminiscent  of  the 
ritish  governmenf  s  initial  reaction  to  an  outbreak  in  England  of 
ad  cow  disease  in  1989.  Then-Agriculture  Minister  John  Gum- 
er  even  fed  his  4-year-old  daughter  a  hamburger  on  television 

prove  how  safe  the  meat  was.  We  know  what  happened  in 
ritain:  More  than  130  people  died,  and  millions  of  cattle  had  to 
;  destroyed.  Eventually,  though,  the 
rits  got  their  act  together  and  now 
ive  a  rigorous  testing  program  in 
ace.  Here  in  the  U.S.,  though,  the 
SDA  caved  to  strong  lobbying  by 
ittlemen  who  opposed  stricter, 
ore  expensive  controls. 

Other  countries  do  much  more 
•  protect  their  citizens.  In  Japan, 
1  cattle  slaughtered  for  food,  and, 

Europe,  all  such  cattle  age  30 
onths  and  older,  are  tested  for 
5E— costing  just  a  few  cents  per 


Bans  on 
U.S.  imports 
could  cost 
the  beef  biz 
$2  billion 
in  2004 


pound.  That  compares  with  just  20,000  cattle  tested  in  the 
U.S.,  or  less  than  0.001%  of  the  36  million  animals  slaughtered 
here  each  year. 

Now  the  cattle  industry's  successful  lobbying  is  coming  back 
to  haunt  it.  Health  issues,  of  course,  remain  paramount,  but 
there's  big  money  at  risk  here,  too.  Upon  the  discovery  of  the 
sick  U.S.  cow,  30  countries  banned  imports  of  American  beef, 
including  Japan,  Australia,  and  Mexico.  Those  bans  of  U.S.  beef 
exports  could  cost  the  economy  $2  billion  in  2004,  estimates 
Chris  Hurt,  a  Purdue  University  agricultural  economist. 

Despite  the  USDA's  reassurances,  many  food-safety  experts 
fear  that  the  ban  on  feeding  bovine  by-products  to  other  cows 
won't  actually  protect  America  from  mad  cow  disease.  That's 
because  it  has  some  gaping  loopholes.  First,  the  ban  doesn't 

outlaw  the  feeding  of  cow's 
blood  to  other  cows.  Beef 
farmers  often  feed  dried  cattle 
blood  to  calves  as  a  supple- 
ment to  promote  faster  weight 
gain.  Some  experts  worry  that 
could  spread  BSE. 

If  that's  not  enough  to  turn 
you  into  a  vegetarian,  consider 
a  second  loophole:  The  regula- 
tions don't  ban  feeding  cattle 
by-products  to  poultry  and  poultry  droppings 
to  cattle.  Poultry  is  not  susceptible  to  mad  cow 
disease,  but  it's  possible  that  the  illness  could 
be  passed  through  them  to  cattle  because 
commercial  cow  feed  often  contains  a  mix  of 
poultry  droppings  and  grain.  "We  know  this  is  a  disease  that's 
transmitted  through  feeding,  yet  we  still  feed  billions  of  pounds 
of  cow  by-products  back  to  livestock,"  says  John  Stauber,  co-au- 
thor of  the  1997  book  Mad  Cow  USA:  Could  the  Nightmare  Hap- 
pen Here?  "The  reality  is,  this  ban  is  fatally  flawed." 

Our  food  supply  may  never  be  completely  safe  until  all  beef 
is  tested.  The  USDA  says  it's  considering  additional  testing.  The 
beef  industry  isn't  yet  convinced  it  needs  to  change,  though  so 
far  it  hasn't  approved  new  tests  that  return  results  in  a  few 
hours,  rather  than  the  eight  days  or  more  that  current  tests  take. 
"We  believe  it's  a  waste  of  resources  to  test  every  animal,"  says 
Gary  Weber,  executive  director  of  regulatory  affairs  for  the  Na- 
tional Cattleman's  Beef  Assn. 

That's  a  weak  argument.  Think  about  it  this  way:  Even 
though  the  risks  of  human  illness  are  slight,  a  few  cents  per 
pound  isn't  a  high  cost  for  assurance  that  the  steak  on  our  din- 
ner tables  isn't  going  to  kill  us.  That  logic  shouldn't  be  too  hard 
for  the  Ag  Dept.  and  the  cattle  industry  to  figure  out.  ■ 

-With  Janet  Ginsburg  in  Chicago 


OVERLOOKED 

Only  a  tiny 
fraction  of 
cattle  is  tested 
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Your  deadline  says  you  have  to  work  through  lunch. 

Your  wireless  notebook  says  you  don't  have  to  do  it  from  your  desk. 

Now  you  and  your  employees  can  have  the  flexibility  of  working  in  more 
places  — giving  your  ideas  more  room  to  roam.  After  all,  HP's  new  notebooks, 
powered  by  Intel   Centrino    mobile  technology,  are  engineered  with  802.11b 
wireless  networking  capability."  So  while  the  times  may  demand  you  and 
your  people  work  harder,  they  don't  get  to  tell  you  where.  Get  more  mobility. 
Get  more  productivity.  Get  HP  wireless  notebooks. 


HP  Compaq 
Business  Notebook  nc6000 

Call  866-625-1018  or 

your  local  reseller,  or  visit 

www.hp.com/go/bwl. 
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OVERNIGHT 
SENSATION 

FedEx  founder  and  CEO  Fred 
Smith  is  trying  to  fix  his 
Achilles'  heel:  overnight 
delivery's  loss  of  business  to 
the  Web.  On  Dec.  30,  the 
Memphis-based  shipping 
giant  announced  it  was 
buying  copy  center  operator 
Kinko's  for  $2.4  billion  in  cash 
from  private  equity  firm 
Clayton,  Dubilier  &  Rice  and 
other  private  shareholders. 
FedEx  and  Kinko's  have  been 
partners  since  1988,  with 
FedEx  the  exclusive  shipper  in 
134  Kinko's  stores.  Now  the 
two  plan  to  expand  overnight 
delivery  services-whether  by 
Net  or  airplane-to  all  1,200 
stores  worldwide.  "The 
Kinko's  acquisition  will  help 
diversify  the  FedEx  revenue 
base,"  says  Alan  Graf  Jr., 
FedEx's  CFO.  In  addition,  the 
deal  steps  up  the  competition 
with  archrival  UPS.  In  2001, 
UPS  purchased  Mail  Boxes 
Etc.,  which  now  allows 
customers  to  ship  documents 
via  UPS,  other  shippers,  fax, 
or  the  Internet.  The 
acquisition  was  an  attempt  to 
mimic  FedEx'  relationship 
with  Kinko's.  Now  it  looks  as  if 
Smith  has  leapt  ahead  of  UPS 
by  buying  the  nation's  largest 
printing  and  copying  chain. 
-Charles  Haddad 


DEATH  OF  A 
DIET  DRUG 

The  Food  &  Drug 
Administration  is  finally 
moving  to  ban  ephedra, 
which  has  been  linked  to 
heart  problems,  stroke,  and 
more  than  150  deaths.  On 
Dec.  30,  the  FDA  stated  that  it 
would  issue  a  rule  banning 
the  dietary  supplement 
within  weeks,  to  take  effect 
60  days  later.  Also  known  as 
ma  huang,  ephedra  has  been 
marketed  for  weight  loss  and 
improved  athletic 
performance.  But  the  drug 
causes  an  increase  in  blood 
pressure  and  other  problems. 
That' s  why  public  health 
experts  have  been  clamoring 
to  have  it  banned  for  years. 
Under  a  1994  law,  however, 
the  FDA  must  prove 
conclusively  that  a 


supplement  is  unsafe  in  order 
to  have  it  removed  from  the 
market,  a  standard  that  it 
wasn't  able— or  willing,  as 
some  critics  charge— to  meet 
until  now. 


CLEANING  UP 
ACHIPMAKER 

Over  the  years,  Micron 
Technology  has  called  for 
government  protection 
against  overseas  rivals  it 
accused  of  dumping  chips  at 
below  cost.  Now,  says 
Bloomberg  News,  Micron  is 
seeking  a  different  kind  of 
protection.  The  Idaho-based 
memory- chip  maker  may 


cooperate  with  the  Justice 
DepfT  to  avoid  prosecution  on 
price-fixing  charges.  The 
report  comes  after  a  Dec.  17 
guilty  plea  by  former  Micron 
manager  Alfred  Censullo  to 
obstruction  of  justice  charges 
for  altering  pricing 
documents.  A  Micron 
spokesman  says  the  company 
has  been  cooperating  in 
Justice's  18-month-old  probe 
and  that  Censullo's  plea 
"pertains  to  that  individual." 
Micron  has  other  problems: 
Investors  are  now  betting  it 
will  have  to  settle  a  legal 
dispute  with  rival  Rambus, 
whose  shares  rose  12%  on 
Dec.  30. 


HOTEL 

LE  LEHMAN? 

After  months  of  talks,  Lehman 
Brothers  is  expected  to  gain 
control  of  troubled  Le 
Meridien  with  the  $1.25 
billion  purchase  of  the 
British  hotel  chain's  senior 
debt.  Hit  hard  by  the 
downturn  in  tourism,  the 
privately  owned  group 
breached  lending  agreements 
with  its  banks  in  early  2003. 
As  Le  Meridien's  largest 
creditor,  Lehman  has  the 
right  to  buy  the  chain  if  it 
matches  the  best  offer.  The 
deal  would  give  Lehman 
control  of  125  Le  Meridien 
hotels  worldwide,  with  the 
exception  of  11  British  hotels. 
Starwood  Hotels  &  Resorts  is 
the  leading  contender  to 
manage  the  chain. 


EXTRA  EYES 
IN  THE  SKY 

Even  as  the  U.S.  airline 
industry  debates  the 
effectiveness  of  air  marshals 
against  terrorism,  the 
Homeland  Security  Dept.  is 
stepping  up  the  program.  On 
Dec.  29,  the  agency  said  it 
would  require  foreign 
carriers  to  post  armed 


government  agents  on 
certain  flights  to  the  U.S.  o^ 
risk  being  denied  landing 
rights.  Certain  major  airlin| 
such  as  Lufthansa,  already  i 
posting  armed  guards  on 
certain  flights.  Some 
transport  ministries  aren't  I 
convinced  of  the  need  for  a| 
marshals,  but  given  the  siz\ 
of  the  U.S.  market,  the  pk 
isn't  likely  to  meet  signific 
resistance. 

ETCETERA... 

» Ireland's  Trinity  Biotech 

the  nod  to  market  its  HIV  ttl 
in  the  US. 
»  Symbol  Technologies  ceo  J 
Richard  Bravman  resigned  [ 
after  17  months  on  the  job. 
»  Eli  Lilly  won  regulatory 
approval  to  sell  its  Symbya 
to  treat  bipolar  disorder. 


CLOSING  BELL 


Boeing  shares  rose 
2.2%,  to  ayearly 
high  of  $42.28  in 
the  three  trading 
days  ended  on  Dec. 
30,  as  the  U.S.  Navy 
contracted  with  the 
Diane  maker  to 
Duild  up  to  210 
F/A-18  fighter  jets. 
The  $9.6  billion 
deal  came  amid  a 
Pentagon  probe 
into  Boeing's 
defense  contracts. 


'  DEC.  22.  '03  DEC.  30 
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i  here's  no  other 
tablet  proven 

to  work 

better  or  faster 

to  treat  ED. 


There's  no  other 
VIAGRA. 


You  can  count  on  VIAGRA.  Why?  Because  it  works. 

•  In  a  recent  study,  the  majority  of  men  had  an 
erection  in  20  minutes.  And  one  third  of  men 
had  success  in  just  14  minutes* 

•  96%  of  men  were  satisfied  with  how  well  it 
improved  their  erections  in  a  4-year, 
open-label  study* 

•  The  cardiovascular  safety  of  VIAGRA  has  been 
proven  in  tests  with  thousands  of  patients 

•  VIAGRA  is  covered  by  most  health  care  plans 

Don't  wait.  Join  the  23  million  men  worldwide  who 
have  turned  to  VIAGRA.  Ask  your  doctor  if  a  free 
sample  is  right  for  you. 


3o  to  www.viagra.com  right  now.  Or  call  1-888-4VIAGRA  to  learn  more.      (sildenafil  titrate)  tablets 

VIAGRA  is  indicated  for  the  treatment  of  erectile  dysfunction  (ED).  Remember  that  no  medicine  is  for 
everyone.  If  you  use  nitrate  drugs,  often  used  to  control  chest  pain  (also  known  as  angina),  don't  take  VIAGRA, 
rhis  combination  could  cause  your  blood  pressure  to  drop  to  an  unsafe  or  life-threatening  level. 

Discuss  your  general  health  status  with  your  doctor  to  ensure  that  you  are  healthy  enough  to  engage  in 
sexual  activity.  If  you  experience  chest  pain,  nausea,  or  any  other  discomforts  during  sex  or  an  erection  that  lasts 
onger  than  4  hours,  seek  immediate  medical  help.  The  most  common  side  effects  of  VIAGRA  are  headache,  facial 
lushing,  and  upset  stomach.  Less  commonly,  bluish  vision,  blurred  vision,  or  sensitivity  to  light  may  briefly  occur. 

"he  men  in  the  study,  who  had  already  had  success  with  VIAGRA,  took  100  mg  at  least  2  hours  after  eating  and  then  used  a  stopwatch  to  see  how  fast  they  got  an  erection  that  allowed  them  to  have  sex    Flexible-dose  studies 

^lease  see  patient  summary  of  information  for  VIAGRA  (25- mg,  50-mg,  1 00-mg)  tablets  on  the  following  page. 


PATIENT  SUMMARY  OF  INFORMATION  ABOUT 


(sildenafil  citrate)  ubUu 


This  summary  contains  important  information  about  VIAGRA*  It  is 

not  meant  to  take  the  place  of  your  doctor's  instructions.  Read  this  information 
carefully  before  you  start  taking  VIAGRA  Ask  your  doctor  or  pharmacist  if  you 
do  not  understand  any  of  this  information  or  it  you  want  to  know  more  about 
VIAGRA 

This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by  their 
doctors.  However.  VIAGRA  is  not  for  everyone  It  is  intended  for  use  only  by 
men  who  have  a  condition  called  erectile  dysfunction  VIAGRA  must  never 
be  used  by  men  who  are  taking  medicines  that  contain  nitrates  of 
any  kind,  at  any  time.  This  includes  nitroglycerin.  II  you  take 
VIAGRA  with  any  nitrate  medicine  your  blood  pressure  could 
suddenly  drop  to  an  unsafe  or  life  threatening  level. 

What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men.  It  can 
help  many  men  who  have  erectile  dysfunction  get  and  keep  an  erection  when 
they  become  sexually  excited  (stimulated). 

You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA  helps  a  man 
with  erectile  dysfunction  get  an  erection  only  when  he  is  sexually  excited. 

How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood  than 
usual.  The  penis  then  expands  and  hardens.  This  is  called  an  erection.  After  the 
man  is  done  having  sex.  this  extra  blood  flows  out  of  the  penis  back  into  the 
body.  The  erection  goes  away.  If  an  erection  lasts  for  a  long  time  (more  than 
6  hours),  il  can  permanently  damage  your  penis.  You  should  call  a  doctor 
immediately  if  you  ever  have  a  prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection  process.  The 
penis  cannot  fill  with  enough  blood.  The  man  cannot  have  an  erection.  This  is 
called  erectile  dysfunction  if  it  becomes  a  frequent  problem. 

During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may  not  be 
advisable  for  people  who  have  heart  problems.  Before  you  start  any  treatment  for 
erectile  dysfunction,  ask  your  doctor  if  your  heart  is  healthy  enough  to  handle 
the  extra  strain  of  having  sex.  II  you  have  chest  pains,  dizziness  or  nausea 
during  sex,  stop  having  sex  and  immediately  tell  your  doctor  you  have  had  this 
problem. 

How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to  sexual 
stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps  the  penis  fill  with 
enough  blood  to  cause  an  erection.  After  sex  is  over,  the  erection  goes  away. 

VIAGRA  Is  Not  for  Everyone 

As  noted  above  (How  Sex  Affects  the  Body),  ask  your  doctor  if  your  heart  is 
healthy  enough  for  sexual  activity 

If  you  take  any  medicines  that  contain  nitrates— either  regularly  or  as 
needed-you  should  never  take  VIAGRA.  If  you  take  VIAGRA  with  any 
nitrate  medicine  or  recreational  drug  containing  nitrates,  your  blood  pressure 
could  suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy,  faint,  or  even  have 
a  heart  attack  or  stroke.  Nitrates  are  found  in  many  prescription  medicines  that 
are  used  to  treat  angina  (chest  pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and  tablets 
that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that  are 
swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or  nitrite 
("poppers").  If  you  are  not  suie  if  any  of  your  medicines  contain  nitrates,  or  if 
you  do  not  understand  what  nitrates  are,  ask  your  doctor  or  pharmacist. 
VIAGRA  is  only  lor  patients  with  erectile  dysfunction.  VIAGRA  is  not  tor 
newborns,  children,  or  women.  Do  not  let  anyone  else  take  your  VIAGRA. 
VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment  for 
erectile  dysfunction 

•  VIAGRA  does  not  protect  you  or  your  partner  Irom  getting  sexually 
transmitted  diseases,  including  HfWhe  virus  that  causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  il  VIAGRA  is  right  tor  you.  VIAGRA  can  cause  mild, 
temporary  lowering  of  your  blood  pressure.  You  will  need  to  have  a  thorough 
medical  exam  to  diagnose  your  erectile  dysfunction  and  to  find  out  if  you  can 
safely  take  VIAGRA  alone  or  with  your  other  medicines.  Your  doctor  should 
determine  if  your  heart  is  healthy  enough  to  handle  the  extra  strain  of  having 
sex 

Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain,  heart 
failure,  irregular  heart  beats,  heart  attack  or  narrowing  of  the 
aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell  anemia 
or  leukemia 


•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of  VIAGRA 
tablets 

•  l)ave  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an  erection  that 
lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Other  Medicines 
Some  medicines  can  change  the  way  VIAGRA  works  Tell  your  doctor  about  any 
medicines  you  are  taking  Do  not  start  or  stop  taking  any  medicines  before 
checking  with  your  dxtor  or  pharmacist.  This  includes  prescription  and 
nonprescription  medicines  or  remedies. 

•  Remember,  VIAGRA  should  never  be  used  with  medicines  that  contain 
nitrates  (see  VIAGRA  Is  Not  for  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of  high  blood 
pressure  or  prostate  problems,  you  should  not  take  a  dose  of  greater 
than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  you  take 
your  dose  of  alpha-blocker. 

•  II  you  are  taking  a  protease  inhibitor,  your  dose  may  be  adjusted 
(please  see  Finding  the  Right  Dose  tor  You.) 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments  that 
cause  erections.  These  treatments  include  pills,  medicines  that  are 
injected  or  inserted  into  the  penis,  implants  or  vacuum  pumps. 

Finding  the  Right  Dose  for  You 
VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you  do  not  gel 
the  results  you  expect,  talk  with  your  doctor.  You  and  your  doctor  can  determine 
the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  II  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with  your 
doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day 

If  you  are  older  than  age  65.  or  have  serious  liver  or  kidney  problems,  your 
doctor  may  start  you  at  the  lowest  dose  (25  mg)  ol  VIAGRA  If  you  are  taking 
protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your  doctor  may 
recommend  a  25  mg  dose  and  may  limit  you  to  a  maximum  single  dose  of 
25  mg  ol  VIAGRA  in  a  48  hour  period.  If  you  are  taking  alpha-blocker  therapy, 
you  should  not  take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  your  dose  of  alpha-blocker. 

How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex  Beginning  in  about 
30  minutes  and  for  up  to  4  hours.  VIAGRA  can  help  you  get  an  erection  if  you 
are  sexually  excited  If  you  take  VIAGRA  after  a  high-fat  meal  (such  as  a 
cheeseburger  and  french  fries),  the  medicine  may  take  a  little  longer  to  start 
working  VIAGRA  can  help  you  get  an  erection  when  you  are  sexually  excited. 
You  will  not  get  an  erection  just  by  taking  the  pill. 

Possible  Side  Effects 

Like  all  medicines.  VIAGRA  can  cause  some  side  effects  These  effects  are 
usually  mild  to  moderate  and  usually  don't  last  longer  than  a  few  hours.  Some 
ol  these  side  effects  are  more  likely  to  occur  with  higher  doses.  The  most 
common  side  effects  of  VIAGRA  are  headache,  flushing  of  the  face,  and  upset 
stomach  Less  common  side  effects  that  may  occur  are  temporary  changes  in 
color  vision  (such  as  trouble  telling  the  difference  between  blue  and  green 
objects  or  having  a  blue  color  tinge  to  them),  eyes  being  more  sensitive  to  light, 
or  blurred  vision. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many  hours.  You 
should  call  a  doctor  immediately  if  you  ever  have  an  erection  that  lasts  more 
than  4  hours  If  not  treated  right  away,  permanent  damage  to  your  penis  could 
occur  (see  How  Sex  Affects  the  Body) 

Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been  reported  rarely  in 
men  taking  VIAGRA  Most,  but  not  all.  ol  these  men  had  heart  problems  belore 
taking  this  medicine.  It  is  not  possible  to  determine  whether  these  events  were 
directly  related  to  VIAGRA. 

VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this  sheet.  II  you 
want  more  information  or  develop  any  side  effects  or  symptoms  you  are 
concerned  about,  call  your  doctor. 

Accidental  Overdose 

In  r/Be  ol  accidental  overdose,  call  your  doctor  right  away 

Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children  Keep  VIAGRA  in  its  original  container 
Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C  (59-86°F)  [see  USP 
Controlled  Room  Temperature] 

For  More  Information  on  VIAGRA 
VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction  Only  your 
doctor  can  decide  it  it  is  right  lor  you.  This  sheet  is  only  a  summary.  II  you  have 
any  questions  or  want  more  information  about  VIAGRA,  talk  with  your  doctor  or 
pharmacist,  visit  wwwviagra.com,  or  call  1-888-4V1AGRA 
23-5515-00-6  Rev  6  Sept  2002 
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Ibbacco  Regulation: 
rs  No  Pipe  Dream 


I  THE  ENDLESS  PURSUIT  OF  victory  in  Washington,  yesterday's 
nemy  is  often  today's  fellow  warrior.  But  no  bedfellows  are 
tranger  than  the  ones  pushing  a  bill  to  give  the  Food  &  Drug 
Ldministration  the  authority  to  regulate  tobacco.  The  once- 
jiplausible  proposal  now  has  the  backing  of  ardent  smoking 


»es,  tobacco  farmers,  and  the  U.S.'s 
igest  cigarette  company,  Altria  Group 
brmerly  known  as  Philip  Morris).  "The 
ars  are  about  as  aligned  as  they  can  be," 
lys  Matthew  Myers,  president  of  the 
ampaign  for  Tobacco-Free  Kids. 

Why  is  yesterday's  long  shot  today's 
ids-on  favorite?  In  this  marriage  of 
Mivenience,  smoking  foes  would  get 
hat  they've  long  sought:  FDA  oversight 
f  tobacco  products  and  advertising.  For 
Itria,  regulation  would  bring  more 
rotection  against  lawsuits  and 
mnterfeit  products,  which  hurt  its 
larlboro  more  than  other  brands.  What's 
lore,  new  restrictions  on  advertising 
light  make  it  harder  for 
)mpetitors  to  cut  into  the 
larket  share  of  Marlboro, 
merica's  dominant  brand, 
nd  Altria  is  expected  to 
>me  out  with  a  "safer" 
garette  that,  under  such  a 
ill,  could  be  advertised  as 
iving  the  FDA  stamp  of 
jproval.  Indeed,  other 
•bacco  execs  deride  the 
gislation  as  the  Marlboro 
(onopoly  Act. 

Versions  of  a  bill  granting 
le  FDA  power  to  oversee 
•bacco  advertising— and 

ren  the  contents  of  ciga-         

rttes— have  been  around         ^^^™ 
ir  more  than  two  years.  Last  October,  a 
:al  being  brokered  by  Senator  Judd 
regg  (R-N.H.)  fell  apart  because  of  such 
icking  points  as  how  far  the  FDA  could 
3  in  ordering  changes  to  make  cigarettes 
ss  harmful.  Altria  originally  agreed  that 
te  agency  could  require  changes,  but  only 
they  passed  a  test  of  consumer  accept- 
ice.  Public-health  groups  argued  that 
ich  a  test  could  be  used  to  block  any  real 
langes,  defanging  the  FDA. 


MARLBORO  MAN 

FDA  oversight 
could  be  a  boon 
for  Altria 


Since  October,  Senator  Mike  DeWine 
(R-Ohio)  has  been  quietly  negotiating 
with  antismoking  groups  and  Altria  on 
issues  that  torpedoed  the  Gregg  bill.  Now, 
each  side  says  acceptable  compromises 
have  been  reached,  though  they  are  mum 
on  the  details.  "There  are  no  impedi- 
ments to  a  bill  that  all  parties  agree  to," 
says  Mark  Berlind,  vice-president  and  as- 
sociate general  counsel  at  Altria. 


Farm  Aid 

THE  BILL  GAINED  momentum  when 
Senators  Mitch  McConnell  (R-Ky.)  and 
Elizabeth  Dole  (R-N.C.)  failed  to  slip  a 
stand-alone  tobacco  farmer  bailout  pack- 
age into  Congress'  catch-all 
2004  spending  bill.  "The 
[farmers]  can  only  get  their 
buyout  with  us,"  says  one  of 
the  tobacco  bill  negotiators. 
Combining  FDA  regulation 
with  relief  for  farmers  will 
win  80  votes  in  the  Senate, 
proponents  predict. 

Big  hurdles  still  remain. 
GOP  House  leaders  have 
not  yet  signed  on.  Some 
unenthusiastic  antismoking 
groups  fear  that  any  bill  that  makes 
it  through  the  process  will  be  chock- 
full  of  loopholes.  And  the  proposal 
faces  strong  opposition  from  Altria 
competitors,  such  as  R.J.  Reynolds 
Tobacco  and  Lorillard  Tobacco. 

In  the  past,  the  Republican  House  and 
Senate  leadership,  as  well  as  President 
George  W.  Bush,  "have  proven  time  and 
time  again  they  would  rather  protect  the 
tobacco  industry  than  public  health," 
complains  William  T.  Godshall,  director 
of  SmokeFree  Pennsylvania.  But  with 
powerful  interests  now  aligned,  the  old 
verities  may  not  hold  in  2004.  ■ 

-By John  Carey 


CAPITAL 
WRAPUP 

FANNIE  IS  WATCHING 
ITS  BACK 

DESPITE  A  $5  billion  accounting 
scandal  and  lingering  questions 
about  Fannie  Mae's  investment 
strategies,  Congress  has  little 
appetite  for  saddling  it  with  new 
regs.  But  the  financial  giant  is 
taking  no  chances.  On  Dec.  12, 
Fannie  launched  a  political 
action  committee  to  bundle 
campaign  donations  from  its 
4,000-plus  employees.  It  hasn't 
had  a  PAC  since  1993,  when  it 
raised  only  $63,738,  with 
$42,800  going  to  Democrats. 
Instead  it  has  relied  on  large, 
unregulated  donations  to  the 
parties,  giving  more  than  $1.8 
million  in  the  2002  election 
cycle.  With  such  gifts  now 
outlawed,  Fannie— like  others- 
is  turning  to  the  PAC  to  maintain 
its  presence,  Senior  Vice- 
President  Chuck  Greener  says. 
The  potential  is  enormous:  In 
the  2002  election  cycle,  more 
than  1,000  Fannie  employees 
gave  almost  $1  million,  says 
Kent  Cooper  of  the  nonpartisan 
PoliticalMoneyLine,  which 
monitors  campaign  cash.  Fannie 
employees  already  have  donated 
$216,000  this  election  cycle. 
Among  the  givers:  Fannie 
lobbyist  Duane  S.  Duncan,  a 
regular  contributor  to 
Republicans. 

STOP  DEAN! 
WHERE?  HOW? 

IF  THE  REST  OF  the  Democratic 
Presidential  field  is  going  to  stop 
front-runner  Howard  Dean, 
they'll  have  to  beat  him  in  the 
cluster  of  seven  contests  on  Feb. 
3,  a  week  after  the  New  Hamp- 
shire primary.  But  new  American 
Research  Group  polls  show  the 
former  Vermont  governor  ahead 
in  South  Carolina,  Oklahoma, 
and  Arizona,  known  as  the 
centrists'  last  stand.  Retired 
General  Wesley  Clark  is  the  only 
other  candidate  with  significant 
support  in  all  of  those  states. 
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ITALY 


HOW  PARM  ALAT 
WENT  SOUR 

Here's  the  skinny  on  Europe's 
enormous  financial  scandal 


m 

lion  company  into  bankruptcy  on  Dec.  r 
Trading  in  Parmalat  shares  was  suspenc  fc 
the  same  day.  f^ 


1 


IN  THE  WAKE  OF  THE  FINANCIAL 
scandals  at  Enron,  WorldCom, 
and  Tyco  International,  European 
chief  executives  smugly  insisted 
no  such  fraud  could  ever  occur  in 
Europe.  They  spoke  too  soon.  The 
accounting  calamity  at  Italian 
dairy-foods  giant  Parmalat  has  prosecu- 
tors scrambling  to  find  out  what  hap- 
pened to  $8.5  billion  to  $12  billion  in 
vanished  assets.  That  sum  makes  Par- 
malat one  of  the  largest  financial  frauds 
in  history.  Some  questions  and  answers 
about  the  collapse  of  what  was  once  con- 
sidered a  jewel  of  Italian  capitalism: 
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What  triggered  the  financial  crisis? 

Parmalat  defaulted  on  a  $185  million  bond 
payment  in  mid-November.  That  prompt- 
ed auditors  and  banks  to  scrutinize  com- 
pany accounts.  Some  38%  of  Parmalaf  s 
assets  were  supposedly  held  in  a  $4.9  bil- 
lion Bank  of  America  account  of  a  Par- 
malat subsidiary  in  the  Cayman  Islands. 
But  on  Dec.  19,  Bank  of  America  reported 
that  no  such  account  existed.  In  the  ensu- 
ing investigation,  Italian  prosecutors  say 
they've  discovered  that  managers  simply 
invented  assets  to  offset  as  much  as  $16.2 
billion  in  liabilities  and  falsified  accounts 
over  a  15-year  period,  forcing  the  $9.2  bil- 


Why  is  the  Parmalat  scandal  important? 

It  reveals  an  alarming  lack  of  transparei 
at  one  of  Europe's  largest  and  most  glo 
companies.  Parmalat  has  36,000  emph 
ees  in  30  countries,  and  it  does  $3.3  billi 
in  business  in  North  America,  where  it  r 
only  sells  its  trademark  milk-in-a-box  t 
also    owns    Black    Diamond    Chee 
Archway  Cookies  LLC,  and  Sunnyd; 
Farms  dairy.  Parmalat's  shares  traded 
New  York  and  it  sold  more  than  $1.5  t" 
lion  in  bonds  to  U.S.  investors.  The  U.S 
curities  &  Exchange  Commission  has  su 
Parmalat  for  misleading  investors  in 
"brazen  fraud."  The  scandal  is  also  a  fre 
blow  to  the  international  accounting  i 
dustry.  Parmalat's  auditor  from  1990-1 
was  the  Italian  branch  of  Grant  Thorntt 
International,  one  of  the  largest  of  the  s 
called  second-tier  U.S.  accounting  firms. 
1999,  Parmalat  was  forced  to  change 
auditor  under  Italian  law,  and  it  replac 
Grant  Thornton  with  the  Italian  unit 
Deloitte    Touche    Tohmatsu.    Howev 
Grant  Thornton  continued  to  audit  Pa 
malafs  offshore  entities— a  web  of  fina 
rial  companies  that  were  closed  down 
the  Dutch  Antilles  in  1999  and  reesta 
lished  in  the  Cayman  Islands.  Neither  fir 
uncovered  what  investigators  say  w: 
years  of  blatant  accounting  fraud.  Gra 


i 


lomton  has  issued  a  state- 
Hit  calling  itself  a  "victim" 
the  deceit.  Deloitte  points 
t  that  it  first  raised  ques- 
ms  about  Parmalat's  ac- 
nnts  on  Oct.  31. 


J    F 
03 
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<w  did  the  company 
Mace  $43  billion? 

Iditors  first  inquired  about 
p  Cayman  Islands  account 
I  December,  2002,  and  re- 
ived a  letter  on  Bank  of 
nerica  stationery  in  March, 
03,  confirming  the  exis- 
ice  of  the  account.  The  letter  was  appar- 
tly  a  forgery,  concocted  by  someone  in 
rmalat's  CoUecchio  headquarters.  The 
ty  size  of  the  alleged  account  should 
ve  raised  a  red  flag,  notes  the  CEO  of  one 
Italy's  largest  banks:  "Even  a  $1  million 
nk  account  is  cross-verified  by  our  audi- 
■s."  Investigators  also  believe  that  in 
03  Parmalat  did  not  buy  back  $3.6  bil- 
n  in  outstanding  bonds,  although  it 
dmed  to  have  done  so. 


io  is  under  investigation? 

rmalat  founder  and  former  Chief  Exec- 
ve  Calisto  Tanzi;  his  son  Stefano  and 
Dther  Giovanni;  former  Chief  Financial 
ficer  Fausto  Tonna;  and  some  16  other 
iividuals,  including  former  board  mem- 
rs,  and  even  the  company's  lawyers. 


^ 

^ 
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Tanzi,  whose  family  controls  51%  of  Par- 
malat, was  arrested  Dec.  27  on  suspicion  of 
fraud,  embezzlement,  false  accounting, 
and  misleading  investors.  Prosecutors  say 
they  suspect  Tanzi  diverted  as  much  as 
$990  minion  in  company  funds  to  his  own 
use.  Tanzi's  lawyer  insisted  to  reporters 
that  "no  money  disappeared,"  adding 
that  it  was  just  a  case  of  "nonexistent  as- 
sets." Prosecutors  also  allege  Tanzi  or- 
dered the  destruction  of  company  docu- 
ments; his  lawyers  say  any  destruction  was 
done  without  Tanzi's  knowledge. 

What  role  did  derivatives  and  other 
financial  instruments  play? 

In  the  past  several  years,  Parmalat  used  de- 
rivatives and  other  complex  financial 
transactions  to  shore  up  its  balance  sheet. 


The  company  did  these 
through  investment  banks 
like  Citigroup  and  Merrill 
Lynch.  In  one  1999  deal  with 
Citi— done  via  a  subsidiary  of 
the  bank  called  Buconero 
LLC,  which  means  "black 
hole"  in  Italian— the  bank 
made  a  117  million  euro 
($146  million)  "investment" 
in  return  for  a  chunk  of  the 
company's  net  profit.  By  set- 
ting up  the  transaction  as  an 
investment  and  not  a  loan— a 
perfectly  legal  maneuver— 
Parmalat  made  its  borrowing  costs  appear 
smaller  than  they  actually  were.  A  Citi- 
group spokesman  says  it  regrets  using  the 
name  Buconero  but  that  the  financing  was 
"relatively  small  and  appropriate." 

Where  did  the  missing  billions  go, 
and  how  did  the  fraud  stay  undetected 
for  so  long? 

No  one  knows  for  certain  whether  missing 
funds  were  used  to  plug  operating  losses, 
pay  creditors,  or  illegally  enrich  manage- 
ment. Tanzi  admitted  to  prosecutors  on 
Dec.  30  that  he  knew  the  company's  ac- 
counts were  being  falsified  to  hide  losses  of 
as  much  as  $10  billion,  mainly  in  Par- 
malat's Latin  American  subsidiaries.  The 
fake  balance  sheet  figures  allowed  Par- 
malat to  continue  borrowing.  Tanzi  also 


ACCOUNTING 


Auditors  Asleep  at  the 
Wheel.  Sound  Familiar? 


Shredded  documents.  Special- 
purpose  entities.  A  corporate 
ruin  with  billions  of  dollars  in 
losses.  Certainly,  Parmalat's 
collapse  seems  like  deja  vu  all 
over  again,  albeit  with  an  Italian  accent. 
That's  because  two  of  the  tainted  parties  are 
accounting  f  i rms:  Grant  Thornton,  whose 
Italian  branch  was  Parmalat's  main  auditor 
until  '99,  and  Deloitte  Touche  Tohmatsu, 
which  did  much  of  the  Parmalat  work  over  the 
past  four  years. 

Were  they  duped,  as  officials  of  Grant 
Thornton  argue?  Did  they  act  properly  when 
they  smelled  something  amiss,  as  a  Deloitte 
spokeswoman  suggests?  Given  post-Enron 
skepticism,  critics  will  suspect  the  worst. 
Grant  Thornton's  claim  of  victimhood  is  "the 


knee-jerk  reaction  of  an  accountant  when  a 
client  gets  caught,"  says  Columbia 
University  law  professor  John  C.  Coffee  Jr. 

There  will  be  plenty  of  scampering  away 
from  blame.  Already,  officials  of  Grant 
Thornton  International  in  London  and  Grant 
Thornton  LLP  in  Chicago  are  carefully 
distancing  themselves  from  their  Italian 
affiliate,  describing  it  as  an  "independent" 
practice  under  the  firm's  loose  international 
umbrella— although  GTI  has  begun  an 
internal  inquiry.  They  won't  comment  on  their 
Italian  colleagues'  trauma.  "Anything  I  say 
would  be  speculative,"  says  Mike  Starr, 
managing  partner  for  strategic  services  at 
Grant  Thornton's  Chicago  unit. 

One  red-faced  party  is  Italy's  government, 
whose  effort  to  build  safeguards  didn't  work. 


Under  a  law  providing  for  rotation  of  auditors, 
Grant  Thornton  gave  up  the  Parmalat  account 
to  Deloitte  in  1999.  But  Deloitte  failed  for  four 
years  to  uncover  the  alleged  fiaud.  Moreover, 
Grant  Thornton  switched  to  auditing  the 
books  of  a  clutch  of  Parmalat  subsidiaries, 
including  a  Cayman  Islands  special-purpose 
entity  called  Bonlat  Financing  Corp.  that  is  at 
the  heart  of  the  scandal.  Since  Parmalat 
executives  are  alleged  to  have  destroyed 
papers  related  to  Bonlat,  prosecutors  must 
rely  on  Grant  Thornton's  cooperation,  which  it 
says  it's  freely  giving. 

Even  if  found  liable,  the  auditors  are 
unlikely  to  face  the  kind  of  iegal  assault  that 
destroyed  Arthur  Andersen,  which  was 
brought  down  by  a  string  of  cases 
culminating  in  a  criminal  indictment  by  the 
Justice  Dept.  Europe  is  much  less  litigious: 
Authorities  rarely  file  criminal  actions 
against  companies.  But  Grant  Thornton  and 
Deloitte  will  be  battered  with  questions. 
Andersen  couldn't  provide  satisfactory 
answers.  If  only  to  keep  their  good  names, 
these  firms  should  rush  to  respond. 

-By  Joseph  Weber  in  Chicago,  with 
Gail  Edmondson  in  Frankfurt 
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confessed  to  misappropriating  some 
$620  million  (prosecutors  believe  the 
sum  to  be  as  much  as  $1  billion),  to  cov- 
er losses  in  other  family-owned  compa- 
nies. A  company  computer  and  floppy 
disks  turned  over  to  investigators  by  a 
Parmalat  employee  who  disobeyed  or- 
ders to  destroy  corporate  documents  may 
help  prosecutors. 

Are  European  investors  likely  to  be 
slammed  by  more  Parmalat-style  frauds? 

Probably.  Like  many  companies  in  Eu- 
rope, Parmalat  is  family- controlled 
through  a  chain  of  holding  companies, 
making  corporate  governance  and  su- 
pervision by  regulators  more  difficult.  In 
Italy,  the  government  of  billionaire  busi- 
nessman Prime  Minister  Silvio  Berlus- 
coni last  year  reduced  false  accounting 
from  a  felony  to  a  misdemeanor.  Govern- 
ment critics  are  hoping  the  Parmalat  af- 
fair brings  officials  to  their  senses.  "The 
best  deterrent  would  be  swift  and  severe 
punishment,"  says  one  Italian  banker. 
"We  have  to  fix  the  mess  and  make  it 
clear  to  the  market  [that]  there  will  be  no 
mercy." 

What  happens  now  to  Parmalat? 

With  payments  on  its  old  debt  suspended 
by  a  government  bankruptcy  decree,  the 
company  will  continue  operations  as 
new  management  determines  the  true 
condition  of  its  balance  sheet  and  re- 
structures operations.  Accountants  and 
banks  will  pursue  their  forensic  analysis. 
Parmalafs  new  CEO,  Enrico  Bondi,  has 
180  days  to  present  a  financial  and  in- 
dustrial plan  to  authorities.  If  Parmalat 
cannot  be  restructured,  it  will 
be  liquidated. 

On  the  judicial  front,  formal  charges 
will  probably  be  filed  in  coming  weeks 
against  Tanzi  and  others.  Thanks  to  the 
size  of  the  scandal,  justice  officials  will 
probably  be  allowed  to  put  trials  on  a  fast 
track,  circumventing  chronic  delays  in 
the  Italian  courts.  Parliament,  mean- 
while, is  expected  to  propose  a  new  fi- 
nancial-market watchdog  modeled  on 
Britain's  Financial  Services  Authority, 
pooling  powers  now  held  by  stock  mar- 
ket regulator  CONSOB  and  the  Bank  of 
Italy.  The  ultimate  effectiveness  of  such 
an  institution,  however,  will  depend 
upon  its  insulation  from  the  kind  of 
chronic  political  meddling  that  under- 
cuts many  of  Italy's  regulatory  bodies— 
the  very  interference  that  has  resulted  in 
a  series  of  financial  scandals  in  Italy  go- 
ing back  many  years.  ■ 

-By  Gail  Edmondson  in  Frankfurt 
with  Laura  Cohn  in  London 
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IRAQ 


THE  KURDS  EMBRACE 
A  NEW  CAUSE 

Rivals  are  uniting  behind  economic 
development  in  the  northern  Iraqi  regie 


THE  PLANE  WASN'T  MUCH 
to  look  at— an  aging, 
leaky  Boeing  727  in  the 
livery  of  the  West  African 
airline,  UTA.  But  it  drew 
an  enthusiastic  crowd 
when  it  touched  down  re- 
cently on  a  primitive  runway  outside  the 
northern  Iraqi  city  of  Arbil.  On  board 
were  entrepreneurs  and  development  ex- 
perts ready  to  check  out  the  Kurdish  re- 
gion—an area  roughly  the  size  of  Jordan 
in  northern  Iraq.  "This  was  the  first  time 
our  people  have  seen  a  commercial  flight 
frying  over  our  city,"  declared  Nechirvan 
Barzani,  Prime  Minister 
of  the  Kurdish  regional 
government  in  Arbil. 

A  tall,  lean  37-year- 
old,  Barzani  is  emerging 
as  a  key  figure  in  the  ef- 
fort to  forge  a  new  Iraq. 
He  hails  from  a 
renowned  clan  that  has 
struggled  for  Kurdish  in- 
dependence from  Iraq 
for  decades.  His  grand- 
father, Mullah  Mustafa 
Barzani,  fought  for  the 
cause  until  he  died  in  ex- 
ile in  Washington,  D.C., 
in  1979.  Nechirvan's  un- 
cle, Massoud  Barzani,  led 
the  resistance  against  the 
Saddam  Hussein  regime, 
which  was  responsible 
for  tens  of  thousands  of 
Kurdish  deaths. 

Now,  in  the  wake  of 
Saddam's  defeat,  the 
young  Barzani  would 
like  nothing  more  than  to 
bring  independence  and 
economic  prosperity  to 
Iraq's  Kurdish  enclave— a 
stretch  of  green  plains 


A  Look  at 
Kurdistan 

A  quasi-independent 
enclave  with  potential: 

POPULATION 

3.6  million 

RESOURCES 

Fertile  land,  water, 
possibly  oil 

KEY  BUSINESSES 

Trade,  agriculture, 
construction 

POLITICS 

Two  zones:  Arbil 
area  dominated  by 
me  Kurdistan  ' 
Democratic  Party; 

Sulaymaniyahis 
run  by  the  Patriotic 
Union  of  Kurdistan 
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and  looming  mountains  dubbed  Ku 
stan.  Barham  Salih,  head  of  a  rival 
gional  government  based  in  Sul 
maniyah,  two  hours'  drive  to  Ar 
south,  also  wants  to  seize  the  mom 
But  both  leaders  realize  that  seeking 
independence  for  the  enclave,  which 
enjoyed  substantial  autonomy  since 
1991  gulf  war,  isn't  practical  right  n 
Such  a  move  could  stir  hostility 
Turkey  and  Iran— and  is  opposed  by 
Bush  Administration. 

The  Kurds,  who  form  15%  to  20%| 
the  Iraqi  population,  differ  from  I: 
Arab  majority  in  language  and  tra 
tions.  But  instead 
spurning  their  old  ei 
mies,  they  are  particip 
ing  in  Baghdad  polit 
while  trying  to  get  th 
own  house  in  order.  T 
rival  governments,  ea 
of  which  has  controll 
about  half  of  the  regi 
since  fighting  split  t 
enclave  in  the  mi 
1990s,  are  now  largt 
cooperating.  The  Kur 
want,  as  it  were,  to  be 
their  Kalashnikovs  in 
laptops  and  focus  < 
economic  developmei 
"Politics  are  beginnii 
to  change,"  says  Sal: 
"Business  investme 
and  free  trade  are  thin 
people  are  more  ai 
more  concerned  about 
How  the  Kurds  pi; 
their  cards  could  be  cr 
rial  to  Iraq's  future.  Tl 
Kurds  want  to  maintai 
and  perhaps  evt 
strengthen,  their  curre 
degree  of  autonom 
which  allows  them 


MARKET  FORCES 
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)ntrol  their  own  economy,  armed  forces, 
iiools,  and  judiciary.  "Without  a  solu- 
on  to  the  Kurdish  question,  it  will  be  im- 
ossible  for  stability  to  return  to  Iraq," 
arzani  warns.  But  if  the  Kurds  push  too 
ard,  they  could  make  the  task  of recon- 
ructing  Iraq  even  more  difficult.  Fric- 
on  could  develop  with  Baghdad  over 
urdish-inhabited  areas,  such  as  oil-rich 
irkuk,  outside  the  enclave. 

AFER BEACHHEAD 

THILE  THE  POLITICIANS  in  Baghdad 
ammer  out  a  political  formula,  the 
urds  are  forging  ahead  with  plans  to 
ipitalize  on  their  region's  relative  stabil- 
y.  They  have  enacted  investment  laws 
id  formed  the  Kurdistan 
evelopment  Corp.  The 
itch  to  potential  investors: 
Jtablish  a  beachhead  in 
arthern  Iraq  where  it  is 
ifer  and  people  are  pro- 
festem,  then  expand  south 
hen  the  smoke  clears. 
Hie  northern  region  as  a 
hole  can  be  a  gateway  to 
an  and  Turkey  and  may 
^  as  a  distribution  and  lo- 
istics  center,"  says  Iraqi 
rade  Minister  Ali  Allawi. 
Northern  Iraq  may  again 
ecome  a  tourist  center.  In 


calmer  days,  Iraqis  flocked  to  the  region's 
hills  and  lakes  to  escape  120-degree  sum- 
mer days  in  Baghdad.  The  Kurdish  areas 
boast  some  of  Iraq's  best  agricultural 
land,  and  Kurdish  officials  say  substantial 
oil  deposits  he  below.  While  Arbil  needs  a 
facelift,  Sulaymaniyah  is  a  gem  with  a 
vast  covered  souk  and  modern  buildings. 
Both  cities  are  much  less  menacing  than 
Baghdad.  Only  local  Kurdish  troops, 
known  as  peshmergas,  carry  weapons.  Just 
200  U.S.  military  personnel  are  stationed 
in  Kurdish-controlled  areas. 

Given  these  relatively  positive  condi- 
tions, deals  are  slowly  getting  under  way. 
Kurdistan  Development  Corp.,  with 
Kuwaiti  partner  K-International  Aircraft 
Leasing,  is  planning  regular 
commercial  flights  into  Ar- 
bil. A  working  airport  could 
be  a  huge  asset,  since  Bagh- 
dad's is  hampered  by  fear  of 
missile  attacks  on  aircraft. 
"We  are  looking  at  two 
flights  a  week  starting  on 
Jan.  4,"  says  Ramsay  Sha- 
ban,  a  former  Iraqi  Airways 
executive  helping  to  organ- 
ize the  service. 

The  downfall  of  Saddam 
has  also  given  Kurds  confi- 
dence to  step  up  their  own 
investments.  Faruk  Mustafa 


Rasool,  who  runs  a  telecom  and  con- 
struction empire,  says  his  revenues  have 
jumped  tenfold,  to  an  annualized  $100 
million,  since  Saddam's  fall.  His  Asia-Cell 
Company  for  Telecommunications  re- 
cently won  the  mobile  license  for  north- 
ern Iraq,  and  he's  setting  up  a  private 
bank.  If  all  goes  well,  Salih  sees  a  healthy 
local  economy  based  on  light  industry 
such  as  pharmaceuticals  and  agribusi- 
ness and  trade  with  Turkey  and  Iran. 
Meanwhile,  Salih  and  Barzani  are  vying 
to  slash  taxes  and  spur  construction— the 
key  local  industry.  Despite  their  rivalry, 
the  two  sides  are  negotiating  to  reunify 
the  region.  The  scuttlebutt  is  that  Barzani 
would  head  the  enclave,  while  Salih  could 
become  Iraq's  U.N.  representative. 

Of  course,  much  more  needs  to  be 
done  to  make  the  region  attractive  for  in- 
vestors. Some  local  businessmen  say  the 
Kurdish  areas  are  not  immune  from  the 
cronyism  and  shakedowns  that  plague 
the  rest  of  the  Middle  East.  "There  are 
lots  of  little  Saddams,"  says  one.  "If  [Kur- 
dish chiefs]  are  so  popular,  why  do  they 
need  so  many  armed  men?"  Be  that  as  it 
may,  the  Kurdish  areas  still  seem  years 
ahead  of  the  messy  situation  to  the  south. 
If  the  rest  of  the  country's  problems  don't 
drag  them  down,  the  Kurds  could  play  an 
important  role  in  stabilizing  Iraq.  ■ 

-By  Stanley  Reed  in  Arbil 
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Two  Ways  to  Stop 
The  Spread  of  Nukes 


FIRST,  NORTH  KOREA  SAID  it  was  close  to  having  the  bomb.  Next, 
[ran  revealed  it  had  been  secretly  developing  the  capacity  to 
make  nukes.  Then  came  Libya's  surprise  decision  to  give  up  its 
nuclear  weapons  program.  Finally,  more  proof  emerged  that 
Pakistan  has  been  selling  nuclear  knowhow  to  unreliable  states. 

No  wonder  Bush  Administration  consortiums  such  as  the  German-Dutch- 

Dfficials  see  2004  as  a  crucial  year  for  British  Urenco,  or  authorized  countries 

developing  new  ways  to  curb  the  spread  of  with  robust  nuclear  export  industries,  such 

nuclear  weapons.  "We  need  more  active  as  Russia,  would  make  a  business  out  of 


measures  that  will  aggressively  respond  to 
the  threat,"  says  a  senior  Bush 
\dministration  official. 

Weapons  or  Juice? 

[T  WILL  BE  DEVILISHLY  difficult.  At  the 
:ore  of  the  problem  is  the  ambiguous 
nature  of  nuclear  fuel.  Any  regime  can 
irgue  it  is  enriching  uranium  or 
reprocessing  nuclear  fuel  for  reactors  that 
jive  a  country's  power  grid  its  juice. 
Figuring  out  whether  a  country  is  diverting 
fuel  to  nuclear-weapons 
programs  requires  vigorous 
detective  work.  On-site 
inspections  are  key,  and 
sometimes  they  don't  work. 

What  to  do?  U.N.  and 
U.S.  officials  are  debating 
two  ideas  that  could  be  used 
to  bolster  the  Nuclear 
Nonproliferation  Treaty. 
Both  involve  taking  key 
parts  of  the  nuclear- fuel 
business  out  of  the  hands  of 
governments.  The  first  idea 
is  championed  by 
Mohammed  ElBaradei, 
director  general  of  the 
International  Atomic  ^^^~ 

Energy  Agency  (IAEA),  the  U.N.'s  nuclear 
watchdog.  He  wants  to  put  all  operations 
to  enrich  or  reprocess  nuclear  fuel  under 
international  control  of  an  agency  such  as 
the  IAEA  Countries  could  still  have 
reactors,  but  they  could  not  control  the 
creation  and  storage  of  nuclear  fuel. 
ElBaradei  also  wants  to  expand  the  use  of 
snap  inspections  of  nuclear  sites. 

The  other  alternative  would  be  a  kind  of 
rent-a-fuel  program.  International 


ELBARADEI  wants 

U.N.  oversight 
of  nuclear  fuel 
operations 


enriching,  reprocessing,  and  storing  fuel 
for  individual  clients,  who  would  give  up 
their  right  to  make  their  own  fuel. 
Performing  these  hugely  expensive  services 
for  many  countries  together  would  be  far 
more  economical  than  if  a  government  did 
it  for  its  own  small  market.  Tracking  the 
fuel's  uses  through  the  channels  of  just  a 
few  companies  would  also  be  easier  than 
assessing  nuclear  fuel  stockpiles  in  dozens 
of  countries.  The  key  is  "a  positive 
correlation  between  commercial  interests 
and  nonproliferation 
objectives,"  says  Daniel  B. 
Poneman  of  Scowcroft 
Group,  a  Washington  think 
tank.  Sounds  intriguing,  but 
the  practical  issues  remain 
huge.  Countries  with  big 
investments  in  enrichment 
facilities,  such  as  Japan  or 
Israel,  for  instance,  may  be 
unwilling  to  give  them  up. 

Still,  Iran  and  Libya  may 
provide  test  cases  of  the 
latest  ideas.  Both  have  recently 
agreed  to  intrusive,  unannounced 
inspections  of  their  nuclear  sites  by 
the  IAEA  And  Iran  has  agreed  to 
temporarily  suspend  its  uranium 
enrichment  operations.  If  these  countries 
continue  to  comply,  others  may  feel 
greater  pressure  to  open  up  their  nuclear 
sites.  That  could  pave  the  way  for  an 
internationalized  approach  to  handling 
and  tracking  nuclear  fuel. 

The  awful  truth  is  that  the  world  is  a 
more  dangerous  place  now  than  it  was 
even  during  the  Cold  War.  But  new  ideas 
may  yet  help  to  lower  the  nuclear  peril.  ■ 
-By  Stan  Crock  in  Washington 


GLOBAL 
WRAPUP 

ANOTHER  GLOBAL FORAY 
BY  BRAZIL'S  LULA 

BRAZIL'S  PRESIDENT,  Luiz 
Inacio  Lula  da  Silva,  plans  to 
travel  to  India  and  China  in 
2004  and  to  host  a  visit  by 
Russian  President  Vladimir  V. 
Putin.  If  confirmed,  the 
meetings  with  other  developing 
world  heads  of  state  would  add 
weight  to  the  aggressive  foreign 
policy  adopted  by  Lula's 
government  during  its  first  year. 
Lula  strongly  criticized  the  U.S. 
and  the  European  Union  in 
2003  for  shutting  out  farm 
exports  from  Brazil  and  other 
developing  countries,  and  led  a 
revolt  that  derailed  talks  at  the 
World  Trade  Organization.  Lula 
has  also  sought  closer  ties  with 
Arab  countries  and  South 
Africa,  to  reduce  Brazil's 
dependence  in  trade  terms  on 
the  U.S.  and  Europe.  His  efforts 
seem  to  have  paid  off.  Brazil 
had  exports  of  $72.4  billion  in 
2003  and  a  trade  surplus  of 
$24-5  billion— both  of  which  are 
records. 

ISRAEL  AIRCRAFT'S 
DIVERSIFICATION  MOVE 

ISRAEL  HAS  successfully 
launched  its  second  civilian 
communications  satellite.  The 
Dec.  27  launch  from 
Kazakhstan  is  part  of  Israel 
Aircraft  Industries  Ltd.'s  effort  to 
reduce  its  dependence  on  the 
highly  volatile  global  arms 
market.  Spacecom  Ltd.,  the 
joint  venture  between  state- 
owned  Israel  Aircraft,  the 
country's  largest  defense 
contractor,  and  private  partners, 
estimates  revenue  from  the 
satellite  will  be  $500  million 
over  12  years.  The  satellite  will 
cover  the  Middle  East,  Central 
Europe,  and  the  East  Coast  of 
the  U.S.  The  company  has . 
already  sold  70%  of  its  capacity 
to  broadcasters  in  the  U.S.  and 
Germany,  as  well  as  the  Israel 
Broadcasting  Authority. 
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/\  a/iv/cfe  to  the  on  demand  world:  Customer  centricity 


Meet  Lois.  She  makes 


; 


I!  Who's  your  Lois?  The  one  who  buys  college  funds?  The  tofu  lover?  The  avi 


o 


-  > 
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gardener?  All  of  the  above?  It's  not  a  trivial  question.  Get  it  right  and  you 
guarantee  yourself  a  customer  for  life.  Do  it  consistently  and  she'll  bring  frienc  * 
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I?  A      J  4  ^        It's  the  jackpot.  A  single,  unified  view  of  each  and  every  one  of  your  customers 

II  *  1^  *J  whether  they're  end  consumers  or  businesses.  And  IBM  can  help  you  get 
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there.  Because  the  key  to  avoiding  customer  mix-ups,  delays  and  redundant 
requests  for  information  is  integration.  And  we  know  integration. 


can  help  you  unearth  and  evaluate  every  scrap  of  customer  data  you  own.  Not  by  building  a  ne\ 


3 1  With  48  tailored  solutions  spanning  11  industries,  IBM  Business  and  Information  Integration  Solutioi 
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||  system  from  scratch.  But  by  getting  more  from  what  you  already  have  -  multiple  formats  and 

8§ 

O   Q. 
03  ~ 

it 

O  CD 

O    - 

•3  2 


platforms  notwithstanding.  Today,  over  85%  of  company  data  resides  in  unstructured  formats  likj 
voice  mail,  word  processing  documents,  even  e-mails.  We  help  transform  it  all  into  real  custom( 
insight.  Which  means  more  cross-selling,  up-selling  and  price  optimization.  More  happy  Loisesl 


Multi-Channel.  Blessing  or  Curse?  Multiple  channels  mean  multiple  opportunities  to 
attract  new  customers.  And  multiple  opportunities  to  lose  them.  According  to  Acxiom,  48%  of 
companies  are  unable  to  recognize  key  customers  at  every  contact  point.  Even  worse,  less 
than  10%  use  the  data  they  gather  daily  (like  account  activity  or  frequent  price  queries)  to  spot 
potential  customer  discontent.  You  already  have  all  the  data  you  need  to  avoid  mistakes.  Use  it. 


ong  corporations  weep. 
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DQ   Lois  Grandy:  a 
consumer  portrait 

•  Dahlia  cultivator 

*  Diet  iced-tea  drinker 
1  4-door  car  driver 

Sunbelt  visitor 
Vacation  condo  owner 
Mutual  fund  investor 
Grandchild  spoiler 
Gleeful  senior-discount  user 


ee  it?  It's  an  on  demand  world.  Here  it's  not  about  how  much 
hnology  you  buy,  it's  about  how  well  that  technology  brings  your  people, 
cesses  and  information  together.  With  industry-specific  expertise,  years  of 
>erience  and  proven  solutions,  IBM  and  its  partners  know  more  about  that 
n  anyone.  On  demand  business.  Get  there  with      business  on  demand r" 
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ustomers  are  an  investment. 
Maximize  your  return. 


PeopleSoft  Customer  Relationship  Management  lets  you  capitalize  on  every  customer  interaction 
across  your  enterprise.  I 

Only  PeopleSoft  CRM  is  fast  to  implement,  easy  to  use,  and  delivers  smart  business  processes  for  managim  > 
your  customer  relationships.  It  integrates  real-time  information  across  your  organization  to  help  determine  thi  j 
most  profitable  ways  to  manage  customers.  Simply,  PeopleSoft  CRM  turns  every  point  of  customer  cont 
into  a  profit  opportunity.  Learn  more  by  visiting  us  at  www.peoplesoft.com/realtime  or  call  1-888-773-8277. 


Customer  Relationship  Managemem 
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THE  YEAR  2003  MIGHT  BEST  be  described  as  the      Prpativi  tV 

time  when  the  New  Normal  began  to  take  hold.  _    _  LJ 

After  the  scandals,  unrestrained  greed,  and  im- 
plausible excuses  of  last  year,  many  executives 
realized  that  their  jobs  would  never  be  the  same 
again.  There  would  be  more  scrutiny  and  skep- 
ticism, and  even  their  successes  would  be  met 
with  less  adulation.  The  ground  had  shifted  be- 
neath them.  This  was  the  year  when  they  tried  to 
regain  their  balance. 

Some  of  the  best  executives,  such  as  W. 
fames  McNerney  Jr.  at  3M,  Orin  C.  Smith  at 
Starbucks,  and  Rose  Marie  Bravo  at  Burberry,  worked  hard  to 
instill  financial  discipline  at  companies  that  grew  even  as  rivals 
faltered.  Others  went  to  unusual  lengths  to  inspire  their  em- 
ployees: George  David  of  United  Technologies  Corp.  pays  for 


and  financial 
discipline  vs. 
greed  and 
egregious 
misconduct 


a  college  education  for  anyone  who  wants  one. 
But,  of  course,  there  were  those  who  didn't  get 
the  New  Normal.  Philip  M.  Condit  resigned  as 
head  of  Boeing  Co.  after  the  Pentagon  announced 
it  was  investigating  the  company  for  ethical  mis- 
conduct. Richard  A.  Grasso  stepped  down  from 
the  New  York  Stock  Exchange  after  word  got  out 
that  his  pay  package  totaled  $188  million.  And  the 
mutual-fund  investigations  have  left  few  of  those 
executives  looking  good. 

BusinessWeek  surveyed  its  staff  of  140  writers 
and  editors  in  New  York  and  in  21  bureaus  around 
the  world  to  decide  whose  performances  should  be  lauded  and 
whose  deserved  a  different  kind  of  renown.  As  for  those  at  the 
center  of  last  year's  corporate  outrages,  you'll  find  many  of  them 
(but,  alas,  not  all)  in  the  section  we  call  On  Trial. 


»  The  Best  Managers  »  Managers  to  Watch  »  Repeat  Performers  »  Freshmen 
»  The  Repurposed  »  The  Worst  Managers  »  Halliburton  »  The  Fallen  » 
Bronfman's  Second  Act  »  On  Trial  »  Enron  in  Court  »  Mutual  Fund  Scandals  » 
Spitzer  the  Enforcer  »  PR  Fiascoes  »  New  Names  »  A  Word  with  Miss  Manners 
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Managers 

They  woke  up  sleeping    ^-J 
businesses— or  made  hot  ones  even  hotter 


ROSEMARIEBRAVO 

Burberry 


WHEN  ROSE  MARIE 
Bravo  traded  in  one 
of  the  most 
prestigious  jobs  in  retail  to 
head  ailing  British  retailer 
Burberry  Group  PLC  six 
years  ago,  even  her  parents 
had  doubts  about  her  choice. 
As  president  of  Saks  Inc., 
owner  of  Saks  Fifth  Avenue 
stores,  Bravo  ran  a 
flourishing  operation  from 
plush  Manhattan  offices. 
Burberry's,  on  the  other 
hand,  was  then  based  in  a 
downtrodden  part  of  East 
London  above  the  company's 
raincoat  factory.  The  147- 
year-old  brand,  best  known 
for  its  trademark  beige,  red, 
and  black  plaid-lined  trench 
coats,  had  lost  much  of  its 
cachet.  "They  said,  You're 
leaving  Fifth  Avenue  for 
this?' "  recalls  Bravo,  52,  a 
native  New  Yorker. 

Bravo  quickly  changed  all 
that.  She  hired  some  of  the 
best  creative,  financial,  and 
marketing  brains  in  the 
business.  After  poaching  up- 
and-coming  designer 


Christopher  Bailey  from 
Gucci  Group  PLC,  the  new 
team  pored  over  the  brand's 
archives  looking  for  ways 
to  tap  into  its  rich  history. 
Today,  Burberry  is  achingly 
hip.  Ads  featuring 
supermodel  Kate  Moss 
redefined  its  image.  And 
four  years  ago,  Burberry 
came  out  with  plaid  bikinis. 
That  quickly  turned  into  a 
cult  item  that  brought  a 
younger  generation  to 
the  label. 

Updated  versions  of 
Burberry  classics  such  as  this 
season's  $1,095  fuchsia 
trench  are  must-haves  for 
fashionistas.  And  Bravo's 
expansion  into  higher- 
margin  accessories, 
fragrances,  and  baby  wear 
are  powering  sales. 
Operating  profits  doubled  to 
$115  million  on  revenues  of 
$554  million  during  the  six 
months  ended  Sept.  30, 
2003.  It's  no  wonder  "doing 
a  Burberry"  is  the  aspiration 
of  fading  luxury  brands 
worldwide. 


KEY  ACCOMPLISHMENTS 


»  Successful  growth  in  the  U.S.  and  expansion  into  higher-margin 
accessories  and  baby  wear  helped  double  operating  profits  to 
$115  million  in  six  months  ended  Sept.  30. 

»  Launched  Burberry  Brit  perfume  line,  which  should  produce 
$100  million  sales  in  its  first  year. 
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IONATHANGRAYER 

[apian 


JONATHAN  GRAYER  IS 
only  39,  yet  this  year  he 
will  complete  his  first 
ecade  at  the  helm  of  Kaplan 
ic.  Back  in  1994, 
/ashington  Post  Co. 
hairman  and  CEO  Donald 
,.  Graham  wondered  if  he 
hould  sell  or  close  the 
ducation  unit,  which  was 
my  yet  troubled.  Instead,  he 


KEY 
ACCOMPLISHMENTS 


»  Revenues  soared  past 
those  of  the  The  Washington 
[.Post  newspaper,  certifying 
Kaplan's  status  as  the 
company's  growth  engine. 

)  »  Ventured  overseas  by 
acquiring  for-profit  Dublin 
Business  School  in 
Ireland. 


1 


i 


put  Grayer  in  charge.  Today, 
Kaplan  is  becoming  the 
Post's  financial  crown  jewel. 
Sales  grew  at  a  31%  annual 
rate  in  the  first  nine  months 
of  2003  and  are  expected  to 
pass  $1  billion  in  2004,  as 
Grayer  uses  acquisitions  to 
push  Kaplan  far  beyond  its 
roots  in  SAT  test  preparation. 
It  runs  the  nation's  first  big 
online  law  school,  Concord 
Law  School;  a  network  of  for- 
profit  colleges;  and  an  after- 
school  tutoring  service.  It 
also  provides  professional 
training  for  Realtors  and 
others.  And  with  the 
purchase  of  Ireland's  largest 
for-profit  B-school,  Grayer  is 
getting  busy  overseas. 

Kaplan  made  an  operating 
profit  of  $82  million  through 
nine  months  of  last  year, 
before  the  Post  took  charges 


MATH  POWER 


REAL  ESTATE  FINANCE        jlj 


connected  with  its  $138 
million  offer  to  buy  back  55% 
of  the  stock  options  held  by 
Grayer  and  his  top  managers. 
As  the  repurchase  at  generous 


terms  suggests,  Graham  is 
counting  on  Grayer  and 
Kaplan  to  drive  the  growth 
Washington  Post  Co.  for  a 
long  time. 


of 


DR.  WILLI  AMMcGUIRE 

UnitedHealth  Group 


BLUNT-TALKING 
former  pulmonologist 
Dr.  William  W. 
McGuire  calls  the  U.S. 
medical  system  "sub- 
optimal."  Care  isn't  always 
state-of-the-art,  and  a 
patchwork  of  insurance 
programs  can  make 
payments  mind-numbingly 
complex.  By  plugging  some 
of  the  gaps,  McGuire's 
UnitedHealth  Group  Inc.  has 
grown  like  kudzu.  Its 
earnings  have  risen  26% 
annually  for  the  past  decade, 
and  2004  revenues  should 
top  $33.5  billion. 

When  McGuire  took  over 
in  1991,  UnitedHealth  was 
little  more  than  a  regional 
health-maintenance 
organization.  By  trying  to 
offer  something  for  every- 
body and  identifying 
lucrative  niches,  McGuire, 
now  55,  has  turned  it  into 


one  of  the  most  diversified 
health-services  companies.  If 
you  don't  like  the  restrictions 
of  an  HMO  plan,  you  can 
sign  up  for  a  preferred- 
provider  organization. 
Belong  to  AARP?  You  can 
sign  up  for  a  special  drug- 
discount  card. 

Growth  may  slow,  though. 
The  company  expects  a  33% 
earnings  gain  for  2003,  to 
about  $1.8  billion,  but  that 
could  shrink  to  22%  in  2004 
as  cost- containment  among 
its  customers  takes  hold.  Still, 
UnitedHealth  is  in  the  pink— 
and  likely  to  stay  there. 


KEY  ACCOMPLISHMENTS 


»  A  diverse  portfolio  of  plans  boosted  UnitedHealth's  customer 
base  by  almost  10%,  to  50  million,  securing  its  spot  as  the  nation's 
biggest  health-services  company. 

»  Set  up  a  program  to  track  cardiology  centers  of  excellence,  so 
that  patients  can  find  the  best  places  for  treatment. 
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BEST  MANAGERS 


VIVEKPAUL 

Wipro 


FIVE  YEARS  AGO, 
when  Vivek  Paul  told 
his  boss  Jefflmmelt 
that  he  was  leaving  his  post 
as  global  head  ofGE  Medical 
Systems  to  join  an  obscure, 
$150  million  Indian  software 
services  and  hardware 
company,  Immelt  tried  to 
dissuade  him.  But  Paul 
joined  Wipro  anyway.  Now 
Wipro  is  India's  largest  listed 
IT  services  company,  with 
revenues  near  $1  billion. 


Paul,  a  45 -year- old 
engineer  born  and  educated 
in  India  with  an  MBA  from 
the  University  of 
Massachusetts,  set  an 
audacious  goal:  to  be  among 


the  top  10  global  tech- 
services  companies  in  four 
years.  Wipro  isn't  there  yet, 
but  thanks  to  low  rates  and 
efficient  service,  it's  on  its 
way.  Working  with  Azim 
Premji,  who  owns  84%  of 
Wipro,  Paul  acquired  U.S.- 
based  financial-services 
consultant  NerveWire  and 
the  utilities  practice  of 


KEY  ACCOMPLISHMENTS 


»  When  Paul  joined  Wipro  in  August,  1999,  it  was  a  $150  million 
company;  today,  it's  nearly  $1  billion. 

»  Paul's  strategy  of  growth  by  acquisition  is  helping  Wipro  steal 
business  from  the  likes  of  IBM  Global  and  Accenture. 


consultancy  AMS.  He  also 
capitalized  on  Wipro's 
position  as  the  world's  large 
provider  of  outsourced  tech 
R&D  to  woo  business  from 
the  auto  and  electronics 
industries. 

Paul,  who  alternates 
between  Mountain  View, 
Calif.,  and  Bangalore,  India, 
runs  the  company  by  remote 
using  video-conferencing, 
e-mail,  and  an  internal  Web 
site  to  communicate  with  his 
25,000  employees.  They  posl 
their  achievements  on  the 
intranet,  and  Paul  highlights 
the  best  of  them— a  little  trie] 
that  is  working  quite  well. 
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ARTHURLEVINSON 

Gtenentech 


A      RTHUR  D.  LEVINSON, 
Z\  CEO  of  Genentech  Inc., 
L\.  would  have  been 
perfectly  happy  toiling  away 
juietly  in  Genentech's  labs, 
vhere  he  began  his  biotech 
areer  23  years  ago.  But 
Levinson's  bosses  beheved  the 
aiochemistry  PhD  was  a 
perceptive  executive— and  if 
2003  was  any  indication,  they 
were  right.  Fueled  by  strong 


sales  of  its  cancer 
drugs,  Genentech 
boosted  revenues 
29%,  to  $2.4  billion, 
in  the  first  nine 
months  of  2003, 
and  swung  from  a 
$29  million  loss  in 
the  same  period  in 
2002  to  a  profit  of 
$435.8  million. 
Levinson,  53, 
trusts  his  science 
"gut"  in  deciding  where  to 
place  his  bets.  After  the  drug 
Avastin  failed  a  2002  trial 
with  breast  cancer  patients, 


many  Wall  Street  analysts 
urged  him  to  abandon  it.  He 
ignored  them,  because  early 
trial  results  in  patients  with 
colon  cancer  seemed  prom- 
ising. Now  analysts  expect  it 
to  be  approved  in  2004  and 
pull  in  $1  billion  or  more  in 
annual  sales.  But  Avastin  and 
Genentech's  two  other  new 
drugs  will  face  fierce 
competition,  so  Levinson  will 
have  to  transform  Genentech 
into  a  marketing  powerhouse. 
He  plans  to  hire  1,500  new 
employees  over  the  next  year, 
including  many  sales 
representatives.  It's  just  the 
latest  step  in  the  scientist- 
turned-CEO's  master  plan  to 
move  into  the  pharmaceutical 
big  leagues. 


KEY  ACCOMPLISHMENTS 


»Released  two  new  asthma  and  psoriasis  drugs  with  potential 
annual  sales  of  more  than  $400  million  apiece. 

» Proved  that  Genentech's  experimental  drug,  Avastin,  extends 
lives  of  colon  cancer  patients  by  five  months. 


KENTHOMPSON 

Wachovia 


DURING  THE  1980S 
and  1990s,  when 
banks  were  merging  at 
a  breakneck  pace,  the 
playbook  for  many  industry 
dealmakers  read  like  the  Art 
pfWar.  The  results  weren't 
always  pretty:  Integration 
didn't  go  smoothly, 
customers  defected,  and 
investors  grumbled  when 
profits  didn't  materialize. 

But  in  his  nearly  four  years 
at  the  helm  of  First  Union— 
now  Wachovia  Corp.— G. 
Kennedy  Thompson,  53,  has 
rewritten  the  book  on  bank 
mergers.  In  2001,  he  snapped 
up  fellow  North  Carolina 
bank  Wachovia  for  a  6% 
premium  and  a  pledge  not 
to  do  a  slash-and-burn 
integration. 

He  drew  up  a  similar 
pact  in  2003  to  combine 
his  retail  brokerage  with 
Prudential  Financial 


Inc.'s.  The  deal  was 
Thompson's  biggest  coup  yet. 
For  a  mere  $400  million  in 
up-front  integration  costs, 
Thompson  emerged  with  a 
network  of  12,000  brokers 


peddling  not  just  stocks  and 
bonds,  but  mortgages,  car 
loans,  and  other  products. 
When  the  mutual-fund 
scandals  touched  Prudential, 
Thompson  was  insulated- 
having  insisted  that 
Prudential  retain  liability  for 
any  broker  misdeeds  that 
occurred  before  the  deal. 

So  far,  Thompson's  hitch- 
your-wagon-to-me  approach 
appears  to  be  paying  off: 
Wachovia's  operating  income 
was  on  track  to  rise  30% 
in  2003,  to  $6.09  billion. 
That  suggests  that  even  in 
banking  wars,  nice  guys  can 
finish  first. 


»Gained  market  share  in  all- 
mportant  consumer  sector, 
even  in  Internet  banking. 
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ARNOLD  SCHWARZENEGGER 

California  Gov. 
Arnold 

Schwarzenegger 
terminated  a 
car-tax  hike  but 
saw  his  plan  for 
a  spending  cap 
pulverized  by 
the  legislature.  Instead,  the  56- 
year-old  action  star  settled  for 
smaller  cuts  in  a  balanced- 
budget  amendment  that  goes 
before  voters  in  March,  along 
with  a  $15  billion  bond 
measure.  Arnold  still  needs  to 
lop  $14  billion  from  spending. 

ANN FUDGE 

Two  years  ago, 

Ann  Fudge,  52, 

left  Kraft  Foods 

Inc.  to  focus  on 

family  and 

philanthropy. 

In  May,  she 

returned  to  the  business  world 

as  chairman  and  CEO  of  Young 

&  Rubicam  Inc.,  just  in  time  to 

confront  seismic  changes  in  the 

advertising  industry.  Critics 

point  to  her  lack  of  agency 

experience,  but  few  doubt  her 

marketing  prowess.  Can  she 

revitalize  a  business  that's  still 

aching  from  the  worst 

downturn  in  a  decade? 

LEE SCOTT 

Wal-Mart 
Stores  Inc.  is 
attracting 
attention  not 
only  for  its 
double-digit 
earnings 
growth.  CEO  H.Lee  Scott  Jr., 
54,  also  faces  scrutiny  ranging 
from  a  sex-discrimination  suit 
to  a  grand  jury  probe  of  illegal- 
immigrant  store  cleaners. 
And  a  growing  economy  might 
hold  less  upside  for  the 
$260  billion  mega-merchant 
than  for  other  retailers,  thanks 
to  its  still-cautious,  lower- 
income  customers. 
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GEORGEDAVID 

United  Technologies 

f-^  EORGE  DAVID,  61, 

Maybe  not  on  that  front, 

I    _  almost  takes  pride  in 

but  the  $28  billion  Hartford 

V^J  avoiding  the  headlines. 

conglomerate  has  certainly 

^^■^H 

Over  the  past  decade,  the 

been  busy.  In  August,  David 

chairman  and  CEO  of  United 

acquired  electronic  security 

Technologies  Corp.  has 

company  Chubb  PLC  for 

PH^^ 

quiedy  outperformed  rival 

$1  billion— a  nice  fit  for  the 

: 

General  Electric  Co.  in  total 

largest  supplier  of  capital 

shareholder  return  and 

equipment  to  buildings 

averaged  double-digit 

worldwide.  And,  he  says, 

• 

earnings  growth.  He  also 

"if  s  the  type  of  situation  that 
longs  for  the  authority  of 

«/ 

KEY 

UTC."  It  also  adds  security 

ACCOMPLISHMENTS 

and  fire  protection  to  a  group 
that  already  includes  air 
conditioners,  helicopters,  and 
elevators. 

»  Posted  strong  results  in  an 
aviation  downturn. 

■ 

» Increased  retention  and 

While  David  will  trudge 

raised  skill  level  of  workers 

into  the  spotlight  now  and 

through  Employee  Scholar 

then,  he  argues  that  publicity 

A 

program,  which  offers  a 

for  CEOs  is  overrated.  "You 

^^ 

4 

college  education  to  every 

put  your  head  down,  do  good 

V 

I 

employee. 

work,  and  good  things  will 
happen,"  he  says.  Earnings 

> 

§ 

guarantees  every  UTC  worker 

rose  only  4%  in  the  third 

a  college  education  or  more 

quarter,  to  $639  million,  but 

through  the  company's  $60 

David  considers  that  an 

million-a-year  Employee 

accomplishment,  given  the 

Scholar  program— even 

tough  environment  for 

extending  some  education 

commercial  aviation. 

benefits  to  laid-off  workers. 

Challenging  times  haven't 

And,  says  David,  "in  a  choppy 

diminished  his  enthusiasm 

1 

i 

environment  for  corporate 

for  work.  "I  love  this  job,"  he 

1 

{ 

scandals,  there  has  been  no 

says.  Shareholders  love  his 

\ 

news  from  UTC." 

performance  on  the  job,  too. 

STEVEJOBS 

Apple/Pixar 


MANY  HIGH-TECH 
CEOs  have  risen  to 
prominence  by 
doing  one  thing  well  and 
then  living  off  their 
dominant  positions  for 
years.  Not  so  with  48- 
year-old  Steven  P.  Jobs. 
He  has  moved  beyond 
computers  to 
establish  himself  in 
two  businesses 
where  newcomers 
rarely  emerge 
unscathed:  music  and 
movies. 

At  Apple  Computer  Inc 

60    BusinessWeek 


Jobs  was  the  first  to  find  a 
way  to  compel  consumers  to 
pay  for  online  music  rather 
than  trade  it  for  free.  Not  that 
there  is  a  lot  of  money  to  be 
made  at  99<t  a  song.  But 
Apple's  popular  iTunes 
online  store  has  done 
something  just  as  good  for 
the  company:  It  has 
turbocharged  sales  of  Apple's 
pricey  iPod  portable  music 
players.  Jobs'  other  company, 
Pixar  Animation  Studios, 


continued  a  remarkable  run 
of  hits  with  Finding  Nemo. 
The  biggest  animated  box- 
office  smash  of  all  time,  Nem> 
was  also  Pixar's  fifth 
blockbuster  in  five  tries.  Ever 
better,  it  comes  just  as  Pixar 
is  renegotiating  its  contract 
with  its  distributor  and 
marketer,  Walt  Disney  Co. 
Disney  will  probably  have  to 
give  Pixar  more  than  the  37% 
of  profits  it  now  gets— or  risk 
Jobs  turning  to  a  rival  studio. 


KEY  ACCOMPLISHMENTS 


»  Found  a  way  to  get  consumers  to  pay  for  online  music.  Now 
Apple's  iPod  player  dominates  the  market,  and  the  iTunes  online 
store  has  a  70%  market  share. 

»  Pixar  made  Finding  Nemo,  the  biggest  animated  box-office  hit  ever. 


JAMESMcNERNEY 

3M 


E 


VER  SINCE  GETTING 
his  master's  degree 
from  Harvard  Business 
School  in  1975,  W.  James 
McNerney  Jr.  has  been  a 
corporate  nomad.  He  has 
relocated  every  two  to  three 
years,  job-hopping  his  way 
up  the  ladder— from  Procter 
&  Gamble  to  McKinsey  &  Co. 
to  General  Electric  and  finally 
to  3M,  which  hired  him  three 
years  ago  as  chairman  and 
chief  executive. 

Now  that  he  has  made  it  to 
the  top,  McNerney  is 
showing  just  how  savvy  he 
became  along  the  way.  No 
matter  that  the  manufac- 
turing sector  was  on  the  skids 
before  he  even  showed  up  at 
3M.  The  conglomerate  has 
been  frying  since  McNerney 
rolled  out  his  five-part 
productivity  overhaul  in 
2001.  Expected  2003 
earnings:  a  record  $2.4 
billion,  up  13.5%.  Expected 
2003  sales:  a  record  $18 
billion,  up  10.5%.  Cash  flow, 
operating  margins,  share 
price:  up,  up,  up. 

In  this  age  of  the  celebrity 
CEO,  McNerney,  54,  remains 
oddly  invisible.  In  late  2000, 


his  name  was  in  the 
headlines  when  he 
lost  a  race  to  succeed 
Jack  Welch,  GE's 
legendary  boss. 
Since  then, 
McNerney  has 
largely  ducked  the 
outside  world. 
Instead,  he  spends 
his  time  meeting 
with  fellow  3Mers. 
McNerney  is  known 
as  a  numbers  guy. 
He  sets  quantitative 
goals  for  the  heads  of  each  of 
3M's  seven  businesses  and 
constantly  monitors  their 
performances.  "Jim  brought 
discipline,"  notes  Charles 
Reich,  executive  vice- 
president  of  3M's  health-care 
business.  "He  has  sharpened 
us  up." 

The  big  question  for 
McNerney  now  is:  What's 
next?  Or  make  that:  Where 


next?  A  director  at  Boeing 
Co.,  McNerney  was  asked  to 
take  over  departing  Philip  M. 
Condit's  position  as 
chairman  and  CEO. 
McNerney  said  no.  "I'm  a 
3Mer,"  he  says.  But,  he  adds, 
"I  could  pitch  a  tent 
anywhere."  Given  his 
ambition  and  wanderlust, 
3M  probably  won't  be 
McNerney's  last  stop. 


KEY  ACCOMPLISHMENTS 


»  Boosted  3M's  presence  in  China  and  elsewhere  in  Asia, 
with  sales  up  more  than  20%. 

»  Expanded  the  company's  operating  margins  for  seven 
consecutive  quarters,  to  22.3%  in  the  third  quarter  of  2003. 
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J0HNEYLER 

Can  John  H.  Eyler  Jr.  survive 

another  so-so  Christmas?  Toys 

■R'  Us  Inc.  CEO  Eyler,  56,  says 

customers  are 

happier,  toys 

are  in  stock, 

borrowings  are 

low-and  he 

has  his  board's 

support.  But  he 

has  yet  to  turn 

in  strong  profit  increases  and 

hasn't  found  a  way  to  compete 

with  Wal-Mart  Stores  Inc. 


BILL  FORD 

William  C.Ford 
Jr.,  46,  claims 
he's  got  Ford 
Motor  Co.  back 
on  track.  He 
now  predicts 
2003  operating 
profits  will  be  up  50%  from  his 
original  forecast.  After  leaning 
heavily  on  cost-cutting,  Ford 
points  to  a  slew  of  new  cars  that 
will  soon  roll  down  assembly 
lines.  But  much  of  2003's 
earnings  strength  came  from 
credit  operations.  And  with 
cutthroat  U.S.  pricing,  a  sickly 
European  division,  and  rising 
truck  competition,  it's  too  early 
to  celebrate.  This  turnaround  is 
still  in  the  slow  lane. 


BARRY  DILLER 

The  biggest  fight  for  Barry  Diller 
isn't  with  competitors  but  with 
his  partners.  The  ceo  of 
InterActiveCorp,  which  owns 
Expedia  and  Hotels.com,  stole 
market  share  from  Travelocity 
and  Orbitz.  IAC  now  sells  about 
5%  of  U.S.  travel.  But  hotel 
chains  are  prodding  Expedia  for 
better  terms  on 
rooms  it  resells. 
Diller,  61,  is 
boosting 
marketing  and 
pushing  into 
corporate 
travel.  Can  he 
make  his  properties 
indispensable  to  hotels  and  turn 
up  the  heat  on  airlines? 


DICK  PARSONS 

Time  Warner 
Inc.  CEO 
Richard  D. 
Parsons,  55,  is 
doing  an 
admirable  job 
considering  he 
inherited  the  fallout  from  one  of 
the  worst  mergers  in  history.  He 
elevated  former  HBO  chief 
Jeffrey  Bewkes  and  former  Time 
Inc.  CEO  Don  Logan  as  deputies 
and  sold  off  businesses  to 
whittle  down  a  mountain  of 
debt.  But  a  big  challenge  will  be 
resolving  a  federal  investigation 
into  accounting  practices  at 
America  Online  Inc.  Can  he 
push  the  media  giant  out  from 
under  its  cloud? 
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BOBWRIGHT 

NBC 


THROUGH  THE  STEAMY 
summer  of  2003,  NBC 
Chairman  Robert  C. 
Wright,  60,  was  just  one  in  a 
pack  of  bidders  trying  to  buy 
Paris-based  Vivendi's 
Universal  TV  and  movie 
studio  units.  Then,  during 
the  week  of  Aug.  12,  things 
started  coming  together. 
Undeterred  by  the  blackout 
that  hit  New  York  City  on 
Thursday,  one  of  Wright's 
deputies,  NBC  business 
development  chief  Brandon 


KEY 
ACCOMPLISHMENTS 


»  Beat  out  bidders  to  merge 
NBC  with  Vivendi's  Universal 
movie  and  TV  studios,  USA 
Network,  Sci-Fi  Channel,  and 
theme  parks,  forming  a 
company  valued  at  $43  billion. 

» Oversaw  the  launch  of  hot 
show  Queer  Eye  for  the 
Straight  Guy  on  NBC's  Bravo 
channel  and  a  record-breaking 
$3  billion  advertising  up  front 
for  NBC's  new  season. 


Burgess,  reviewed 
negotiating  points  with 
Vivendi  execs  by  candlelight 
after  they  trudged  up  eight 
flights  to  Burgess's 
apartment.  By  Friday,  when  it 
became  clear  the  French  were 
warming  to  GE  based  on  its 
offer  and  track  record,  Wright 
insisted  that  fresh  foie  gros  be 
flown  in  to  the  city. 

Those  frenetic  days  paid  off 
when  NBC,  General  Electric 
Co.'s  lone  entertainment  unit, 
locked  up  the  Vivendi  assets 
in  a  deal  announced  on  Oct. 
8.  The  merger  of  NBC  and 
Vivendi  Universal,  expected 
to  close  in  the  first  half  of 
2004,  is  a  defining  event  in 
Wright's  17  years  as  NBC 
chief.  The  joint  operations 
will  have  annual  combined 
revenues  of  nearly  $14  billion, 
making  NBC,  with  Bravo  and 
Telemundo,  into  a  movie, 
network,  and  cable  force  to  be 
reckoned  with. 

During  the  media 
consolidation  booms  in  the 
1980s  and  '90s,  Wright  was 
forced  to  sit  on  the  sidelines, 
constrained  by  the  financial 
controls  imposed  by  his 
mentor,  former  GE  Chairman 
and  CEO  Jack  Welch.  Wright 
grew  NBC  internally, 
launching  cable  outlets  CNBC 
and  MSNBC  with  partner 
Microsoft  Corp.  New  GE  CEO 
Jeff  Immelt  is  more  commit- 
ted to  the  media  business  and 
saw  Universal  as  an  unusually 
good  fit.  Wright  is  still  more 
GE  exec  than  flamboyant 
media  honcho.  But  no  doubt, 
sitting  atop  NBC  Universal 
could  tap  the  inner  mogul  in 
this  Six  Sigma  acolyte. 


ORINSMITH 

Starbucks 


IT'S  NO  STRETCH  TO  SAY 
that  the  financial  acumen 
ofOrin  Smith,  CEO  of 
Starbucks  Corp.,  has  been 
largely  responsible  for 
making  the  Seattle  company 
the  world's  largest  chain  of 
coffee  shops.  Chairman 
Howard  Schultz  may  be  the 
inspiration  behind  Starbucks, 
but  Smith,  61,  is  the  one  who 
turns  that  vision  into  reality. 
And  if  s  a  pretty  hot  reality: 
Revenues  grew  24%,  to  $4.1 
billion,  for  fiscal  2003,  which 
ended  on  Sept.  28,  while  net 
earnings  climbed  26%,  to  a 
record  $268.3  million. 

Starbucks  skeptics  never 
expected  that  it  would  keep 
growing  so  long.  But  people 
remain  more  than  willing  to 
pay  premium  prices  for  a  cup 
of  joe,  or  new  peppermint, 
toffee,  and  malt-flavored 


drinks.  Automatic  espres? 
machines  and  the  Starbu< 
Card  have  helped  shorten 
lines  at  the  counter.  "Spet 
of  service  is  a  critical  issu 
us,"  says  Smith.  He  also 
improved  Starbucks'  food 
and  other  merchandise, 
which  now  account  for  so 
10%  of  revenues.  And 
Starbucks  is  putting  new 
shops  in  the  rural  areas  aj 
inner  cities  that  it  initially 
ignored. 

The  company  strugglec 
with  its  international 
growth,  but  even  those 
woes  appear  to  be  easing: 
Smith  says  he  expects 
overseas  stores  to  turn  a 
profit  in  2004.  And  he  wai 
to  intensify  expansion  in  t 
tea- drinking  nation  of  Chi 
For  Smith  and  Starbucks, 
full  steam  ahead. 


KEY  ACCOMPLISHMENTS 


»  Starbucks  kept  growing  even  in  a  soft  economy,  posting  record 
sales  and  profits  for  the  fiscal  2003  year  ended  Sept.  28.  Same-stc 
sales  in  November  grew  11% — the  best  showing  in  three  years. 

» Introducing  peppermint,  toffee,  and  malt-flavored  drinks  lifted 
sales,  while  the  companywide  use  of  automatic  espresso  machine 
helped  speed  customers  through  long  lines. 


:raigbarrett 

ntel 


r  T"OU  NEVER  SAW  CRAIG 
V'    R.  Barrett  sweat.  Three 
JL   years  ago,  when  Intel 
>orp.  began  pouring  some 
>28  billion  into  new  plant 
onstruction  and  research, 
he  CEO  had  no  idea  when 
he  semiconductor  industry's 
ongest  slump  would  end. 
Veak  demand  could  have 
neant  doom  as  many  of 
hose  new  factories  began 
amping  up  production.  But 
Jarrett  plowed  ahead.  "The 
ely  question  was  when 
»verall  business  would  begin 
o  pick  up.  A  three-year 
lecession  in  our  industry  is 
ibout  two  times  longer  than 
the  worst  that  I  can 
remember,"  he  says. 


Turns  out  the  64-year-old 
Barrett  put  his  chips  in  the 
right  place.  Intel  is  working 
hard  to  satisfy  booming 
demand  for  its  Centrino 
notebook  package,  which 
includes  the  Pentium  M 


KEY 
ACCOMPLISHMENTS 


»  Boosted  corporate  PC  sales 
with  initiative  to  convince 
companies  of  the  productivity 
gains  from  upgrading. 

»  Company  became  the  first 
to  manufacture  chips  at  line 
sizes  of  65  nanometers,  just  a 
fraction  of  the  width  of  a 
human  hair. 


processor  and  a  Wi-Fi  chip. 
Barrett's  push  to  build  highly 
efficient  factories  means  that 
Intel  can  churn  out  chips  at 
costs  way  below  those  of 
competitors.  Intel  is  enjoying 
juicy  62%  gross  margins. 
Earnings  jumped  about  60% 
in  2003,  to  $5.4  billion. 
Just  18  months  before 
Barrett  is  expected  to  step 
down  as  CEO,  he  has  become 
his  industry's  Master  and 
Commander.  Intel  is  truly 
global,  earning  about  70%  of 
revenues  outside  America. 
After  expanding  into  graphics 
chips,  motherboards,  and 
other  PC-related  fields,  it 
plans  to  incorporate  wireless 
routers  direcdy  into  desktop 
computers.  Intel  is  also 
pushing  into  consumer 
electronics,  set-top  boxes,  and 
cell  phones.  Barrett  wants  to 
go  out  with  a  bang. 
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CHRISTIE  HEFNER 

Playboy 
Enterprises  Inc. 
celebrated  its 
50th  anni- 
versary in  2003 
with  flesh  and 
fanfare.  But 
Hugh  Hefner's 
empire  is  flanked  by  hip, 
upstart  magazines,  and 
racier  TV  and  Internet  content. 
The  pressure  is  on  Hef's 
daughter,  CEO  Christie  Hefner, 
51,  topullitoutofthered.lt 
helps  that  her  online  business 
is  surging. 

JAMES  MURDOCH 

When  Rupert 
Murdoch 
named  his 
son  James  to 
be  CEO  of 
British  Sky 
Broadcasting 
Group  PLC,  he 
stirred  speculation  that  the  30- 
year-old  had  jumped  ahead  of 
brother  Lachlan  as  the  News 
Corp.  heir  apparent.  But  he  also 
infuriated  shareholders  of  the 
satellite  service,  who  accused 
the  mogul  of  nepotism.  Can 
James  smooth  out  the  tensions 
and  prove  to  Dad  he's  worthy  of 
the  throne? 

FRANKLIN  RAINES 

Chairman  and 

CEO  Franklin  D. 

Raines  made 

Fannie  Mae  a 

highly  profitable 

giant  of  housing 

finance.  Now 

Raines,  54, 

faces  an  examination  of  his 

books  by  the  Office  of  Federal 

Housing  Enterprise  Oversight. 

Congress  will  try  to  move 

supervision  to  the  Treasury 

Dept,  and  the  legislation  could 

hurt  Fannie's  growth.  More 

ominous  is  a  Fed  study 

questioning  whether  Fannie  Mae 

should  get  federal  subsidies. 
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TERRYSEMEL 

Yahoo 


Yahoo!  inc.  chief 
Executive  Terry  Semel, 
60,  may  be  the 
Internet's  consummate  post- 
bubble  executive.  Methodical 
and  rigorous  in  his  decision- 
making, Semel  moved  fast 
upon  taking  the  helm  at 
Yahoo  in  mid-2001  to  reel  in 
its  myriad  businesses- 
trimming  its  units  from  44  to 
5— and  to  bring  management 
discipline  to  the  foundering 
Net  portal. 

Semel's  steady  hand  is 
reaping  huge  benefits. 
Analysts  expect  Yahoo's  2003 
profits  to  rise  470%,  to  $245 
million,  as  sales  jump  57%,  to 
$1.5  billion.  Both  projections 
blow  away  Yahoo's  former 
bests,  achieved  in  2000,  just 
before  the  Internet  bubble 
burst.  The  results  have 
pushed  Yahoo's  stock  above 
$40  per  share— about  a  150% 
climb  since  the  start  of  the 
year,  though  nowhere  near  its 
2000  heights. 

Sure,  the  former  movie 
mogul  has  benefited  greatly 
from  a  market  upswing.  But 
much  of  Yahoo's  success 
must  be  traced  back  to  the 
changes  he  has  wrought. 
Semel  now  puts  all  new  ideas 
through  a  rigorous  sounding 
board,  composed  of 
managers  from  various 
corners  of  the  company, 
which  requires  that  all  new 


businesses  mesh  with 
existing  ones.  This  has  pai 
dividends  in  the  ultra- 
competitive  Internet  searc 
industry.  When  Yahoo 
relaunched  its  search  servi( 
in  early  2003,  managers 
explored  how  they  could 
inject  Yahoo-generated 
content  directly  into  the 
search  results.  Now,  users  g 
everything  from  weather 
reports  to  stock  charts 
directly  on  their  search- 
results  pages— at  least  one 


KEY 
ACCOMPLISHMENT! 


» Yahoo!  had  record  profits 
and  sales  in  2003,  sparking  a 
huge  climb  in  the  stock  since 
the  start  of  the  year. 

»  Semel  has  boosted  focus 
and  discipline  in  the  company, 
whittling  down  business  units 
and  running  new  products 
through  a  rigorous  internal 
sounding  board,  dubbed  the 
Product  Council 

click  faster  than  on  Google  c| 
Microsoft  Corp.'s  MSN. 

Semel  also  appears  to  be 
improving  Yahoo's  once- 
dismal  record  on 
acquisitions.  Analysts  expe 
that  Hotjobs,  the  recruitmer 
site  Yahoo  purchased  two 
years  ago,  will  contribute 
more  than  $80  million  to  th< 
2003  bottom  line.  With  red- 
hot  competitors  like  Google 
on  its  trail,  Semel's 
management  feats  may  have| 
only  just  begun. 
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YUNJONGYONG 

Samsung 


AT  FIRST  GLANCE,  YUN 
Jong  Yong  might  not 
look  like  much  of  an 
nnovator.  He  has  been  with 
Samsung  Electronics  Co.,  one 
of  the  most  conservative  of 
South  Korea's  chaebol,  for  37 
years.  He  was  made  chief 
executive  in  1997  not  because 
of  any  great  vision  but 
because  he  had  the  skills  to 


get  Samsung  out  of  a  bad 
mess:  As  prices  of  computer 
chips  tumbled,  the  company 
was  barely  avoiding  losses. 

However,  Yun,  59,  has 
made  Samsung  one  of  the 
world's  fastest-growing 
brands,  selling  feature- 
packed  digital  gadgets  and 
state-of-the-art  chips.  The 
company  has  a  market 


capitalization  of  $577  billion. 
Sales  in  2003  are  expected  to 
reach  $36  billion.  Profits  are 
expected  to  be  just  over 
$5  billion,  a  15%  decline  from 
2002  because  of  a  sharp  drop 


in  chip  prices,  but  analysts 
predict  that  profits  could  top 
$75  billion  in  2004. 

Yun  went  on  an  efficiency 
campaign,  shutting  factories 
for  weeks  to  cut  inventories, 
slashing  the  workforce  by 
one-third,  and  selling  off 
dozens  of  noncore  divisions. 
In  a  radical  move,  he  pulled 
Samsung  appliances  off  the 
shelves  of  discounters 
Wal-Mart  Stores  and  Target 
in  favor  of  electronics  chains 
such  as  Best  Buy  and  Circuit 
City  Stores.  "Our  future 
will  depend  on  our  brand 
equity,"  says  Yun.  "If  we 
keep  selling  low- end 
products,  it  damages  our 
corporate  image." 

Yun's  goal  now  is  to  make 
Samsung  the  leader  in  the 
age  of  digital  convergence  by 
offering  networked  home- 
electronics  gadgets.  "You 
must  constantly  change  and 
adapt  to  a  new  environment," 
Yun  says.  Spoken  like  a  true 
innovator. 


KEY  ACCOMPLISHMENTS 


»  Cemented  Samsung's  global  leadership  in  the  memory-chip 
business  by  grabbing  nearly  two-thirds  of  the  market  for  NAND 
flash  memory,  a  technology  mainly  used  in  removable  cards 
that  store  large  music  and  image  files. 

»  Samsung  displaced  Motorola  as  the  second-largest  maker  of 
cell  phones  in  terms  of  value,  but  it  remains  No.  3  in  volume. 


Managers 
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DAN  CARP 

Eastman  Kodak  Co.  CEO  Daniel 

A.  Carp  is  moving  whole  hog 

into  digital  products  and 

services  to 

offset  plunging 

film  sales. 

Carp,  55, 

kicked  off  a 

shopping  spree 

by  spending 

$813  million  on 

imaging  and  printing  outfits.  But 

will  these  deals  contribute 

enough  to  make  a  difference? 


STAN  O'NEAL 

Merrill  Lynch  & 
Co.  CEO  Stan 
O'Neal,  52, 
earned  kudos 
for  being  the 
first  to 

anticipate  the 
painful  three-year  Wall  Street 
downturn  and  to  downsize 
appropriately.  Now,  investors 
are  looking  for  signs  that 
enough  top-notch  talent 
remains  to  keep  the  brokerage 
firm  ahead  of  the  pack.  A  big 
test:  Can  O'Neal's  team 
maintain  a  dealmaking  lead 
when  mergers  and  stock 
offerings  pick  up?  O'Neal  insists 
the  business  is  in  solid  shape 
and  ready  to  expand. 


MICHAEL  EISNER 

Walt  Disney  Co.  CEO  Michael  D. 

Eisner  may  spend  2004  fending 

off  charges  by  former  Vice- 

Chairman  Roy  E.  Disney.  Disney, 

nephew  of  the  founder,  intends 

to  press  for  Eisner's  banishment 

from  the  Magic  Kingdom— no 

sure  thing,  since  Disney  stock 

has  rebounded  sharply.  But 

Eisner,  61,  has 

other 

problems, 

including  a 

wobbly  ABC 

network  and 

theme  parks.  If 

earnings 

stumble  again,  other 

shareholders  might  come  after 

Eisner,  too. 


ERIC  SCHMIDT 

Over  two  years, 
Eric  E.  Schmidt 
has  quintupled 
the  staff  at 
Google  Inc.,  to 
more  than 
1,000,  as  the  search  engine's 
business  boomed.  Analysts 
think  Google  could  notch 
$1  billion  in  2003  revenues. 
A  successful  public  offering 
early  in  2004  may  embolden 
venture  capitalists  and 
investors,  but  the  required 
disclosure  would  finally  shine 
a  spotlight  into  every  corner  of 
Google's  much-ballyhooed  - 
business.  It's  up  to  Schmidt, 
48,  to  make  sure  the  investors 
are  not  disappointed. 
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SANJAY  KUMAR 

a  In  2003, 
Computer 
Associates 
International 
Inc.  saw  steady 
revenue  growth 
and  its  first 
profitable 
quarter  in  years  under  generally 
accepted  accounting  principles. 
But  Chairman  and  CEO  Sanjay 
Kumar,  41,  faces  ongoing 
investigations  into  accounting. 

RAYMOND  GILMARTIN 

In  recent 
months,  Merck 
&  Co.  Chairman 
and  CEO 
Raymond  V. 
Gilmartinhad 
to  stop  late- 
stage  tests  on 
four  drugs,  creating  a  huge  gap 
in  his  marketing  plans. 
Gilmartin,  62,  resisted  buying  a 
rival  to  fill  that  hole,  but  he 
needs  to  do  something  fast. 

GLENN  TILTON 

Glenn  F.  Tilton 
faces  a  self- 
imposed  mid- 
2004  deadline 
to  haul  UAL 
Corp.  out  of 
bankruptcy. 
He's  close. 
Chairman  and.CEO  Tilton,  55, 
won  big  cuts  from  United 
Airlines  unions,  and  his  low-fare 
carrier  starts  flying  in  February. 

SCOTT  MCNEALY 

^^       Sun 

Microsystems 
Inc.  CEO  Scott 
G.  McNealy,  49, 
suffered  10 
straight 
quarters  of 
sagging 
revenues  and  testy  relations 
with  Wall  Street.  He  refused  to 
make  deep  cuts,  but  now  he 
needs  to  show  results. 


PETERCHERNIN 

News  Corp. 


'E'STHEANTI- 
Murdoch.  Peter 

.Chernin  is  a  former 
book  editor  who  worked  his 
way  up  Hollywood's  power 
chain  as  a  TV  producer  for 
Showtime  and  eventually 
head  of  the  Fox  Broadcasting 
Co.  And  he  can  finesse  things 
at  News  Corp.  for  his  high- 


powered  boss,  Rupert 
Murdoch,  like  nobody's 
business.  Chernin,  52, 
oversees  film  and  TV 
production  of  such 
blockbuster  hits  as  X-2:  X- 
Men  United  and  runs  Fox's 
fast-growing  FX  and  other 
entertainment  channels. 
Those  properties  helped 


KEY 
ACCOMPLISHMENT! 


Iji 

»  Built  Fox  into  a  hit-making  f 
movie  studio  and  launched  \h\ 
hot  cable  TV  channel  FX. 

»  Was  a  key  negotiator  in 
Murdoch's  deal  to  buy  a 
controlling  stake  in  the 
DirecTV  satellite  service. 

propel  the  company  to 
double-digit  increases  in 
revenues  and  earnings  in  '0^ 

Chernin  was  a  key 
negotiator  when  News  Cor 
won  regulatory  approval  for| 
its  $6.6  billion  deal  to  buy 
control  of  the  DirecTV  Inc. 
satellite  service.  But  Cherniil 
can  take  off  the  gloves  when| 
needed:  He  and  Cox 
Communications  Inc.  CEO   |    | 
James  O.  Robbins  traded 
nasty  barbs  over  News 
Corp.'s  planned  double-digi^ 
price  hike  for  its  Fox  Sports 
Networks  channels.  Chernir 
won  a  10%  increase  and 
Cox's  pledge  to  carry  more 
Fox  channels.  Some  think 
Chernin  could  run  Walt 
Disney  Co.  if  Chairman 
Michael  D.  Eisner  leaves.  Bui 
Chernin  says  he's  happy  riglj 
where  he  is,  getting  paid 
$173  million  to  serve  as  gooi| 
cop  to  Murdoch. 


PAULTAGLIABUE 

National  Football  League 


HORTLY  AFTER  ESPN 
.premiered  its  drama 
'series,  Playmakers,  last 
August,  the  phone  rang  in  the 
office  of  Michael  D.  Eisner, 
CEO  of  ESPN  parent  Walt 
Disney  Co.  An  irate  Paul 
Tagliabue,  commissioner  of 
the  National  Football  League, 
was  calling  to  complain  that 
the  show  portrayed  players  as 
thugs.  The  show  stayed  on 
the  air,  but  Tagliabue's 
willingness  to  challenge  the 
creative  license  of  Disney 
says  a  lot  about  how  jealously 
this  63-year-old  lawyer 
guards  his  fiefdom. 

In  15  years  as  the  NFL's 
caretaker,  he  has  helped  turn 


it  into  a  $5  billion-a-year 
business— up  from  $970 
million  when  he  came  in. 
Ratings  were  up  this  season, 
and  the  NFL  launched  its 
own  TV  channel.  Tagliabue's 
attention  to  revenue  sharing 
and  a  salary  cap  made  the 
NFL  the  most  competitive  pro 
league.  All  of  which  qualifies 
the  commish  as  an  unsung 
MVP  candidate. 


KEY  ACCOMPLISHMENTS 


»  Oversaw  the  launch  of  the  NFL  Network,  a  cable  and 
satellite  channel. 

»  Welcomed  Sirius  Satellite  Radio  as  NFL's  official  radio  network  in 
a  $220  million,  seven-year  deal. 
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Microsoft 

Your  potential.  Our  passion. 


iSreat  Moments  at  Work. 
>u  just  brought  busywork  to 
;  knees.  The  title  is  yours. 


Introducing  the  new  Microsoft"  Office  System. 

■  iminate  the  little  things.  Start  thinking  big.  It's  all  possible 
with  innovations  that  help  you  automate  your  day-to-day 
tasks,  track  project  information  on  your  own,  and  access 
stored  company  data  that  until  now,  you  couldn't.  It's  all 
about  working  smarter,  not  harder.  Way  to  go,  champ. 
Gear  up  for  great  moments  at  microsoft.com/greatmoments 
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Microsoft  WB&d 

Office 
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Repeat 

Performers 

For  this  exec  A-team,  another  ho-hum 
year  ofkiller  profits,  enviable  margins. 


WHEN  YOU'VE  GOT 
it,  you've  got  it. 
Some  of  our  Best 
Managers  have  been  here 
before: 

Noel  Forgeard,  57,  didn't 
need  to  do  much  in  2003  to 
make  Airbus  outshine  its 
woebegone  rival,  Boeing  Co. 
But  he  did  plenty.  Forgeard 
kept  Airbus'  new  megaplane, 
the  $13  billion  A380,  on 
schedule  for  its  2006  launch. 
He  finished  transforming 
Airbus  from  a  loose-knit 
consortium  of  European 
companies  into  an  integrated 
organization  that's  now  the 
world  commercial  aviation 
leader.  Five  years  ago,  Airbus 
built  half  as  many  planes  as 
Boeing;  in  2003  it  had  an 
expected  300  deliveries,  vs. 
Boeing's  280. 

With  his  outspoken  views 
on  consumer  banking  issues, 
Richard  M.  Kovacevich,  the 
chairman  and  CEO  of  Wells 


Fargo  &  Co.,  breaks  the  mold 
of  the  button-down  banker. 
Since  1998,  he  has  also  set 
the  standard  for  banking 
excellence.  The  average  Wells 
Fargo  customer  buys  more 
than  four  products  from  the 
bank,  double  the  industry 
average.  The  60-year-old  exec 
says  he  anticipates  no  big 
strategic  changes  in  2004. 
Why  would  he?  The  bank  has 


THOMPSON  boosted 

Symantec's  sales  to 
corporations  by  25% 

clocked  double-digit 
growth  in  both  sales 
and  earnings  for  nine 
consecutive  quarters. 

Symantec  Corp. 
CEO  JohrrW. 
Thompson,  54,  turned 
in  arguably  the 
software  industry's 
best  financial 
performance.  Thanks 
in  large  part  to  a 
panic  caused  by  a 
summer  outbreak  of 
computer  viruses, 
profits  and  revenue  at 
the  security  software 
company  are 
expected  to  climb 
more  than  30%  for 
2003.  Symantec  is  nearing  $2 
billion  in  annual  sales, 
making  it  twice  as  big  as  the 
next  largest  competitor. 
Thompson's  goal  for  2003 
was  to  boost  sales  to 
corporations;  thev  rose  25%. 
Alan  G.  "A.G."  Lafley,  56,  has 
restored  Procter  &  Gamble 
Co.  as  the  premier  global 
consumer-products  company 
and  exceeded  Wall  Street 
earnings  forecasts  for  four  of 
the  last  five  quarters.  Unit 
volume  growth  is  double 
that  of  competitors.  If  P&G 
makes  good  on  analysts' 
forecasts  for  11%  higher 
profits  in  the  fiscal  year 
ending  in  June,  Lafley  will  be 
sitting  pretty. 

Two  decades  after  he  sold 
his  first  computer,  38-year-old 
Michael  S.  Dell  and  his  company 


are  running  at  peak  form, 
industry's  fastest  growth,  plj 
a  big  cost  advantage,  gave 
Dell  Inc.  revenues  of  $29.9 
billion  in  the  first  nine  mont 
of  2003,  up  17%,  while  net 
income  rose  25%,  to  $1.9 
billion.  As  customers  finally  I 
loosen  the  purse  strings,  CE<| 
Dell  is  offering  a  slew  of  ne 
products. 

How  could  Carlos  Ghosn,  - 1 
top  his  first  three  years  in 
Japan,  when  he  revamped  a 
near-bankrupt  Nissan  Motoj 
Co.,  eliminated  most  of  its 
debt,  and  regained 
profitability?  By  lifting 
operating  profit  margins  to 
11.3%  in  the  six  months  fror 
April  to  September,  up : 
10.8%  in  2002.  Behind  sns 
new  models,  CEO  Ghosn 
looks  likely  to  achieve  his  ne:| 
goal:  boosting  sales  by  40% 
by  2005. 

Killer  profits, 
expanding 
U.S.  market 
share,  and 
breathtaking 
efficiency— just 
another  year  for 
Toyota  Motor 
Corp.  President 
Fujio  Cho,  66. 
On  Nov.  2,  the 
auto  maker 

reported  a  23%  increase  in 
half-year  net  earnings,  to 
$4.9  billion.  Cho's  redesigned 
enviro-friendly  Prius  is  all  th^ 
rage.  And  globally,  Toyota 
overtook  Ford  Motor  Co.  as 
the  No.  2  auto  maker. 

When  eBay  Inc.  CEO 
Margaret  C.  Whitman  predicted  j 
in  late  2000  that  the  online 
flea  market  would  reach 
$3  billion  in  sales  by  2005, 
many  scoffed.  In  fact,  eBay 
may  get  there  a  year  early. 
Despite  a  tough  economy  anc| 
rising  competition,  eBay  was  [ 
expected  to  earn  $430 
million  in  2003  on  sales 
growth  of  74%,  to 
$2.1  billion.  Now  Whitman, 
47,  is  pushing  eBay  more  intol 
the  mainstream:  "We  have  to  T 
change  people's  mind-sets  so  I 
that  instead  of  strolling  downj 
to  the  store,  they  check  eBay 
first,"  she  says.  ■ 


CHO  finally 
Ford  in  Toyc 
rearview  mil 
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Looking  for  the  alternative  to  higher-priced  stock  brokers 
like  Merrill  and  Schwab?  It's  TD  Waterhouse. 


FREE  TRADES  FOR  A  MONTH 


Open  an  account  online  at 
tdwaterhouse.com/freeresearch 

and  enter  offer  code: 

MRSBWF  to  get  your  free 

trades  for  a  month. 


CONTACT  US  AT: 

1.800.tdwaterhouse 
tdwaterhouse.com 

Online  trades  as  low  as  S9.95 


Why  pay  all  that  money  to  Merrill, 
Schwab  or  some  other  higher-priced 
broker,  when  you  can  switch  to 
TD  Waterhouse? 

As  a  TD  Waterhouse  customer, 
you  can  take  advantage  of  a  unique 
combination  of  online  tools  and  research. 
The  kind  of  objective,  independent  and 
well-organized  research  you  won't  find 
anywhere  else.  And  when  you're  ready 
to  trade,  it  won't  cost  an  arm  and  a  leg. 

You'll  get  free  market  overviews 
like  Standard  &  Poor's  The  Outlook  plus 
Standard  &  Poor's  Five  STARS  Stock 
Report.  You'll  also  find  in-depth  Argus 
Company  Reports,  Vickers  Insider 
Trading  Chronologies,  First  Call 


Earnings  Reports  and  Reuters  headlines. 
All  of  which  you  can  use  to  come  up  with 
your  own  investment  ideas,  then  validate 
them  yourself.  No  wonder  TD  Waterhouse 
received  5  stars  from  Kiplinger's 
magazine"  for  the  amount  and  quality 
of  their  online  research. 

With  free  research  plus  low 
commissions  and  trades  for  as  little  as 
$9.95,  why  pay  Merrill  or  Schwab  just  to 
bounce  your  ideas  off  them?  Switch  to 
TD  Waterhouse  today.  Check  them  out  at 
tdwaterhouse.com/research.  And  discover 
the  alternative  you've  been  looking  for. 


E 


Waterhouse 


You're  in  Control. 


©2003  TD  Watemouse  Investor  Services  ,lnc.  Member  NYSE/SIPC.  Comparison  based  on  survey  of  standard  equity  commissions  asrt  10/9/03.  Services  vary  byfirm.Aw^ 

reasons.  Online  market  orders  are  $9.95-51 7.95  depending  on  trading  activity  Limit  orders  just  $3  more  .Trades  over  2.500  shares  incur  1  cert  per  share  charge  for  me  entire  order.  Call  or  see  tdwatertiojse.ro^ 

promotion,  account  must  be  opened  by  October  31 ,  2004;  free  trades  are  valid  30  days  firm  accourt  furling;  accounts  must  be  fun^ 

joint  reSremert.  tnist.ortoerdell  Education  Savino^acmjnts  Custom  Oneofferper  person;  U.S.  residents  only;  void 
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NEW  BOSSES 


Freshmen 

These  14  leaders  are  hoping  that  2004 
will  be  a  year  for  them  to  shine 


THE  KING  IS  DEAD: 
Long  live  the  king. 
Whether  it's  medieval 
monarchs  or  modern-day 
moguls,  people  hope  for  the 
best  under  a  new  leader. 
Many  of  these  14  new 
corporate  bosses  have  taken 
command  of  badly  ailing 
businesses.  With  the 
economy  picking  up,  fixing 
them  should  be  easier  in 
2004.  But  one  big  foul-up, 
and  any  one  of  them  could 
face  a  quick  (though 
probably  well-paid)  exile. 

With  Wall  Street  coming 
back  and  Citigroup  churning 
out  impressive  profits,  will 
Charles  0.  Prince  justify 
Chairman  Sandy  Weill's  faith 
in  him?  Weill  gave  up  the 
CEO  spot  for  Prince  in  July. 
The  onetime  Citi  chief 
operating  officer  went  on  to 
clean  up  the  tainted  Smith 
Barney  unit.  Another  Wall 
Street  newcomer,  NASDAQ 
Stock  Market  CEO  Robert 
Greifeld,  could  use  some  help 
from  the  market.  The  former 
SunGard  Data  Systems  Inc. 
executive  slashed  costs,  but 
NASDAQ  still  lost  $84 
million  in  the  first  nine 
months  of  2003. 

Two  newcomers  got  the 
call  at  big  telecom 
businesses.  In  the  U.S.,  Gary  D. 
Forsee  of  BellSouth  Corp.  took 
over  Sprint  Corp.  after 


William  T.  Esrey's  messy 
departure  over  his  use  of  tax 
shelters.  Overseas,  CEO 
Thierry  Breton  has  executed  a 
remarkable  comeback  for 
France  Telecom.  He  cut 
bloat,  sparked  revenue 
growth,  and  slashed 
$22  billion  of  debt. 

No  doubt  William  T.  Schleyer 


CHUCK  PRINCE 

Will  he  justify 
Citigroup's 
faith  in  him? 


problems  keep 
coming:  In  early 
December, 
Hollywood  studios 
sued  Adelphia, 
alleging  that  the 
cable  operator  had 
shortchanged  them 
on  movie  fees. 

A  more  robust 
economy  should 
help  David  A.  Bell, 
new  CEO  of  the 
Interpublic  Group,  who  once 
ran  True  North 
Communications.  Bell  has 
already  put  the  ad  agency  on 
a  sounder  financial  footing. 
Media  honcho  Gunter  Thielen, 
the  insider  running  a  post- 
Thomas  Middelhoff 
Bertelsmann,  also  seems  off 


MICKEY  DREXLER 

J.  Crew  Group 


and  Ronald  Cooper  hope  for  a 
similar  outcome  at  bankrupt 
Adelphia  Communications. 
The  former  AT&T  cable  execs, 
now  Adelphia's  CEO  and 
president,  respectively,  have 
much  of  their  $41  million  in 
pay  tied  to  stock  options,  and 
they  want  the  company  out  of 
Chapter  11  next  year.  But  the 


to  a  strong  start  with  a  deal  to 
merge  BMG  Entertainment 
with  Sony  Music. 

The  bosses  at  two  Texas- 
based  companies  face  a 
tough  road  ahead.  Michael 
Jordan,  who  saved 
Westinghouse  by  acquiring 
CBS,  is  now  working  to 
rescue  computer  services 


There  has  never  been  a  transaction 
that  Mr.  Scmshy  was  involved  in  when 
he  didn't  have  inside  information.55 

-Robert  May  (right),  acting  CEO,  HealthSouth,  about  former  CEO  Richard 
Scrushys  suspicious  sale  of  company  stock,  at  a  congressional  hearing  in  November 

70  I  BusinessWeek  I  January  12.  2004 


giant  Electronic 
Data  Systems  Co 
Jordan  has  clean 
up  the  balance 
sheet,  but  sales 
profits  remain 
stagnant.  Gerard 
Arpey,  CEO  of 
American  Airlind 
Inc.  parent  AMR 
Corp.,  took  over 
this  spring  after 
Donald  J.  Carry  1 
in  an  embarrassing 
executive  pay  flap.  Now  h 
needs  a  winning  strategy 
fight  the  onslaught  of  the 
low-cost  carriers. 

Millard  S.  "Mickey"  Drexler, 
meanwhile,  has  breathed 
some  life  into  lackluster  J. 
Crew  Group  Inc.  Although 
third-quarter  sales  fell  20% 
the  former  Gap  boss  has 
raised  the  status  of  the 
preppie  brand  and  generate 
something  long  absent  fron 
J.  Crew:  buzz. 

But  the  word  at  two  big 
health-care  companies  is  nc 
good.  At  Tenet  Healthcare 
Corp.,  alum  Trevor  Fetter— wl 
replaced  the  ousted  Jeffrey  ( 
Barbakow— faces  multiple 
probes  of  the  hospital  chain 
Medicare  billing  and 
physician-recruitment 
practices.  Fred  Hassan,  forme 
CEO  at  Pharmacia,  took  ove 
troubled  Schering-Plough 
Corp.  this  spring.  He  could 
end  up  selling  it. 

A  better  prognosis  awaits 
Robert  P.  May,  the 
HealthSouth  Corp.  director 
named  interim  CEO  after 
Richard  M.  Scrushy,  accusi 
of  cooking  the  books,  left. 
The  good  news?  The 
company's  main  business 
remains  profitable. 

Would  that  all  his  fresh- 
man peers  had  it  so  good. 


1 


« 


Repurposed 

vVhat's  so  great  about  kicking  back? 
rhese  execs  have  big  second  acts 


JARRYSTONECIPHER 

Boeing 

N  MID-NOVEMBER,  HARRY 
I  Stonecipher  was  working 
^n  his  golf  game  in  Florida. 
Jy  Dec.  1  he  was  back  in 
Jhicago,  running  Boeing  Co. 
[n  some  ways,  Stonecipher, 
57,  never  really  left.  He 
•etired  as  president  and  vice- 
:hairman  in  2002  but 
retained  his  board  seat  and, 
some  say,  considerable 
influence  over  other  directors. 
When  Chairman  and  CEO 
Phil  Condit  resigned  after 
several  procurement 
scandals,  it  was  not 
surprising  that  Stonecipher 
ivas  the  man  tapped  to 
stabilize  the  company. 

Known  for  being  blunt  and 
bottom-line  oriented, 
Stonecipher  needs  to  reassure 
the  Pentagon  and  Congress 
that  Boeing's  ethics  scandals 
ire  behind  it.  Another  goal: 
to  ink  the  $18  billion  deal  to 
build  aerial  refueling  tankers 
for  the  U.S.  Air  Force.  He  has 


already  greenlighted  the  new 
7e7  jetliner— a  risky  project 
aimed  at  regaining  the 
commercial  aviation  lead 
from  Airbus.  The  former 
McDonnell-Douglas  exec  is 
known  to  relish  a  good 
challenge.  Lucky  thing. 


JIMCANTALUPO 

McDonald's 

WHEN  THE  BOARD  OF 
McDonald's  Corp.  installed 
James  R.  Cantalupo,  60,  as 
chairman  and  CEO  a  year  ago 


STONECIPHER 

must  save 
key  Pentagon 
business 


to  replace  Jack  M.  Greenberg, 
he  was  widely  seen  as  being 
as  fresh  as  a  week- old 
hamburger  bun.  On  retiring 
in  2001,  he  had  spent  27  years 
at  Big  Mac,  most  recently  as 
vice-chairman  as  sales  and 
profits  skidded.  But  thanks  to 
hot  new  products,  U.S.  store 
sales  have  shot  up  eight 
months  in  a  row.  Now  comes 
his  next  test:  overcoming  the 
mad  cow  scare  in  the  U.S. 


WILUAMDONALDSON 

SEC 

WILLIAM  H.  DONALDSON, 
72,  who  came  out  of 
retirement  a  year  ago  to  head 
the  Securities  &  Exchange 
Commission,  has  proven  to  be 
more  than  just  an  interim 
caretaker.  The  former  CEO  of 
the  New  York  Stock  Exchange 
compelled  the  Big  Board  to 
come  clean  about  executive 
compensation.  He's  pressing 


CANTALUPO 

proved  the 
critics  wrong 


for  modest  hedge-fund 
regulation.  He  also  wants  to 
make  it  easier  for  share- 
holders to  nominate  directors. 
Donaldson  has  taken  barbs 
for  failing  to  police  mutual 
funds.  But  after  a  slow  start,  he 
is  pushing  reforms. 

JOHNREED 

NYSE 

FOR  FORMER  CITIGROUP 
co-Chairman  John  S.  Reed, 
the  good  life  ended  abruptly 
last  September.  After  losing  a 
power  struggle  with  Sandy 
Weill  at  Citigroup,  Reed,  64, 
was  enjoying  a  blissful 
retirement  on  an  island  off 
the  coast  of  France  when 
suddenly  he  was  called  back 
to  be  interim  chairman  of  the 
New  York  Stock  Exchange, 
replacing  Dick  Grasso. 

Reed's  proposals  to  revamp 
governance  at 
the  NYSE 
received  a 
tepid  reception 
from  investors. 
But  his  plan  to 
split  power  is 
in  place: 
Goldman,  Sachs 
&  Co.  President 
John  A.  Thain  was  appointed 
exchange  CEO  on  Dec.  18. 
Reed  remains  chairman,  for 
now. 


EDWARDZANDER 

Motorola 

WHAT  DOES  A  SILICON 
Valley  hotshot  know  about 
making  cell  phones?  Motorola 
Inc.  is  about  to  find  out.  Ed- 
ward J.  Zander,  the  former 
No.  2  at  Sun  Microsystems 
Inc.,  was  named  on  Dec.  16  as 
chairman  and  CEO.  The  56- 
year-old,  who  left  Sun  more 
than  a  year  ago,  is  the  first 
outsider  to  lead  Motorola. 
Zander  will  need  all  his  sales 
savvy  to  turn  around  the 
communications  equipment 
giant,  which  lost  its  cell  phone 
leadership  to  Nokia  Corp.  in 
the  1990s  and  now  faces  an 
assault  from  Asian  newcomers. 


REED:  Sharing 
the  power 
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SPECIAL  REPORT 


TheWorstManas 


These  execs  led  the  way  to  miserable  mergers,  monstrous  ^*-J 

earnings  reversals,  technological  snafus,  and  tepid  turnarounds 


JURGEN SCHREMPP 

DaimlerChrysler 


WHEN"  DAIMLER- 
Chrysler  Chief 
Executive  Jiirgen  E. 
Schrempp  sealed  the  merger 
of  Daimler  Benz  and  Chrysler 
Corp.  in  1998,  he  told 
shareholders  to  "expect  the 
extraordinary"  from  the  $157 


billion,  world-spanning  auto 
company.  Five  years  later,  his 
grand  scheme  has  proved 
extraordinary— but  for  all  the 
wrong  reasons.  Chrysler  was 
supposed  to  produce  a 
S2  billion  operating  profit  in 
2003-  Instead,  analysts 


expect  a  S360  million  loss  for 
the  year.  Despite  new  models 
chockablock  with  German 
components  and  styling, 
Chrysler  s  market  share  is 
eroding.  Schrempp,  59, 
blames  a  tough  U.S.  market- 
but  savvy  Japanese  auto 
makers  have  increased  U.S. 
sales  and  produced  a  profiL 

Schrempp's  woes  don't 
end  with  Chrysler.  Mitsubishi 
Motors  Corp.,  37%-owned  by 


DaimlerChrysler,  says  it's 
expecting  an  operating  loss 
of  S404  million  for  the  fiscal 
year  ending  in  March. 
Mitsubishi  went  on  an 
ill-advised  credit  binge, 
luring  young  U.S.  buyers 
with  generous  terms.  After 
mass  defaults,  Mitsubishi 
tightened  credit  controls, 
only  to  see  its  U.S.  sales  tank. 
Even  Mercedes-Benz  took  a 


body  blow.  Market  researcher  p- 
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D.  Power  &  Associates  Inc. 
nked  the  world's  most 
^elusive  luxury  auto  brand 
dismal  26th  in  long-term 
lality.  Schrempp  declines 

comment. 

With  all  that  has  gone 
rong  since  the  Chrysler 
:al,  it  figures  that 
:hrempp  and  team  would 
i  dragged  into  a 
mrtroom.  In  August, 
aimler  paid  $300  million 
)  settle  a  class  action  that 
aimed  Schrempp  misled 
lvestors  when  he  called  the 
eal  "a  merger  of  equals." 
hat  was  just  a  prelude  to 
le  $2  billion  trial  that  got 
nder  way  in  December,  in 
rhich  billionaire  Kirk 
erkorian,  a  former 
hrysler  shareholder,  is 
ling  Daimler  for  failing  to 
ay  a  takeover  premium. 

Can  it  get  worse?  For 
lareholders,  maybe: 
chrempp's  friendly 
jpervisory  board  is  already 
dking  about  renewing  his 
antract. 


PETERBURG 

FirstEnergy 


UNTIL  LAST  SUMMER, 
H.  Peter  Burg  might 
have  been  just 
another  utility  executive  with 
environmental  problems.  The 
chairman  and  CEO  of  Akron's 
FirstEnergy  Corp.  had  to  shut 
down  his  Davis-Besse  nuclear 
plant  after  corrosion  was 
found  in  its  reactor.  And  a 
federal  judge  ruled  that  the 


company  violated  the  Clean 
Air  Act  by  failing  to  install 
the  latest  pollution- control 
technology  at  an  Ohio  coal 
plant.  But  then,  on  Aug.  14, 
Burg  and  FirstEnergy  really 
stepped  in  it— as  the  utility 
played  a  leading  role  in  North 
America's  worst- ever 
blackout,  which  cut  off  the 
power  supply  to  some  50 
million  people  and  cost 
$7  billion. 

FirstEnergy  released 
sketchy  information 
about  its  plant  and 
transmission-line 
failures  two  days  after 
the  crisis  began.  As 
criticism  mounted, 
FirstEnergy  tried  to 
deflect  blame.  Testifying 
before  Congress  in 
September,  Burg,  57, 
said:  "Everyone  is 
looking  for  the  straw 


that  broke  the  camel's  back. 
But  there  is  no  one  straw." 

In  fact,  the  utility's 
shortcomings  could  add  up  to 
a  whole  bale  of  straw.  A  joint 
report  from  U.S.  and 
Canadian  authorities  released 
on  Nov.  19  faulted 
FirstEnergy  for  not  trimming 
trees  near  its  power  lines, 
failing  to  maintain  a 
computer-warning  system, 
and  not  adequately  training 
its  staff.  FirstEnergy  says  the 
report  "falls  short  of 
providing  a  complete 
picture"  and  suggests  that 
independent  power 
producers  and  traders 
overloaded  the  grid.  Burg 
declined  to  be  interviewed  by 
BusinessWeek. 

Not  only  did  FirstEnergy 
bumble  its  way  to  a  history- 
making  outage  on  his  watch, 
but  Burg  has  seemingly 
written  the  book  on  how  not 
to  respond  in  a  crisis.  Which 
raises  the  question:  Are  First 
Energy's  board  members  the 
ones  asleep  at  the  switch? 
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WORST  MANAGERS 


JOEGALU 

Newell 
Rubbermaid 


WHEN  JOSEPH  GALLI 
Jr.  was  brought  in 
three  years  ago  to 
save  a  floundering  Newell 
Rubbermaid  Inc.,  he  applied 
the  same  strategy  he  used  in 
his  19  years  at  Black  & 
Decker.  Galli,  45,  beefed  up 
research  and  hired  more 
sales  reps.  His  goal:  to 
maintain  premium  prices 
through  innovation  on 
Newell's  100 -plus  brands, 
which  include  Graco- 
Century  baby  products, 
Paper  Mate,  and  Rubber- 
maid. He  would  make  a 
dustpan  so  good  that 
consumers  would  be  willing 
to  pay  more  for  it.  Investors 
waited  for  the  Galli  magic  to 
work. 

But  it  isn't.  He's  still 
trying  to  squeeze  efficiencies 
out  of  Newell's  $5.8  billion 
purchase  of  Rubbermaid  and 
has  been  slow  to  introduce 
new  products.  The  company 
is  expected  to  report  a  1%  to 
2%  drop  in  its  2003  sales 
and  says  earnings  will  be 
more  than  10<f  a  share  off 


Wall  Street's  consensus 
forecast.  Galli  declined  to 
comment. 

Galli  came  in  with  a  gold- 
plated  resume,  having 
jumped  among  several  high- 
profile  jobs,  including  a  brief 


stint  as  president  and  chief 
operating  officer  of 
Amazon.com  Inc.  But  Newell 
stock  is  down  a  third  since 
the  start  of  2003.  That  leaves 
some  wondering  if  Galli  has 
the  goods  to  deliver. 


ROBERTGLYNN 

Pacific  Gas  &  Electric 


DURING  THE  ENERGY 
deregulation  boom  of 
the  late  1990s,  PG&E 
Corp.  Chairman  and  CEO 
Robert  D.  Glynn  Jr.  launched 
an  energy-trading  business  to 
compete  with  Enron  Corp.  He 
sent  salesmen  out 
to  call  on 
other  utilities' 
customers.  And 
he  paid  fat  prices 
for  old  power 
plants  far  from 
his  San  Francisco 
base.  But  none  of 
those  bets  paid 
off.  Instead, 
Glynn,  60,  had  to 
put  his  core 


utility  into  bankruptcy  in  2001 
after  California's  deregulation 
law  left  him  paying  far  more 
for  power  than  he  collected 
from  customers.  When 
electricity  prices  fell,  Glynn 
put  his  diversified  businesses 
into  bankruptcy, 
too.  Under  a 
proposed 
reorganization 
plan,  PG&E  will 
give  creditors  $7.6 
billion  of  assets, 
including  profit- 
able pipelines  that 
shareholders 
owned  for  years.  A 
spokesman  notes 
PG&E  stock  has 


outperformed  the  average 
utility  during  Glynn's  tenure. 
But  there's  a  lesson  in  his 
two  trips  to  bankruptcy 
court:  In  a  commodity 
business,  it  pays  to  hedge. 


WAYNEHARRIS 

Eckerd 


BY  NOW,  ECKERD  CO] 
should  have  been 
nearly  done  with  a 
three-year  turnaround.  At 
least  that  was  the  plan  wh 
J.C.  Penney  Co.  tapped 
former  supermarket 
executive  J.  Wayne  Harris  t 
shake  things  up  at  its  ailin 
drugstore  unit  in  October, 
2000.  After  making  early 
progress,  Harris  today  find 
himself  back  at  square  one 

Penney  is  expected  to 
decide  soon  whether  to  sell, 
spin  off,  merge,  or  retain  th 
chain.  What  went  wrong? 
Harris,  63,  initially  boosted 
sales  and  profits  with  more 
competitive  prices  and 
reconfigured  stores.  But  he 
has  been  overtaken  by  risin 
competition.  Supermarkets 
and  discount  store  operator: 
devoted  more  space  to  in- 
store  pharmacies.  Archrival 
Walgreen  Co.  expanded 
aggressively.  Eckerd's 
operating  profits  dropped  ai 
estimated  25%  in  2003,  to 
$311  million.  Company 
spokesperson  Joan  M. 
Gallagher  says:  "Despite  th 
fact  that  2003  sales  and 
profits  are  not  impressive,  w 
have  had  a  number  of 
accomplishments  under 
Wayne."  But  given  the  way 
the  market  has  shifted, 
analysts  say  Penne/s  only 
real  option  is  to  sell  Eckerd. 


A 
RE 


&nlTactingTrouble 

FOR  HALLIBURTON  CO.  Chairman  David  J.  Lesar,  things  are  going 
from  bad  to  worse.  After  first  being  accused  of  winning  a  huge 
defense  contract  in  Iraq  because  of  its  former  CEO,  Vice-President 
Dick  Cheney,  the  company  now  faces  scrutiny  of  its  handling  of  the 
contract.  Pentagon  auditors  wonder  if  it  overcharged  for  gas,  which 
the  company  denies.  Halliburton  could  also  be  embarrassed  by  a 
dining-hall-services  bid.  It  estimated  payments  to  a  subcontractor  of 
over  $200  million,  but  that  company  already  had  a  deal  for  nearly 
$70  million  less.  Halliburton  and  the  Pentagon  attribute  the  error  to 
bad  internal  communications.  The  estimate  was  off  by  almost  50%, 
though:  If  this  wasn't  fraud,  it  sure  looks  like  incompetence. 
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THANKS  TO  MISSISSIPPI,  VEHICLES  THAT  ARE  AHEAD  OF  THEIR  TIME 
\RE  EVEN  FURTHER  AHEAD  OF  THEIR  TIME. 


Speed  is  nothing  new  to  Nissan.  So  when  they  decided  to  build  a  state-of-the-art  plant  in  Canton,  Mississippi,  they  wanted 
t  done,  well,  really,  really  fast.  That's  when  Mississippi  put  the  pedal  to  the  metal.  Preparation  and  site  work  for  the  2.5  million 
square-foot  plant  was  completed  in  just  five  months  (more  than  a  year  faster  than  average).  A  water  and  wastewater  system  was 
finished  in  12  months.  A  new  freeway  interchange  in  14  months.  In  fact,  Mississippi  helped  Nissan  go  from  groundbreaking 
ceremonies  to  groundbreaking  vehicles,  like  the  all-new  Nissan  Quest  minivan,  in  just  25  months.  Proving  what  Nissan  had  known 
from  the  start:  when  it  comes  to  business,  Mississippi  is  built  for  speed.  To  learn  more,  visit  us  at  mississippiandnissan.com. 


U.S.-assembled  Nissans  consist  of  domestic  and  globally  sourced  parts.  Nissan  and  Nissan  model  names  are  Nissan  trademarks 
Always  wear  your  seat  belt,  and  please  don't  drink  and  drive,  c  2003  Nissan  North  America,  Inc. 
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The 

,  -Fatten 

Managers 

It  can  be  lonely  at  the  *^ 
top.  but  it's  lonelier  still  when 
it  all  collapses  for  the  inept,  the 
devious,  and  the  greedy 


PHILCONDIT 

Boeing 


THE  ABRUPT  RESIGNA- 
tion  of  Boeing  Co. 
Chairman  and  CEO 
Philip  M.  Condit  on  Dec.  1 
may  have  been  sparked  by  the 
current  scandals  over  stolen 
documents  and  the  hiring  of  a 
government  procurement 
officer.  But  his  seven-year 
reign  was  marked  by  a  flawed 
strategy,  questionable 
acquisitions,  manufacturing 
controversies,  and  the  ethical 
lapses  at  the  company  that 
jeopardized  important 
contracts  with  the 
government. 

Condit,  62,  was  at  his  best 
envisioning  new  airplane 
designs  or  pinpointing  trends 
in  the  aerospace  industry, 
and  at  his  worst  executing  on 
his  strategy.  As  a  result, 
Boeing's  stock  fell  6.5% 
under  Condit,  even  as  the 
Standard  &  Poor's  500-stock 
index  climbed  61.8%. 
"Boeing  overpromised  and 
underdelivered,"  says 
Richard  Turgeon,  research 
director  for  Victory  Capital 
Management,  which  owns 
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more  than  2  million  shares. 

Condifs  troubles  began 
less  than  a  year  into  his  watd  j 
He  led  Boeing  into  a 
manufacturing  crisis  in  its 
commercial  airplane  factories  -' 
that  ultimately  cost 
$2.6  billion  in  write-downs. 
While  his  merger  with 
defense-oriented  McDonnell    fi 
Douglas  Corp.  won  kudos,  hi?  s. 
foray  into  space  and 
information  services  sure 
didn't.  He  overpaid  for  both 
Hughes  Electronics  Corp.'s 
Space  &  Communications 
Division  and  Jeppesen- 
Sanderson  Inc.,  resulting  in 
an  additional  $1  billion  in 
write-downs  this  year.  What's 
more,  Condit,  an  engineer 
who  joined  Boeing  in  1965 
underestimated  the  threat 
posed  by  European  rival 
Airbus,  which  for  the  first  tim< 
in  2003  should  deliver  more 
airplanes  than  Boeing. 

If  Boeing's  board  could 
ignore  such  strategic  and 
operational  blunders,  it 
couldn't  overlook  snowballing 
ethics  scandals  with  its 
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;gest  customer— the  U.S. 
Vernment.  A  week  before 
••  resignation,  Condit  fired 
ief  Financial  Officer 
chael  M.  Sears  for  allegedly 
ering  an  Air  Force 
Kurement  officer  a  job 
ring  negotiations  over  an 
8  billion  airplane  tanker 
al.  In  July,  the  Pentagon 
,nished  Boeing  for 
ssessing  35,000  pages  of 
>len  documents  from  rival 
ckheed  Martin  Corp.  that 
lped  win  rocket  contracts, 
eing  has  been  banned  from 
Iding  on  military  satellite 
inches,  and  the  Pentagon 
s  transferred  contracts 
)rth  $1  billion  to  Lockheed. 
As  if  that  weren't  enough, 
>eing  is  in  the  midst  of  a 
iss  action  accusing  it  of 
iderpaying  female 
lployees  and  denying  them 
omotions. 

Between  Boeing's  ethics 
oblems  and  Condit's 
anagerial  shortcomings, 
e  board  could  take  no  more 
id  accepted  his  resignation, 
replaced  him  as  CEO  with 
rector  Harry  C.  Stone- 
Dher,  67  He  likely  wouldn't 
ive  been  Condit's  choice— 
ey  were  often  rivals  for 
ntrol  of  the  company. 


CONRADBLACK 

Hollinger  International 


A  FEW  MONTHS  AGO, 
Conrad  M.  Black  airily 
dismissed  corporate 
governance  as  a  "fad" 
practiced  by  "terrorists."  As 
the  U.  S.  Securities  & 
Exchange  Commission  and  its 
Canadian  equivalent  widen 
their  investigations  into 
Black's  media  empire,  he's 
learning  the  hard  way  that 
chief  executives  can  no  longer 
brush  aside  share-holder  calls 
for  reform.  On  Nov.  17,  the 
native  Canadian  was  forced  to 
resign  as  CEO  of  Hollinger 
International  Inc.,  the  world's 
third-largest  newspaper 
group,  after  an  independent 
probe  revealed  that  Black,  59, 
and  three  other  executives 
pocketed  $32  million  in  fees 
that  were  never  authorized  by 
Hollinger's  board.  He  has 
denied  wrongdoing. 

The  cloud  of  scandal 
looming  over  Lord  Black  of 
Crossharbour  just  keeps 
getting  darker.  An 
investigation  headed  by 
former  SEC  chief  Richard  C. 
Breeden  at  Hollinger's 
request  found  that 
shareholders  may  have  paid 
for  much  of  Black's  life  of 


luxury.  He  had  previously 
admitted  using  $8  million  of 
company  money  to  acquire 
historical  material  for  his 
recent  biography  of  Franklin 
D.  Roosevelt.  Hoping  to 
pacify  its  irate  shareholders, 
the  company  has  grounded 
its  two  private  jets  and 
stopped  paying  its  share  of 
rent— $110,000  last  year— on 
Black's  Park  Avenue  digs. 
The  cost-cutting  moves 
may  not  be  enough  to  mollify 
Hollinger's  investors. 
Shareholders  say  the  board— 
whose  members  include  such 


longtime  Black  pals  as  former 
U.S.  Secretary  of  State  Henry 
Kissinger  and  former  Defense 
Policy  Board  Chairman 
Richard  Perle— failed  to 
sufficiently  question  the 
company's  Byzantine 
ownership  structure  and  its 
executive  pay.  Now  they  are 
demanding  repayment  of 
up  to  $310  million  in 
management  fees  and 
noncompete  payments  the 
company's  directors  received 
over  the  past  eight  years. 
With  the  breakup  of 
Hollinger  becoming 
increasingly  likely,  Black 
may  have  more  time  to  devote 
to  his  literary  pursuits.  At 
least  his  tome  on  FDR  is 
selling  well. 


I'm  still  chairman  of 
the  parent  company.  Fm  still 
a  controlling  shareholder. 
And  I  made  50  million  bucks 
yesterday.  That's  a  f lameout 
I  could  get  used  to." 

-Conrad  Black,  former  CEO,  Hollinger  International 


WORST  MANAGERS 


DICKGRASSO 

New  York  Stock  Exchange 


ONLY  A  YEAR  AGO,  57- 
year-old  Richard  A. 
Grasso  of  the  New 
York  Stock  Exchange  had 
everything  a  Wall  Street  chief 
executive  could  ask  for:  a 
board  of  directors  with  the 
unconditional  devotion  of 
puppies,  market  dominance 
aided  by  favorable 
regulations,  and 


have  been  allowed  to  run 
rampant.  In  the  end,  Grasso 
was  paid  so  grotesquely  that 
he  antagonized  even  his  most 
faithful  constituents,  the 
traders  on  the  NYSE  floor. 

Now  that  he's  gone,  the  Big 
Board  will  have  a  tougher 
time  than  ever  mamtoining  its 
strong  competitive  position. 
His  interim  successor,  former 


I'm  blessed,  thank  you." 

-Dick  Grasso,  CEO,  New  York  Stock  Exchange, 

each  year,  when  informed  of  his  compensation 


above  all,  a  nice  salary.  But  as 
word  emerged  of  his  mind- 
boggling  $188  million  pay 
package,  not  even  Grasso's 
supine  board— or  a  giveback 
of  $48  million— could  save 
him.  Under  mounting  public 
pressure,  Grasso  stepped 
down  on  Sept.  17. 

Grasso  was,  in  a  sense,  the 
ultimate  victim  of  the  NYSE's 
secretive  corporate  culture 
and  Stone  Age  governance 
practices.  If  the  Big  Board 
had  a  less  malleable  board, 
Grasso's  greed  might  not 


Citigroup  Chairman  John  S. 
Reed,  has  put  in  place  an 
independent  board,  separated 
NYSE  regulators  from  the  Big 
Board's  management,  selected 
a  separate  CEO,  and  is 
preparing  to  demand 
repayment  of  a  sizeable 
portion  of  Grasso's  pay 
package.  If  the  governance 
changes  work,  that  could 
mean  serious  reform  of  the 
floor  trading  system  that 
Grasso  had  so  effectively 
defended— and  a  new  era  for 
the  NYSE. 
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The  Rest 
of  the  Fata 

Heads  rolled  over  bungled  launches, 
loose  accounting,  and  soured  deals 


HE  HAD  THE  RIGHT 
name,  but  Christopher 
B.  Galvin  never  could 
come  up  with  the  right 
formula  to  spark  growth  at 
Motorola  Inc.,  the  electronics 
giant  his  grandfather  founded 
75  years  ago.  During  his 
seven-year  tenure,  Motorola 
lost  ground  to  Nokia  Corp.  in 
its  flagship  cell-phone 
business,  watched  much  of  its 
wireless-networking  gear 
become  irrelevant,  and  saw  its 
chip  unit  battered  by 
industrywide  slumps.  The 
cerebral,  53-year-old  Galvin 
blamed  outside  influences:  a 
lackluster  economy,  the 
telecom  spending  spiral,  and 
SARS.  But  in  the  end,  he 
turned  in  his  walking  papers 


on  Sept.  17  when  he  realize 
he  would  never  see  eye  to  eyf 
with  the  board  on  how  to 
create  a  more  nimble, 
innovative  company. 

Groomed  for  the  top,  Bets 
D.  Holden  saw  a  series  of 
business  and  personnel  gaff 
doom  her  chance  to  become 
the  lone  big  cheese  at  Kraft 
Foods  Inc.  Holden,  48,  lost 
her  job  as  co-CEO  and  head 
Kraft's  U.S.  business  on  Dec 
16,  but  remains  at  the 
company  in  an  unspecified 
position.  On  her  watch,  the   ' 
world's  largest  food  compan  * 
bungled  two  U.S.  product 
launches,  made  several 
pricing  mistakes,  and  was 
slow  to  respond  to  fatty  food  >f 
concerns,  all  of  which  led  to 


w 
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larket  share  declines  in 
raft's  flagship  U.S. 
isinesses.  The  departure  of 
iree  talented  managers 
idermined  confidence  in  her 
adership  ability.  And  sluggish 
[.S.  sales  helped  send  Kraft's 
ock  skidding  to  just  above 
s  June,  2001,  initial  public 
ffering  price  of  $31. 
For  16  years,  Leland  C. 
■endsel  gave  Freddie  Mac 
lareholders  exacdy  what 
ley  wanted:  smooth,  steady 
irnings  growth.  Brendsel,  61, 
)ok  the  home  mortgage  giant 
ublic  in  1989  and  tripled  its 
ize  every  three  years  in  the 
990s.  But  in  June,  Freddie's 
teady  growth  proved  to  be 
irendsel's  undoing.  New 
uditors,  brought  in  after 
xthur  Andersen's  collapse, 
iscovered  that  earnings  had 
een  manipulated  to  smooth 
ut  spurts  and  lulls  in  growth, 
nd  that  Freddie  had  mucked 
p  the  accounting  for  more 
lan  $260  billion  in 
ecurities.  In  the  wake  of 
irendsel's  resignation  on 
une  9,  Freddie  restated  $5 
illion  in  earnings  and  agreed 
3  pay  a  $125  million  penalty 
jr  the  accounting 


OUTTA  THERE  Sprint 
sacked  Esrey  (left) 
over  a  tax  shelter; 
Mullin  vexed  Delta 
pilots;  Holden  saw 
Kraft's  stock  skid 

breakdown. 
Regulators  want 
Brendsel  to  cough  up 
$34  million  in 
penalties,  while 
Congress  is  debating 
tougher  rules  for 
Freddie  Mac  and 
Fannie  Mae.  Pleasing 
shareholders  has 
seldom  cost  so  much. 

Candice  Bergen 
may  have  been  Sprint 
Corp.'s  public  persona, 
but  for  more  than  two 
decades  CEO  William  T. 
Esrey  was  the  driving 
force  inside  the 
company.  A  former 
investment  banker 
with  a  love  of  technol- 
ogy, the  63-year-old 
Esrey  pushed  Sprint  to 
the  cutting  edge.  But  on  Feb. 
2,  Sprint  booted  its  longtime 
leader  for  his  use  of  a  question- 
able tax  shelter  to  shield  more 
than  $100  million  in  stock 
option  gains.  Esrey  says  he 
was  an  unwitting  participant, 
poorly  advised  by  accountants 
Ernst  &  Young  LLP.  But  in  an 
era  when  too  many  CEOs  have 
come  under  fire  for  playing 
fast  and  loose  with  the 
numbers,  Sprinf  s  board 
couldn't  let  Esrey  slide. 

During  his  six  years  at  the 
helm  of  Delta  Air  Lines  Inc., 
Leo  F.  Mullin,  60,  kept  the 
company  out  of  bankruptcy 
and  built  up  the  strongest 
balance  sheet  in  the  industry, 
with  more  than  $2  billion  in 
cash.  But  that  cash  hoard 
won't  last  long  if  Delta  can't 
persuade  the  pilots  to  accept 
significant  pay  cuts.  When  the 
pilots  learned  that  Mullin  had 
quietly  guaranteed  his  top  33 
executives  $45  million  in 
pensions  if  the  airline  went 
bankrupt,  the  negotiations 
broke  down.  That' s  why  he's 
stepping  aside  on  Jan.  12. 

He's  not  alone  either. 
American  Airlines  Inc.  CEO 
Donald  J.  Carty  resigned  in 


April,  after  the  airline's  unions 
learned  that  it  had  agreed  to 
pay  top  execs  hefty  retention 
bonuses  and  spend  $40 
million  to  protect  the  pensions 
of  senior  managers  in  event  of 
bankruptcy.  Carty,  57,  had 
convinced  the  unions  to 
accept  $1.6  billion  in 
concessions  on  the  premise 
the  airline  was  broke.  The 
unions  extracted  one  last 
bonus  for  sticking  to  the  deal: 
Carty  had  to  walk  the  plank. 

In  recent  years,  Mikhail  B. 
Khodorkovsky,  the  onetime  bad 
boy  of  Russian  business, 
seemed  to  have  turned  over  a 
new  leaf.  The  richest  and  most 
successful  of  Russia's 
"oligarchs,"  Khodorkovsky 
had  Western  investors 
flocking  to  buy  shares  in 
Yukos,  the  oil  company  he 
managed  and  largely  owned. 
And  in  recent  weeks,  Exxon- 
Mobil Corp.  has  signaled  its 
interest  in  buying  a  multi- 
billion  dollar  stake  in  the 
Russian  company.  So  it  came 
as  a  shock  when,  on  Oct.  25, 
Khodorkovsky,  40,  was 
arrested  on  charges  of 
defrauding  the  state  of  more 
than  $1  billion  between  1994 
and  2000.  He  denies  any 
wrongdoing.  If  convicted,  he 
could  face  10  years  in  jail. 

For  Richard  H.  "Dick"  Brown, 
Mar.  20  marked  the  end  of  an 


impressive  run  of  corporate 
turnarounds.  Six  months  after 
shocking  investors  by  missing 
third-quarter  earnings 
estimates  by  80%  and  failing 
to  disclose  a  $225  million 
payment  in  connection  with  a 
failed  derivative  strategy, 
Brown,  56,  resigned  as  chief 
executive  of  Electronic  Data 
Systems  Corp. 

He  was  a  farm  boy  who 
transformed  a  family 
prosciutto  business  in  Italy 
into  one  of  the  world's  biggest 
dairy  groups.  But  now  the  65- 
year-old  Calisto  Tanzi,  the 
former  chairman  and  CEO  of 
Parmalat,  is  at  the  center  of  a 
scandal  that's  already  being 
compared  with  Enron  and 
WorldCom.  On  Dec.  19,  four 
days  after  Tanzi  resigned 
under  pressure,  Parmalat 
admitted  a  $4.9  billion  bank 
account  it  had  claimed  a 
subsidiary  held  did  not  exist. 
Now  Italian  prosecutors 
estimate  the  missing  funds  to 
be  between  $8  billion  and 
$12  billion.  On  the  day 
Parmalat  was  declared 
bankrupt,  Dec.  27,  Tanzi  was 
arrested  on  suspicion  of  fraud, 
false  accounting,  and 
destruction  of  evidence, 
though  formal  charges  have 
not  been  filed.  Parmalat's  ex- 
CFO  and  at  least  20  others  are 
also  under  investigation.  ■ 


SecondActs 


EDGAR  M.  BRONFMAN  JR.,  the  48  year  old 

scion  of  the  Seagram  Co.  empire,  bristles  at 

the  notion  he  is  seeking  redemption  after 

losing  billions  of  dollars  of  his  family's  fortune 

in  the  disastrous  merger  with  Vivendi  Universal 

in  2000.  But  a  $2.6  billion  purchase  of  Warner 

Music  Group  by  Bronfman  and  a  group  of 

investors  could  well  offer  it  to  him  anyway. 

Bronfman  has  a  good  sense  of  the  music 

business:  He  helped  build  Universal  Music  Group  into  a 

powerhouse  following  the  acquisition  of  Polygram  and  talked  early 

on  about  the  importance  of  delivering  tunes  online.  He's  even  a 

songwriter  himself.  Since  he'll  be  running  a  private  company, 

Bronfman  won't  be  distracted  by  shareholder  concerns  as  he  cuts 

costs.  His  real  challenge  will  be  trying  to  stop  the  steep  decline  in 

music  sales  due  to  online  piracy  and  file  sharing.  If  Bronfman  gets 

it  right  this  time,  he  could  end  up  reshaping  an  industry. 


BRONFMAN  picks 

up  the  baton 
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QnTrial 

This  year,  the  wheels  of  justice  may 
catch  up  to  some  movers  and  shakers 


CALL  IT  THE  TIME 
of  reckoning.  After 
more  than  two 
years  of  corporate 
scandals, 
executives  are  finally  facing  a 
judge  or  jury.  Some,  such  as 
Samuel  D.  Waksal  of  ImClone 
Systems  Inc.,  are  already 
paying  their  dues.  In  June  the 
founder  and  CEO  of  the  New 
York  drug  company  was 
sentenced  to  87  months  in 
prison  and  fined  $3  million 
for  his  role  in  an  insider- 
trading  scandal.  As  U.S. 
Attorney  Jim  Comey  said,  the 
sentence  "shows  that 
corporate  crooks  will  serve 
real  jail  time." 

In  most  cases,  though,  that 
remains  to  be  seen.  While  a 
number  of  scandal-plagued 
executives  will  be  trotted 
before  the  courts  in  the  next 
few  months,  if  s  unclear  how 
many  of  them  will  ever  end 
up  behind  bars.  Frank 
Quattrone,  the  former  star 
dcalmaker  at  Credit  Suisse 
First  Boston,  faced  as  much 
as  25  years  in  jail  on  charges 
of  obstruction  of  justice.  But 


in  October  a  judge  declared  a 
mistrial.  The  case  will  be 
retried  in  March.  Domestic 
icon  Martha  Stewart  goes  on 
trial  in  January  facing 
charges  of  securities  fraud 
and  lying  to  investigators 
about  her  sale  of  3,928 
ImClone  shares.  Stewart 
stepped  down  as  chairman 
and  CEO  of  Martha  Stewart 
Living  Omnimedia  Inc.  in 
June  after  being  indicted. 
Although  prosecutors  didn't 
actually  charge  her  with  the 
insider  trading  for  which  she 
was  investigated,  Stewart 
could  still  face  jail  time. 
Already,  she  has  suffered 
huge  financial  losses  from  her 
company's  shrinking  stock 
price  and  drop  in  magazine 
ad  pages,  not  to  mention  the 
overall  blow  to  her 
reputation. 

Perhaps  the  biggest  shot  to 
a  top  CEO's  reputation  came 
in  the  trial  of  former  Tyco 
International  Ltd.  CEO  L. 
Dennis  Kozlowski  and  former 
CFO  Mark  H.  Swartz.  With  his 
penchant  for  extravagant 
parties  and  $6,000  shower 


curtains,  Kozlowski  has  come 
to  symbolize  the  excesses  and 
greed  of  the  late  1990s. 
Together,  they  are  accused  of 
stealing  $600  million  from 
the  company  and  its 
shareholders.  If  found  guilty, 


they  face  up  to  30  years  in 
prison.  Kozlowski  is  also 
battling  charges  of  sales  tax 
evasion  on  art  purchased  in 
New  York. 

For  the  sheer  volume  of 
losses,  though,  it's  hard  to 
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Egg  on  Enron  Faces 


THE  PEOPLE  WHO  BROUGHT  about  the  Enron  debacle  are  slowly 
starting  to  pay  tor  their  crimes.  David  W.  Delainey,  once  head  of  the 
energy  giant's  Energy  Services  Div.,  pleaded  guilty  to  criminal  insider 
trading  on  Oct.  30.  So  far,  he  is  the  highest- 
ranking  executive  to  face  jail  time.  Three  lower- 
level  execs-Ben  Glisan,  Michael  J.  Kooper,  and 
Larry  Lawyer-have  also  pleaded  guilty  to  a 
variety  of  criminal  charges.  All  were  close 
associates  of  Andrew  Fastow,  Enron's  former  chief 
financial  officer  and  the  man  at  the  center  of  its 
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most  controversial  business  deals.  He  is  scheduled  to  go  to  trial  in 
April  on  charges  of  fraud,  money  laundering,  and  conspiracy. 
But  many  would  like  to  see  former  Chairman  Kenneth  L.  Lay  and  ex- 
CEO  Jeffrey  Skilling  behind  bars.  It's  not  clear,  though,  that  the  Justice 
Dept.  will  ever  bring  charges  against  the  top  duo,  who  have 
steadfastly  maintained  that  they  acted  properly.  Indeed,  they  could 
argue  that  they  did  not  directly  participate  in  the  company's  worst 
deals  and  that  lawyers  signed  off  on  them. 

Justice's  strategy  for  reaching  Skilling  and  Lay 
is  to  flip  lower-level  execs.  First  up:  Fastow's  wife, 
Lea,  who  once  served  as  assistant  treasurer.  She 
will  be  in  court  in  February 
NEXT  UP  Lea  and      on  charges  of  tax  fraud 
Andrew  Fastow        and  money  laundering. 
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p  the  folks  at  WorldCom 
c.  with  its  $11  billion 
counting  fraud.  On  Feb.  2, 
rmer  cfo  Scott  D.  Sullivan 
ill  stand  trial  on  federal 
larges  of  defrauding 
vestors  through  false 
atements.  While  Sullivan 
is  maintained  his 
nocence,  four  other  former 
:ecutives  have  pleaded 
lilty  to  fraud-related 
larges:  Troy  M.  Normand, 
rector  of  legal  entity 
counting;  Betty  L.  Vinson, 
rector  of  management 
porting;  controller  David  F. 
yers;  and  Buford  T.  Yates  Jr., 
rector  of  accounting.  All 
ive  settled  civil  charges 
ith  the  Securities  & 
xchange  Commission  and 
ive  been  barred  from 
srving  as  officers  with 


SULLIVAN  The  former 
WorldCom  CFO,  following  his 
booking  on  fraud  charges 

public  companies.  Their 
boss,  former  Chairman  and 
CEO  Bernard  J.  Ebbers,  was 
charged  with  filing  false 
information  to  the  SEC  by 
the  state  of  Oklahoma,  but 
that  case  has  been  dismissed 
until  after  Sullivan's  trial. 
State  Attorney  General  WA 
Drew  Edmondson  said  he 
will  refile  charges  as  early  as 
March. 

Another  top  executive  who 
claims  no  knowledge  of  any 
wrongdoing  around  him  is 
former  HealthSouth  Corp. 
CEO  Richard  Scrushy.  The 
founder  of  the  Birmingham 
(Ala.) -based  rehab  hospital 
chain  is  alone  among  former 
colleagues  in  claiming 
innocence  in  the  $2.74  billion 
accounting  scandal.  So  far,  16 
former  executives  have 
pleaded  guilty  to 
participating  in  the  fraud. 
Among  the  guilty  are  four 
former  CFOs— including 
William  Owens,  who  last  held 
the  position  under  Scrushy— 
and  a  former  treasurer, 
Malcolm  McVay.  Five  have  been 
sentenced  so  far,  with  only 
one,  former  assistant 
controller  Emery  Harris, 
getting  jail  time.  Scrushy 
convinced  a  judge  to 
postpone  his  trial,  allowing 
more  time  to  prepare  his 
defense  against  all  85 
charges,  including  fraud 
and  money  laundering. 

The  accounting  scandal 
at  Gateway  Inc.,  in  contrast, 
looks  a  little  more 
contained.  The  direct  seller 
of  PCs  saw  SEC  fraud 
charges  filed  against  three 
former  executives  on  Nov. 
13:  CEO  Jeff  Weitzen,  CFO 
John  Todd,  and  Controller 
Robert  Manza.  They're 
charged  with  "numerous 
small  accounting  tricks" 
to  inflate  revenues  by 
6.5%  and  earnings  by 
30%  in  the  third 
quarter  of  2000.  While 
the  trio  don't  face  jail 
time,  the  SEC  wants 


them  to  be  fined  and 
prevented  from  serving  as 
company  directors. 

Even  those  who  have 
retired  from  the  corporate 
scene  aren't  above  answering 
for  past  actions.  Take  the  case 
of  John  Rips,  known  as  Mr. 
John,  the  kindly  benefactor 
who  helped  locals  in 
Coudersport,  Pa.,  pay  for 
medical  expenses.  In  mid- 
February,  federal  prosecutors 
will  begin  their  case  against 
78-year-old  Rigas  and  his 
sons  Timothy  and  Michael 
for  allegedly  bilking  cable 
operator  Adelphia 
Communications  Corp.  and 
its  shareholders  out  of  more 
than  $2  billion  through  a 
complex  scheme  in  which 


funds  they  co-borrowed 
along  with  the  company  were 
spent  on  such  personal  items 
as  New  York  condos, 
airplanes,  a  professional 
hockey  team,  and  building 
their  own  golf  course. 

Rigas  and  his  sons  have 
pleaded  not  guilty,  saying 
they  did  everything  with  the 
knowledge  of  Adelphia' s 
board.  But  the  board,  after  an 
internal  investigation,  has 
also  filed  suit  against  the 
Rigas  clan.  The  family's 
biggest  problem:  Former 
Finance  Vice-President  James 
R.  Brown  has  pleaded  guilty 
and  has  implicated  Rigas  and 
his  two  sons.  Looks  like 
another  corporate  drama  will 
soon  unfold.  ■ 


Nice  party,  nice  people" 

-Dennis  Kozlowski,  folbwing  the  screening  in 

October  of  the  videotape  from  his  wife's  extravagant  birthday 

party  in  Sardinia,  which  is  evidence  in  his  trial  on 

charges  of  looting  Tyco. 


ON  THE  DOCKET  Kozlowski 's  trial 
continues  in  New  York  City. 
Stewart  goes  to  court  this 
month.  Rigas'  trial  is  slated  to 
begin  in  mid-February 
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STRONG  quit  after 
improper  trades  of 
his  own  company's 
mutual  funds 


The  Mutual-Fund 

Scandals 

Leaving  the  little  guy  in  the  dark  made  for  some  nice 
payoffs,  but  the  comeuppance  stands  to  be  even  heftier 


EVEN  THOSE 
jaded  by  the 
corporate  and 
Wall  Street 
scandals  of  the 
past  few  years  may  find  it 
hard  not  to  be  shocked  by 
this  year's  revelations  of 
preferential  treatment  and 


self-dealing  in  the  once- 
conservative  mutual-fund 
industry.  On  Dec.  17,  James  P. 
Connelly  Jr.,  the  40-year-old 
former  vice-chair  of  Fred 
Alger  &  Co.,  became  the  first 
mutual-fund  executive  to  be 
sentenced  to  jail  (one  to  three 
years).  That  must  have  been 


particularly  shocking  to  this 
roster  of  onetime  luminaries 
now  humbled. 

Over  a  hard-driving  30- 
year  career,  Richard  S.  Strong, 
61,  built  a  small  Milwaukee 
business  into  a  national 
financial  empire  with  $43 
billion  in  assets  at  its  peak. 
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He  also  made  himself  very 
rich:  He's  worth  $800 
million.  Now  he  has 
admitted  to  engaging  in 
short-term  trading  of  his 
own  company's  mutual 
funds,  in  violation  of  the 
funds'  rules,  for  a  paltry 
$600,000  in  trading  profit 
New  York  Attorney  Genera 
Eliot  Spitzer's  office  says  h 
is  considering  filing  crimin 
and  civil  charges  against 
Strong.  And  the  Securities 
Exchange  Commission  is 
weighing  a  civil  case.  Stron 
has  resigned  and  promised 
to  repay  investors  any  lossf 
The  company  has  hired 
Goldman,  Sachs  &  Co.  to 
explore  a  possible  sale. 

Edward  "Eddie"  Stern,  38, 
has  become  the  poster  boy  j 
the  exploding  mutual-fund!   ' 
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scandal.  The  scion  of  Hartz 
Mountain  Industries  Inc.'s 
founding  family  and  son  of 
real  estate  magnate  Leonan 
N.  Stern,  he  ran  the  $730 
million  Canary  Capital 
Partners  LLC  hedge  fund.  I   i 
was  the  first  to  be  implicate 
by  Spitzer  for  late  trading 
and  market  timing.  In 
September,  Stern  settled  an 
was  forced  to  cough  up  $40 
million  in  fines  and 
restitution  without  admittin 
any  wrongdoing. 

Last  month,  incoming 
chief  executive  of  Janus 
Capital  Management  LLC, 
Mark  Whitson,  42,  faced  two 
big  problems:  plunging 
assets  due  to  the  bear  markt 
in  stocks  and  a  host  of  top 
manager  departures. 
Whitson  made  his  first 
priority  improving  mutual- 
fund  performance,  but  it 
seems  he  should  have  set  hi 
sights  instead  on  eliminatin 
special  deals.  The  firm  has 
admitted  to  Spitzer's 
allegation,  part  of  the  Canar 
case,  that  it  gave  one  hedge 
fund  the  right  to  make 
frequent  jumps  in  and  out  o 
its  funds,  a  practice 
prohibited  to  ordinary 
investors.  And  it  will  refund 
$31.5  million  to  investors. 
Janus,  the  ninth-largest 
mutual  fund,  with  $85.7 
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illion  in  assets,  has  not  been 
larged  with  wrongdoing. 
Gary  L  Pilgrim  built  Pilgrim 
axter  &  Associates  from 
j  :ratch,  sold  it  at  the  top  of 
le  market  in  2000  for  $400 
I  ullion,  and  was  paid 
landsomely  to  keep  his  job 
icking  stocks,  to  boot  But 
W  apparendy  wasn't  enough 
ir  the  63-year-old  mutual- 
ind  manager.  A  big  fan  of 
xh  stocks,  he  didn't  trim  his 
oldings  fast  enough  during 
le  market  downturn,  and 
x>n  Pilgrim,  his  wife,  and 
vo  others  had  set  up  a  hedge 
,ind  that  traded  in  and  out  of 
As  own  company's  funds  120 
mes  in  2000  and  2001,  in 
iolation  of  its  own  rules,  the 
EC  says.  Spitzer  wants 
ilgrim  and  his  longtime 
farmer,  Harold  J.  Baxter,  to 
^turn  $250  million  to 
westors.  And  he  has  filed 
ivil  charges  against  both  of 
lem.  Pilgrim's  lawyer  was 
navailable  to  comment. 


Not  exactly 
mutual: 
Market- 
timing 
privileges 
were  denied 
to  ordinary 
investors 
but  granted 
to  others 


Best  known  for  investing  in 
fast-growing  stocks,  Alliance 
Capital  Management  Corp. 
made  the  most  of  the  stock 
market's  momentum  in  the 
late  1990s.  But  59-year-old 
former  chief  John  D.  Carifa  also 
made  tens  of  millions  during 
the  bad  times,  even  as  his 
New  York  firm's  investors  lost 


millions.  Now  it  turns  out  that 
under  his  watch  the  company 
allowed  sophisticated  traders 
to  rapidly  trade  its  funds  in 
exchange  for  parking  money 
with  Alliance.  The  company, 
which  manages  about  $453 
billion,  agreed  on  Dec.  18  to  a 
$350  million  cut  in  fees  plus  a 
$250  million  fine  as  part  of 


separate  settlements  with 
Spitzer  and  the  SEC,  but 
neither  admitted  nor  denied 
their  findings. 

The  "people's  broker," 
Charles  Schwab  &  Co.,  was 
quick  to  capitalize  on  Wall 
Street's  problems  last  year 
with  a  searing  TV  ad 
campaign:  "Let's  put  some 
lipstick  on  this  pig,"  quipped 
one  broker  to  another  about 
selling  a  loser  stock  to 
unsuspecting  investors.  Now, 
the  San  Francisco  company 
has  launched  an  internal 
investigation  into  market- 
timing  at  a  fund  unit  after 
receiving  queries  from  both 
the  SEC  and  Spitzer.  The 
company  and  its  chief 
executive,  David  S.  Pottruck,  56, 
have  acknowledged  they 
allowed  a  handful  of 
institutional  investors  to  trade 
in  and  out  of  its  Excelsior 
Funds  family.  The  firm's 
profits  are  down,  its  stock 
hammered.  ■ 


A  White  Knight  for  Mutual-Fund  Investors 


NO  MUTUAL-FUND  executive 

wants  to  get  a  phone  call  from 

Eliot  Spitzer  these  days.  New 

York  Attorney  General  since 

January,  1999,  Spitzer  really 

made  a  name  for  himself  in 

2003,  wielding  his  staff  of 

1,800  (including  500  lawyers) 

like  a  battering  ram  against  the 

fortress  of  Wall  Street  privilege. 

Spitzer's  battle  began  in  June, 

2001,  when  he  subpoenaed 

94,400  pages  of  office  e-mail 

from  Merrill  Lynch  &  Co.  His 

investigation  eventually  led  to 

charges  of  distributing  tainted 

research,  a  $100  million  fine, 

and  disclosures  of  analysts 

dissing  their  own  stock  picks. 

Merrill  never  admitted  guilt.  By 

spring,  2003,  Spitzer  was 

polishing  up  a  global  settlement  in  which  10  major  Wall  Street  firms 

ponied  up  $1.4  billion  in  fines  because  their  investment  bankers  had 

exerted  undue  influence  on  securities  research. 

Now  Spitzer,  42,  is  on  to  the  next  great  scandal:  abuse  of  trading 
rules  by  mutual-fund  managers.  He  has  assigned  15  lawyers  full-time 
to  the  investigation,  which  began  when  a  tipster  led  him  to  a 
troublesome  hedge  fund  called  Canary  Capital  Partners  LLC.  Since 


then,  more  than  33  financial 
firms  have  come  under 
investigation  and  at  least  32 
executives  have  stepped  down. 

Key  to  Spitzer's  success 
has  been  his  revival  of  the 
Martin  Act,  New  York's  once- 
dormant  1921  Blue  Sky  law, 
which  was  originally  passed  to 
combat  fraudulent  stock 
schemes.  As  a  prosecutor,  he 
has  the  ability  to  both 
subpoena  and  indict, 
something  the  Securities  & 
Exchange  Commission  can  do 
only  through  referral  to  the 
Justice  Dept. 

Spitzer  says  he  is  looking 
out  for  the  little  guy.  Some  call 
that  grandstanding,  but 
Spitzer's  mutual-fund  probe 
has  also  earned  grudging 
respect  on  Wall  Street.  His 
settlement  with  mutual-fund 
giant  Alliance  Capital  Management  includes  a  $350  million  cut  in 
fees  charged  to  investors.  SEC  Chairman  William  H.  Donaldson 
disapproves;  he  believes  fees  should  be  set  by  market  forces.  But 
Spitzer  is  more  than  happy  to  give  the  market  a  nudge. 


SPITZER  can  both  subpoena 
and  indict,  unlike  the  SEC 
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NEELEMAN 

was  quick  to 
admit  fault 
when  company 
rules  were 
broken 


PRFiascoes 

Managers  who— mostly— failed  to 
respond  with  grace  under  pressure 


THROUGH  SHEER 
stubbornness,  greed, 
naivete,  or  misplaced 
self-confidence,  these  folks 
put  their  carefully  groomed 
images  in  jeopardy.  And  only 
a  few  (O.K.,  make  that  one) 
came  out  still  looking  good. 
Exhibit  A:  Rosie  vs.  Dan. 
Too  proud  to  settle  a  contract 
dispute  over  the  closing  of 
Rosie  magazine,  Daniel  B. 
Brewster  Jr.,  CEO  of  publisher 
Gruner+Jahr  USA,  and 
celebrity  Rosie  O'Donnell 
wheeled  their  circus 


sideshow  into  a  courtroom. 
The  airing  of  dirty  laundry, 
from  accusations  that  Rosie 
was  a  relentlessly  cruel  boss 
to  questions  about  G+J's 
circulation  numbers,  became 
glorious  fodder  for  the 
tabloid  press. 

Exhibit  B:  The  Pritzkers. 
The  reclusive  family  normally 
prefers  to  keep  the  spotlight 
on  the  glitzy  cornerstone  of 
its  $15  billion  fortune,  Hyatt 
Hotels  Corp.  But  the 
Pritzkers  were  thrust  into  an 
unflattering  light  when  Liesel 


The  CEO 
said  he  would  ruin 
me.  Well  see  who ' s 
standing  at  the  end" 

-Rosie  O'Donnell, 

about  Gruner+Jahr  Chief  Executive 

Daniel  Brewster,  in  the  suit  over  the 

failed  magazine  with  her  name  on  it 


Pritzker,  a  Columbia 
University  undergrad  who 
has  been  making  a  name  for 
herself  on  Broadway,  sued 
her  father,  Robert,  and  her 
many  cousins,  claiming  her 
$1  billion  fortune  had  been 
spirited  away  after  her 
parents'  sordid  divorce.  The 
lawsuit  revealed  an  even 
deeper  feud  and,  most 
unexpected,  the  family's 
plans  for  divvying  up  the 
fortune  in  coming  years. 

At  least  some  executives 
were  quick  to  own  up  to  their 
fiascoes.  When  passengers 
learned  that,  in  2002,  JetBlue 
had  given  the  travel  records 


of  5  million  customers  to  a 
private  contractor  working 
on  security  issues  for  the 
Defense  Dept.,  in  violation 
its  own  privacy  policy,  CEO 
David  Neeleman  e-mailed  a 
mea  culpa  to  those 
customers  and  enlisted 
Deloitte  &  Touche  to  ensur 
such  lapses  wouldn't  hap 
again. 

Indeed,  the  one  sure  losin 
ploy  seems  to  be  to  waffle 
once  you  come  under  attack. 
DaimlerChrysler  flunked  on  th 
score.  After  signing  up  as 
sponsor  of  a  pay-per-view 
stunt  called  the  Dodge 
Lingerie  Bowl  for  the 
upcoming  Super  Bowl,  it 
hedged  on  whether  or  not  th 
models  would  be  wearing 
lingerie  (do  lacy  shoulder 
pads  count  as 
lingerie?)  and 
on  whether 
company  brass 
had  approved 
the  initiative. 
Then  it  dropped 
its  sponsorship 
altogether. 
Advice  to 
Daimler- 
Chrysler  execs: 
Next  time 
you're  planning  a 
controversial  stunt,  decide 
what  pattern  to  run  before 
you  snap  the  ball.  ■ 


PRITZKER 

aired  lots 
of  dirty  line 


NewNames 


Looking  to  make  a  clean  break  with  the  past,  some  big-name 
companies  spent  millions  on  corporate  rechristenings.  Philip  Morris 
Cos.,  the  Marlboro  marketer,  had  already  sought  relief  from  the  anti- 
tobacco  legions  with  a  $180  million  ad  campaign  that  had  little 
impact.  So  it  went  looking  for  a  nondescript  name  instead,  and  found 
AKria  Group  Inc.,  derived  from  the  Latin  word  altis,  high.  AOL  Time 
Warner,  trying  to  forget  a  romance  gone 
sour,  returned  to  its  old-media  roots  with 
Time  Warner.  And  WorldCom  Inc.,  forcec 
into  bankruptcy-court  protection  by  a 
monumental  fraud,  reverted  to  its  MCI 
brand.  Tyco  International  Ltd.  seemed 
ripe  for  a  change,  but  new  management 
chose  to  stand  pat,  for  now.  Turns  out 
customers  of  ADT  security  alarms  and 
Grinnell  valves  don't  necessarily 
associate  those  brands  with  their 
troubled  parent. 
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Consider  the  possibiliti 


\  powerful  new  level  of  industry  automation  support 

butting-edge  manufacturers  are  constantly  challenging  the  next  level  of 
;ff iciency, reliability  and  flexibility.  As  a  world  leader  in  Sensing  and  Control 
"echnology, Omron  helps  companies  achieve  these  goals.  And  with  operations 
iround  the  globe,  we're  able  to  work  closely  with  each  customer  to  provide 
i  solution  for  every  specific  need. 


Products  that  improve  manufacturing 
productivity  and  quality 


omRon 

Sensing  tomorrow7 


Industrial  Automation.  Omron  Electronics  LLC  800-55-OMRON  -Electronic  Components:  Omron  Electronics  LLC  800-55-OMRON  'Healthcare:  Omron  Healthcare,  Inc.  847-680-6200 
•Automotive:  Omron  Automotive  Electronics,  Inc.  248-893-0200  'Social  Systems:  Omron  Transaction  Systems,  Inc.  847-843-0515 

Website:  www.omron.com 


THE  LAST  WORD 


Miss  Manners  Regrets 

The  syndicated  columnist  sounds  off  about  "wildly  blatant"  greed,  soaring 
executive  pay,  the  "unfair"  use  of  the  perp  walk,  and  other  fine  points 


FROM  CORPORATE-FUNDED  bacchanalia  in  Italy 
to  outsized  pay  packages,  some  American 
managers  have  been  models  of  bad  behavior. 
Are  these  headline  grabbers  just  exceptions 
to  the  social  norm  or  emblematic  of  how  we 
conduct  ourselves  in  the  workplace?  For  a 
clearer  sense  of  the  state  of  corporate  etiquette, 
BusinessWeek  consulted  Judith  Martin,  the 
syndicated  columnist  known  as  Miss  Manners. 

You  just  wrote  Star-Spangled  Manners,  a  look  at  American 
etiquette.  How  does  the  country  rank? 

If  you're  asking  how  our  etiquette  system  ranks,  I  would  say 
if  s  both  the  best  and  the  most  influential  in  the  world  today. 
How  do  we  rank  as  practitioners  of  it?  Well,  we  have  a  lot  of 
people  who  violate  it,  as  does 
every  society. 


Have  we  become  more 
comfortable  with  boorish 
behavior  in  the  executive 
suite? 

This  is  a  society  in  which 
greed  has  become  wildly 
blatant.  Have  we  become 
comfortable  with  it?  No. 
People  resent  it.  They're 
delighted  when  someone 
who  has  been  getting  away 
with  this  is  caught  by  the 
legal  system. 

We  have  seen  a  rapid 
escalation  in  executive 
compensation  over  the  past 
decade.  Is  that  a  problem? 

It  builds  up  resentment.  I 
would  doubt  that  people  who 
are  making  skimpy  wages 
have  warm  feelings  toward 
an  organization  that  creates 
such  a  divide  between  the 
rich  and  poor. 

A  lot  of  those  rich  execs  do 
give  to  charity,  and  some  of 
them  seem  to  have  their 
names  on  every  building  in 
their  home  town.  Another 
example  of  bad  taste? 
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What  happened  to  good  old  Anonymous?  One  very  rarely 
sees  Anonymous  listed  among  donors  anymore.  It  [has] 
become  a  competitive  game  because  people  believe  they  are 
gaining  prestige.  If  s  a  good  end  but  a  rather  pathetic  means 
to  get  there. 

Let's  say  a  donor  is  up  on  criminal  charges.  Can  you  take  their 
name  off  the  building  if  they  go  to  jail? 

That's  a  rather  ugly  move  unless  you  return  the  money.  If  a 
person  is  tainted  or  has  ill-gotten  gains,  return  the  money. 
Then  wipe  off  the  name. 

What  do  you  think  of  such  traditions  as  the  perp  walk? 

It  is  an  attempt  to  use  humiliation  to  augment  and  stir  up 
social  disapproval.  Since  it's  usually  done  before  someone  is 
convicted,  there's  something  unfair  about  it.  The  weapons  ths 
the  realm  of  manners  has  to  control  behavior  are  disapproval \ 
and  humiliation.  They  must  be  used  judiciously. 


We've  seen  indicted  celebritie 
sit  down  to  chat  with  Barbara 
Walters.  Is  it  proper  to  go  publ 
with  one's  problems? 

People  have  found  that  a  goo 
confession  and  a  little  remors 
are  enough  to  wipe  out  any 
transgression  or  crime.  As 
long  as  the  person  tells  us  the 
whole  story,  says  he's  sorry, 
and  maybe  seeks  therapy  or 
something  like  that  for  12 
minutes,  we  will  wipe  the 
record  clean.  It's  rather 
generous . .  .who  would  not 
take  advantage  of  it? 

In  a  recent  interview  with 
Harvard  Business  Review,  you 
criticized  the  informality  of  the 
American  workplace.  What  are 
the  perils? 

We  Americans  pride  ourselves 
on  not  tolerating  phoniness, 
yet  this  is  the  biggest  hoax- 
that  people  you  work  with  are 
also  your  friends  and  that 
[your  jobs]  are  a  leisuretime 
activity.  You're  not  equal  to 
your  boss  or  your  staff.  You 
have  to  work  together  in  a 
cooperative  and  pleasant 
manner,  but  you  don't  have  to 
befriends.  ■ 


An  entrepreneurial  workforce, 

cutting  edge  technology, 

and  a  globally  connected  infrastructui 

Northern  Ireland  offers  solid  benefits,  not  fancy  headlines. 


A  highly  educated,  flexible,  and  resourceful  workforce,  is  just  one  of  the  solid  benefits 
Northern  Ireland  offers.  We  offer  classic  American  values  at  better  savings  than  you'd  expect 
back  home.  Combine  these  with  advanced  telecommunications,  world-class  research 
universities  and  easy  access  to  Europe  and  it's  clear  that  expansion  into  Northern  Ireland  is 
worth  considering. 

Perhaps  that's  why  companies  such  as  Nortel  Networks  and  Fujitsu  are  already  in  Northern 
Ireland  putting  our  fresh  talent  to  work  and  why  Hewlett  Packard,  Microsoft,  Amazon,  Dell, 
Warner  Music,  and  General  Motors  place  their  IT  services  here. 

To  understand  the  benefits  Northern  Ireland  can  offer  your  business,  contact 
Invest  Northern  Ireland  at  617  266  8839  or  visit  us  at 
WWW.investni.COm/invest  for  more  information. 
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Northern  Ireland 

fresh  talent  at  work  ^^H^    ~ 


SPECIAL  REPORT 


Industry  Out! 

2004 


The  return  of  the  dot-com  boom? 
Hardly.  But  after  wilting  for  two 
years,  the  info-tech  market  will 
stage  a  broad  rally.  That 
includes  PCs,  chips, 
software,  and  other  high- 
tech  accoutrements.  Even 
telecom  spending  should 
inch  up.  INFORMATION 
TECHNOLOGY  P.  92 
When  are  cost  increases  of 
7%  a  good  thing?  When 
you're  talking  about  health 
care.  That  rate  for  2004  is 
lower  than  the  prior  two  years. 
Still,  the  slowdown  won't  stop 
companies  from  passing  more 
costs  on  to  workers.  Yes,  that's  a 
headache—but  popping  a  pill  may 
just  make  it  worse.  Meds  will  cost 
more,  too.  LIFE  SCIENCES  P.  102 
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In  traditional  manufacturing, 
only  the  steelmakers  can  bank 
on  a  rosier  year  ahead.  Car 
companies  can't  complain  too 
much,  either,  since  sales  will  keep 
coasting.  Gains  in  defense  won't  quite  offset 
weakness  in  commercial  aviation.  And 
businesses  and  consumers  may  not 
like  what's  coming  in  energy. 
MANUFACTURING  P.  106 
Can  a  company  outsource 
everything?  Not  quite,  but  auditors 
and  consultants  are  steeling 
themselves  for  more  competition 
offshore.  The  travel  biz  sees 
globalism  through  a  different  lens- 
international  flights  will  be  up.  But 
the  overall  services  industry  faces 
some  thorny  issues.  Advertisers  must 
deal  with  TiVO-armed  viewers  skipping 
ever  more  ads.  As  for  retailers,  highl- 
and low-end  chains  will  be  squeezing 
themiddle.SERVICESP.114 
Continuing  financial  scandals  aren't  likely  to 
stop  investors  from  plowing  money  into 
mutual  funds.  For  commercial  and 
investment  banks,  2004  won't  be  as  sweet 
as  the  year  just  ended.  FINANCE  P.  124 
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INDUSTRY  OUTLOOK 


BOOM  TIMES  AGAIN?  IT  MAY  SOON 
seem  that  way.  The  U.S.  economy  is  final- 
ly beginning  to  hit  its  stride,  with  gross 
domestic  product  set  to  expand  by  4.3% 
this  year,  up  sharply  from  the  3%  esti- 
mated for  2003  and  a  big  improvement 
from  the  feeble  2.2%  the  year  before. 
Stock  market  investors,  commodities 
buyers,  and  many  folks  in  Washington— 
at  least  the  reelection-minded  Republi- 
cans—agree with  the  economic  prognos- 
ticators.  "It  should  be  a  very  good 
year— the  best  for  business  since  the  2000 
boom,"  says  Mark  M.  Zandi,  chief  econo- 
mist at  Economy.com  Inc.,  the  West 
Chester  (Pa.)  consulting  firm. 

Many  business  leaders,  however,  aren't 
so  bullish.  Amid  big  uncertainties— Iraq, 
the  surging  federal  deficit,  and  the  war  on 
terrorism— the  2004  outlook  remains 
clouded  by  the  complicated  effects  of 
strong  productivity  growth.  Surging  pro- 
ductivity lets  companies  make  more  with 
less.  In  industries  enjoying  strong  de- 
mand, that  means  soaring  profits  because 
of  a  combination  of  rising  sales  volumes 
and  falling  costs.  But  for  sectors  facing 
sluggish  demand,  productivity  growth  re- 
sults in  nothing  more  than  excess  capac- 
ity. Productivity  has  zoomed  at  an  annual 
average  pace  of  4.4%  since  2000,  despite 
the  2001  recession,  up  from  just  1.8%  in 
the  first  half  of  the  1990s. 

In  industries  such  as  telecom,  air 
transportation,  banking,  construction, 
and  some  sectors  of  basic  manufacturing, 
for  instance,  capacity  still  exceeds  de- 
mand. That  constrains  the  power  to  raise 
prices  and  restore  profit  growth.  All  that 
spare  horsepower  also  explains  why  un- 
employment rates  may  linger  at  about  6% 
for  much  of  this  year,  or  even  rise  slightly 
in  the  first  quarter.  Despite  the  buoyant 


Leaders 

»HARDWARE  Corporate 
customers  will  finally  update 
their  outmoded  gear 

»CHIPS  Demand  and  prices 
will  climb  across  the  board  as 
the  recovery  takes  hold 

CONSTRUCTION 
Commercial  and  industrial 
building  will  drive  growth  this 
year 

»TELEC0M  Businesses  are 
buying  new  gear  again 


GDP  forecasts,  "the  economy  is  improv- 
ing slowly,"  says  Abbott  Laboratories  CEO 
Miles  D.  White. 

While  many  of  the  arrows  point  up- 
ward, the  excesses  of  past  exuberance- 
rational  or  otherwise— will  cast  a  shadow 
over  some  sectors,  maybe  for  years.  Boe- 
ing Co.  and  Europe's  Airbus  are  now  flog- 
ging gleaming  new  jets,  for  instance,  but 
airlines  still  have  plenty  of  planes  to  haul 
out  of  mothballs  if  traffic  rises.  And  even 
as  prospects  brighten  for  the  long-suffer- 
ing telecom  sector,  telcos  remain  awash  in 
fiber-optic  cable.  Manufacturers  of  all 
kinds  have  room  to  ramp  up  production— 
or,  increasingly,  move  more  overseas— be- 
fore rehiring  workers  or  building  new  fac- 
tories. "The  growth  rates  expected  by 
most  forecasters  are  solid  enough  to  re- 
duce the  degree  of  slack  in  the  economy," 
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MANUFACTURING  Facto 
profits  will  be  squeezed  and 
thousands  of  jobs  cut 

»EDUCATION  State  budge 
deficits  will  crimp  spending 
on  K-12  and  higher  ed 

»DRUGS  Insurers  and  the 
government  will  put  pressur 
on  prices 

»AEROSPACE  Plane  sales 
will  be  flat  even  though 
defense  budgets  are  up 
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m 
says  Chicago  Federal  Reserve  Bank  Pre:  '■  -: 
dent  Michael  H.  Moskow  But  "it  coU  ^ 
take  some  time  to  effectively  eliminate  it :c 

The  strength  of  recent  growth  nur  % '-- 
bers— especially  the  third  quarter's  8.2  l 
annualized     gain— have    some     exe 
scratching  their  heads.  Many  compani 
that  supply  other  manufacturers  (rath  P 
than  consumers)  are  still  waiting  for  o 
der  books  to  fatten.  "I  haven't  been  abfv 
to  explain  the  difference  between  a  mo 
est  upswing  in  manufacturing  and  tl  pi 
8%  growth  rate,"  says  a  puzzled  W  Jam<  p 
McNerney  Jr.,  CEO  of  3M  Co. 

The  rebound,  in  fact,  is  proving  su 
prisingly  uneven.  Economy.com's  for 
casters  expect  that  the  roaring  gains  ■ 
the  second  half  of  2003  will  contim 
through  the  first  half  of  this  year  as  tax  re- 
funds arrive.  But  then— barring  any  su  bs 
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Charts  by  Laurel  Daunis-Allen/BW 


INVESTMENT 


PERCENT  CHANGE 
ADJUSTED  FOR  INFLATION 


IN  NONRESIDENTIAL  EQUIPMENT 
AND  SOFTWARE  * 


'00  01  '02 

Data:  Econom . 


II 


se  government  spending  or  election- 
ar  tax  cuts— the  surge  will  taper  off,  in- 
vest rates  will  rise,  and  consumer 
pnding  will  slow.  The  annualized  GDP 
)wth  rate  in  the  closing  quarter  of  this 
ir  could  slip  below  3%,  down  from  the 
!%  expected  in  the  first  quarter.  Mea- 
red  year  over  year  in  the  fourth  quarter, 
>P  gains  might  slow  from  just  above  4% 
2003  to  about  3.8%  in  2004. 

Capacity  Creep 

1AT  MAKES  THE  challenge  of  excess  ca- 
lcify loom  even  larger.  American  indus- 
overall  was  using  just  75.7%  of  its  ca- 
nity at  the  end  of  November,  according 
the  Federal  Reserve.  That's  down  more 
^n  8  percentage  points  from  the  heady 
jys  of  late  1997  and  well  below  the  81.3% 
-year  average.  While  there  will  be 
althy  growth— three-fourths  of  execs 
tveyed  by  the  45,000-member  Institute 
•  Supply  Management  expect  corporate 
/enues  to  be  higher  this  year  than  last— 
je  economy  still  won't  perform  anywhere 
ar  full  tilt.  Economy.com  expects  capac- 
I  utilization  to  creep  up  to  78%  by  the 
Id  of  2004. 

I  With  so  much  slack  in  the  economy  and 
jflation  in  abeyance,  the  Federal  Reserve 
likely  to  keep  short-term  interest  rates 
w.  The  federal  funds  rate,  currently  at  a 
-year  low  of  1%,  isn't  likely  to  be  raised 
itil  mid-2004.  Long-term  interest  rates 
^e  increased  somewhat,  slowing  the 
>me  refinancing  boom,  but  shouldn't  go 
iarply  higher  in  the  new  year. 
Still,  even  the  slight  rise  in  long-term 
terest  rates  to  date  is  having  negative 
fects.  Single-family  housing  construc- 
m,  which  surged  7%  last  year,  to  an  im- 
essive  1.46  million  starts,  is  apt  to  de- 
lerate,  with  builders  breaking  ground 
i  perhaps  3.6%  fewer  new  homes  this 
ar,  according  to  the  National  Associa- 
Dn  of  Home  Builders.  By  contrast,  the 


long-glutted  office  market  should  work 
off  much  of  the  surplus  that  helped  drive 
a  10.5%  decline  in  office  construction  last 
year,  in  square  feet,  and  could  grow  5.1% 
this  year.  "The  worst  of  the  office  correc- 
tion is  over,"  says  Robert  A.  Murray,  chief 
economist  at  McGraw-Hill  Construction, 
which,  like  BusinessWeek,  is  a  unit  of  The 
McGraw-Hill  Companies. 

Execs  in  plenty  of  other 
sectors  won't  be  com- 
plaining. Energy  produc- 
ers already  have  seen  de- 
mand rise,  and  their  prices 
are  expected  to  dip  slight- 
ly, at  worst.  Insurers  are 
looking  at  fresh  gains  as 
their  premium  income  ris- 
es. And,  at  least  early  in 
the  year,  Detroit  will  likely 
see  an  uptick  in  sales, 
helped  by  cut-rate— cut- 
throat, even— financing. 

But  consumer-depend- 
ent businesses  such  as  re- 
tailing will  have  trouble 
matching  their  2003  re- 
sults. Consumer  spending 
is  poised  to  rise  just  3.6%, 
to  about  $702  trillion. 
That's  why  execs  in  indus- 
tries such  as  travel  and 
hospitality— sensitive  to 
both  discretionary  spend- 
ing and  business  outlays- 
say  their  optimism  is 
tinged  with  anxiety.  Gary 
C.  Kelly,  CFO  at  Southwest 
Airlines  Co.,  argues  the 
airline  industry's  recovery 
"is  not  on  firm  footing. 
There's  just  not  enough  volume  to  create 
firm  pricing." 

Business  investment  will  grow  faster. 
Economy.com's  forecasters  expect  a 
brawny  14.8%  rise  in  fixed  investment,  to 
$1.18  trillion,  as  the  inventory  buildup  in 


DATA  GUIDE 


Each  of  the  Industry 
Outlooks  on  the  pages  that 
follow  presents 
performance  and  forecast 
data.  Here  is  a  guide: 

SPOTLIGHTS  Show  industry 
performance,  by  selected 
metrics,  2000-2004.  

GROWTH  PROSPECTS  BW 

has  assigned  each  industry 
a  grade  on  expected  growth 
and  other  factors. 

OUTPUT  GROWTH  Gives 
Economy.com's  forecast  of 
change  in  the  value  created 
by  each  industry.  Unlike  a 
measure  of  revenue,  this 
"value-added"  approach 
avoids  counting  the  same 
sales  twice. 

OUTPUT  For  each  industry, 
this  figure  projects  the 
nominal  value  created. 

EMPLOYMENT  A  broad 

measure  of  the  total 
number  of  workers  in  each 
sector  in  2004. 


companies  jumps  some  $36  billion— nine 
times  larger  than  last  year's  rise.  Growth 
in  business  spending  is  helping  industries 
such  as  trucking  and  railroads— suddenly 
hard-pressed  to  meet  resurgent  de- 
mand—along with  commercial  construc- 
tion and  commercial  banking. 

The  uptick  in  business  spending 
should  further  drive 
growth  in  high  tech,  help- 
ing chipmakers,  PC  com- 
panies, and  software  firms 
with  productivity-en- 
hancing business  pro- 
grams. Some  63%  of  236 
CFOs  surveyed  by  Finan- 
cial Executives  Interna- 
tional and  Duke  Universi- 
ty's Fuqua  School  of 
Business  plan  to  hike  cap- 
ital spending  in  2004. 

Some  industries  will 
cut  extra  capacity  by  clos- 
ing U.S.  facilities  and 
moving  work  abroad. 
Manufacturers,  particu- 
larly, will  continue  rushing 
to  China  to  lower  costs. 
The  likely  U.S.  losers:  fur- 
niture, electrical  equip- 
ment, appliances,  com- 
puters, and  electronic 
product  assembly.  Last 
year,  China  gained 
147,000  such  jobs,  from  all 
nations,  and  it  will  pick  up 
more  in  2004.  At  the  same 
time,  many  U.S.  sectors 
will  remain  saddled  with 
unwanted  capacity.  For 
those  able  to  make  more 
than  customers  can  buy,  it  may  take  a  few 
healthy  years  to  work  it  off.  ■ 

-By  Joseph  Weber  with  Michael  Arndt, 

Robert  Berner,  and  Brian  Grow  in 

Chicago,  Wendy  Zellner  in  Dallas,  and 

Peter  Coy  in  New  York 
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0FTWARE 

Pay-As-You-Go 
Is  Up  and  Running 


>  Selling  software  as  a 
ervice  over  the  Net  will  help 
evive  the  sluggish  industry 

>  Security  and  design  & 
ngineering  software  will 
tow  at  double-digit  rates 


[T'S  BACK  TO  THE  FUTURE 
for  Siebel  Systems  Inc.,  a  maker 
of  customer-management  soft- 
ware. On  Oct.  1,  Siebel  an- 
nounced it  would  start  selling  a 
version  of  its  software  as  a 
monthly  rental  service  delivered 
via  the  Internet.  Strangely 
lough,  Siebel  killed  a  similar  effort 
iree  years  ago  because  it  couldn't  figure 
ut  how  to  make  money.  Today?  That 
Dftware  is  one  of  the  keys,  Siebel  execu- 
ves  believe,  to  turning  around  a  two- 
ear,  25%  slide  in  the  San  Mateo  (Calif.) 
ampany's  revenues.  "At  the  time,  this 
wasn't  really  a  market,"  says  Ken  Rudin, 
ice-president  of  Siebel  CRM  on  De- 
mand. "Times  have  changed." 

Look  for  more  of  the  software  indus- 
■tfs  heavy  hitters  to  jump  on  the  soft- 
rare-as-service  bandwagon.  In  the  late 
990s,  a  host  of  startups  began  offering 
pplications  delivered  over  the  Web. 
lost  of  them  went  out  of  business, 
lainly  because  large  corporate  cus- 
imers  balked  at  the  idea  of  allowing 
ntested  outsiders  to  run  their  most  im- 
ortant  applications.  But  in  the  past  cou- 
le  of  years,  both  corporations  and 
mailer  businesses  have  become  more 
Dmfortable  with  this  way  of  buying  soft- 
ware. Analysts  now  estimate  that  over 
le  next  half-decade,  as  much  as  half  the 
oftware  sold  to  corporations  will  be 


paid  for  on  a  monthly  basis,  as  part  of  a 
long-term  contract  or  a  monthly  rental 
fee,  or  even  on  a  pay-per-use  basis.  So 
rather  than  paying  millions  of  dollars  for 
software  they  might  not  get  much  use 
from,  businesses  can  pay  by  the  drink. 
"It  is  a  much  more  financially  reasonable 
model  for  customers,"  says  Joanne  Cor- 
riea,  a  vice-president  at  market  re- 
searcher Gartner  Inc. 

The  software-as-service  trend  won't  be 
enough  by  itself  to  revive  the  sluggish 
software  industry.  That's  in  part  because 
this  new  way  of  using  programs  stretches 
out  revenues  for  the  software  suppliers 
into  the  future.  But  a  strong  economy  will 
help  perk  up  the  industry— and  now  that 
seems  to  be  happen- 
ing. While  analysts 
don't  expect  software 
sales  to  return  to  the 
double-digit  growth  of 
the  late  1990s,  world- 
wide sales  in  2004 
should  rise  6.7%,  to 
$148  billion,  accord- 
ing to  Gartner. 

Stocks  are  another 
matter.  It's  doubtful 
that  relatively  healthy  sales  growth  can 
justify  the  runup  in  the  prices  of  soft- 
ware stocks  that  has  already  occurred. 
Goldman,  Sachs  &  Co.'s  index  of  soft- 
ware stocks  has  increased  more  than 
40%  for  the  year,  almost  double  the  in- 
crease of  the  Standard  &  Poor's  500- 
stock  index.  Investors,  it  seems,  have  al- 
ready gotten  ahead  of  next  year's  growth 
prospects.  Stocks  may  face  a  correction, 
or  at  least  stagnation,  in  prices  before 
profit  growth  picks  up  and  justifies  fur- 
ther stock-price  upticks. 
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There  are  no  surprises  at  the  top  of  prior- 
ity lists  for  software  spending.  Due  to  a 
midsummer  outbreak  of  computer  virus- 
es, spending  on  security  software  for  both 
consumers  and  businesses  grew  an  esti- 
mated 9.6%,  to  $5.62  billion,  in  2003. 
This  year,  security  spending  is  forecast  to 
increase  another  10.2%.  Once  again,  se- 
curity specialist  Symantec  Corp.  is  ex- 
pected to  shine. 

Leading  the  Pack 

OTHER  HIGH-GROWTH  segments  in- 
clude design-and-engineering  software, 
which  will  increase  11.7%,  to  $10.7  bil- 
lion; software  for  integrating  one  appli- 
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cation  with  another,  which  will  grow 
10.1%,  to  $9.4  billion;  and  storage  soft-  £ 
ware,  which  will  increase  6.2%,  to  $7.5  ^ 
billion,  according  to  Gartner.  The  2 
fastest-growing  market  of  all— though  p 
still  very  small— is  software  that  helps  g 
corporations  manage  big  projects,  such  £ 
as  product  development.  Led  by  compa-  £ 
nies  such  as  Mercury  Interactive  Corp.,  £ 
sales  are  expected  to  jump  15.4%,  to  i 
$570  million  in  2004.  o 

A  wild  card  is  the  emerging  market  for  o 
software  that  helps  corporations  comply  a. 
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with  Sarbanes-Oxley  record-keeping 
rules— which  go  into  effect  this  year.  A 
handful  of  startups  have  created  special- 
ized software  packages.  And  these  small 
fry  are  understandably  bullish.  But  it's 
unclear  to  analysts  just  how  big  the 
market  will  be  and  how  fast  it  will  grow. 
Many  corporations  could  end  up  buying 
some  new  software  tailored  for  this 
process,  but  they  could  also  use  existing 
accounting,  performance-monitoring, 
and  document-management-software 
packages. 

IPOs  on  the  Way 

THE  SURPRISING  LAGGARD  in  2004 
will  be  business-intelligence  software, 
which  helps  executives  analyze  their 
businesses  and  make  better  decisions.  It 
was  one  of  the  fastest-growing  segments 
over  the  past  three  years.  Because  com- 
panies are  starting  to  shift  priorities  to 
new  projects  and  security,  business-in- 
telligence-software sales  may  actually 
drop  4-7%,  to  $2  billion,  says  Gartner's 
Corriea.  Also,  don't  expect  much  sizzle  in 
mature  markets  such  as  databases  and 
operating  systems.  None  of  those  mar- 
kets should  grow  more  than  5%  in 
2004,  predicts  Gartner. 

As  Siebel  is  demonstrating,  the  real  siz- 
zle may  be  in  the  software-as-service 
business.  Surprisingly,  it  was  the  success 
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of  a  software  upstart  that  brought  this 
business  model  into  vogue.  San  Francis- 
co-based Salesforce.com  Inc.,  which  of- 
fers software  for  managing  sales  and 
marketing  as  a  monthlys  subscription 
over  the  Internet,  is  doing  an  estimated 
$100  million  in  annual  sales.  On  Dec.  18, 
it  filed  notice  of  its  intention 
to  make  an  initial  public  of- 
fering in  2004.  Other  small 
software  companies  with 
similar  business  models, 
such  as  NetSuite  Inc. 
and  RightNow  Tech- 
nologies Inc.,  may  ride 
Salesforce.com's  coattails 
and  also  file  to  go  public 
this  year. 

The  software-as-service 
trend  seems  to  be  finally 
taking  off  with  some  of  the  well-estab- 
lished software  companies,  too.  Oracle 
Corp.,  for  instance,  announced  on  Dec.  15 
that  revenues  for  that  business  increased 
82%  in  the  second  quarter.  The  business 
was  launched  five  years  ago  and  grew 
slowly  until  now. 

While  this  nascent  delivery  method 
may  give  the  software  industry  a  boost, 
2004  may  be  the  rare  year  that  Microsoft 
Corp.  doesn't  drive  growth  in  PC  soft- 
ware. The  next  version  of  Windows, 
code-named  Longhorn,  probably  won't 
see  the  light  of  day  for  two  more  years.  A 


For  a  change, 
Microsoft 
won't  be  the 
engine  that's 
driving 
growth  in 
software 


Sarbanes-Oxley  Sparks 
A  Software  Boom 


When  the  auditors  from 
PricewaterhouseCoopers 
come  to  visit  him  in 
snowy  Minneapolis,  Kyle 
Didier  believes  he  will  be 
ready  for  them.  Didier,  vice-president  for 
finance  at  hair-salon  giant  Regis  Corp.,  is 
using  new  software  that  helps  his  company 
comply  with  the  long-dreaded  Sarbanes- 
Oxley  regulations-new  reporting  rules  that 
require  stringent  maintenance  of  financial 
records.  The  rules  have  proved  a  bane  for 
accounting  departments  and  a  boon  to 
software  companies  that  have  tailored 
products  to  help  companies  deal  with  them. 
Raced  with  a  June  deadline  for  compliance 
with  the  new  rules,  publicly  traded 
companies  such  as  Regis  are  scrambling  to 
make  sure  their  data-collection  and  reporting 


capabilities  are  up  to  snuff.  Depending  on 
who's  counting,  the  market  for  Sarbanes- 
Oxley  software  could  be  worth  from  $1  billion 
to  $4  billion  a  year  within  three  years. 

The  new  software  packages  organize 
corporate  data  in  a  way  that's  easily 
understood  by  auditors  and  ensures  that 
employees  are  retaining  all  the  records  they 
need  to  comply.  Didier  says  his  company  will 
end  up  handing  over  more  than  $100,000  to 
Movaris  Inc.  in  Campbell,  Calif.  Its  software 
sends  out  notifications  to  line  managers  to 
collect  important  data,  organizes  that 
information— which  may  arrive  as  e-mail 
messages  or  payment  receipts-and  makes 
it  easier  for  outside  auditors  to  hit  all  the 
items  on  their  compliance  checklists. 

Unfortunately,  at  many  companies 
money  spent  on  the  new  software  will 


new  version  of  the  other  cash  cow,  the  | 
fice  desktop  suite,  was  released  in  Oc 
ber,  but  surveys  of  corporations  show  1 
it  won't  cause  an  immediate  upswellj 
of  demand.  Without  Microsoft  drivf 
major  changes,  PC-software  sales 
stay  about  flat  next  year. 

Aggressive    as    ev| 
though,  Microsoft  is  mo\ 
into  new  businesses  to  g<J 
erate  growth  later.  In  200^ 
will  pump  $2  billion  into 
search  and  development! 
gin  up  new  products 
signed  to  manage  small 
midsize  businesses,  a  marj 
that's  largely  untouched 
high-powered    corpora 
software.  And  after  yea 
accusations  that  Micros  I 
develops  shoddy  programs  that  are  easl 
exploited  by  virus  writers,  the  giant  n\ 
plans  to  jump  into  the  antivirus  sofhv; 
market.  It's  unclear  when  Microsoft  vj 
ship  its  antivirus  technology,  but  wher 
does,  analysts  believe  it'll  be  bundled  vd 
the  operating  system,  causing  majl 
problems  for  incumbent  security  comp 
nies  and  presenting  barriers  to  startup 
Trends  may  come  and  go,  but  the  thn  I 
to  others  from  Microsoft  never  seems  f 
go  away.  ■ 

-By Jim  Kerstetter  in  San  Mateo,  Cail 
with  Jay  Greene  in  Seat\ 


probably  come  out  of  other  software 
projects.  Martin  Brauns,  CEO  of  Interwoven 
inc.,  which  is  selling  Sarbanes-Oxley 
software  in  addition  to  its  Web  site  content- 
management  software,  says  most  of  the 
customers  he's  working  with  aren't 
increasing  their  technology  spending  to  deal 
with  the  new  regulations.  "Instead,  they're 
putting  other  projects  on  hold  because  this 
has  become  a  pressing  item  for  them,"  says 
Brauns.  "They  have  to  deal  with  it." 

A  host  of  startups,  along  with  older 
companies  such  as  Interwoven,  PeopleSoft, 
and  Oracle,  are  chasing  the  Sarbanes-Oxley 
business.  "There  is  a  huge,  huge  market 
opening  here,"  says  Michael  Duffy,  CEO  of 
OpenPages  Inc.  in  Waltham,  Mass.,  which 
specializes  in  the  software.  And  it  won't  be  a 
one-year  phenomenon.  Analysts  expect  that 
less  than  10%  of  the  companies  that  are 
potential  customers  will  buy  Sarbanes- 
Oxley  software  in  the  coming  year.  What 
about  the  rest?  Perhaps  after  a  year  of 
struggling  with  their  old  manual  data- 
gathering  methods,  they'll  be  ready  to  jump 
on  board  as  well. 

-By  Jim  Kerstetter  in  San  Mateo 


94    BusinessWeek  I  January  12.  2004 


K&3P 


*  ■ 


c  it  blitz. 


I 


m 


Bfa 


■ 


Kevin  Plank,  founder 

Under  Armour 
Performance  Apparel 
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Under  Armour  has  won  big,  thanks  to  financing  from  CIT,  and  a  great  idea: 
high-tech  sports  apparel  that  stays  dry  and  light  even  when  drenched. 
For  financing  that  performs,  visit  CIT.com.  We  see  what  you  see. 
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HARDWARE 


Computers  Get 
Their  Groove  Back 


»  Big  companies  are 
spending  again,  eager  to 
update  antiquated  systems 

»  PCs  and  peripherals  are 
heating  up— but  server 
profits  will  be  squeezed 

NO  EVENT  FORE- 
shadowed  the  slow- 
down in  the  U.S. 
economy  like  the 
sudden  swan  dive  in 
PC  sales  in  late 
2000.  So  you  can 
forgive  economists  a 
bit  of  exuberance  now  that  computer  de- 
mand is  perking  up.  In  the  third  quarter 
of  2003,  rising  corporate  profits  and 
growing  confidence  helped  lift  PC  ship- 
ments 15.7%,  the  biggest  increase  since 
2000.  "The  key  missing  ingredient  was 
confidence,"  says  Economy.com  Inc.'s 
Mark  M.  Zandi.  "CIOs,  CFOs,  and  CEOs 
have  got  their  groove  back." 

If  nothing  else,  they're  back  on  the 
dance  floor.  After  three  straight  years  of  de- 
clines, including  a  2.9%  drop  in  2003, 
worldwide  spending  on  hardware  will  rise 
a  sturdy  4.8%  in  2004,  to  $348.8  billion, 
according  to  market  researcher  IDC.  The 
ripple  effects  should  feel  especially 
groovy:  Increased  computer  sales  will 
make  up  17%  of  U.S.  economic  growth 
during  the  year,  and  information-technol- 
ogy investments  overall,  including  soft- 
ware and  services,  will  generate  80%  of  the 
expected  rise  in  productivity  from  2002  to 
2010,  according  to  Economy.com. 
"Stronger  hardware  spending  is  one  of  the 


SPOTLIGHT 


BILLIONS  OF  DOLLARS 


B+ 


Output 


most  therapeutic  things  that  can  happen 
to  an  economy,"  says  Zandi. 

This  rebound  is  about  as  overdue  as  a 
flu  shot  in  January.  During  the  downturn, 
businesses  stretched  tech  equipment  as 
thin  as  they  could,  cut  their  info-tech 
budgets,  and  spent  only  when  it  was  ab- 
solutely necessary.  Now,  with  technology 
prices  at  unprecedentedly  low  levels,  40% 
of  small  and  midsize  companies  plan  to  in- 
crease their  spending  on  computer  infra- 
structure during  2004,  compared  with 
30%  in  2002,  while  only  8%  will  cut  their 
budgets,  down  from  15%  two  years  ago, 
according  to  research  firm  Yankee  Group. 

Large  corporations,  meanwhile,  are  be- 
ing lured  into  spending  more  in  part  by  the 
opportunity  to  try  out  emerging  technolo- 
gies such  as  Wi-Fi  networking  and  Voice- 
over-Internet  phone  systems.  Two  out  of 
three  say  they'll  boost  IT  spending  during 
2004,  up  from  36%  in  2003,  according  to  a 
November  survey  of  CFOs  by  research 
boutique  Sanford  C.  Bernstein  &  Co.  Says 
Dell  Inc.  Chief  Executive  Michael  S.  Dell: 
"They  are  getting  a  lot  more  interested  in 
making  upgrades.  As  these  machines  get 
older  and  older,  the  users  become  restless." 

Ready  to  Spend 

THE  MOST  RESTLESS  element  may  be 
the  major  financial-services  companies 
that  slashed  big  technology  purchases 
when  stocks  tanked.  Some  now  project 
double-digit  spending  increases,  says 
Goldman,  Sachs  &  Co.  analyst  Laura 
Conigliaro.  That's  welcome  news,  be- 
cause the  financial  sector  accounts  for 
20%  of  total  IT  purchases  and  typically 
presages  demand  else- 
where. Gregor  S. 
Bailar,  CIO  at  banking 
behemoth  Capital  One 
Financial  Corp.  has  al- 
ready replaced  his  en- 
tire base  of  PCs  and  e- 
mail  servers.  Now  he's 
expanding  Capital 
One's  huge  data-stor- 
age capacity  by  about 
20%.  "We  wanted  to 
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be  there  when  the  market  came  back,"  1  C 
says. 

Nowhere  has  demand  been  weak  K 
than  in  the  PC  sector.  Now,  many  comp 
nies  can't  wait  to  replace  computers  th 
have  grown  costly  to  maintain  and  car  p 
support  Windows  XP,  the  latest  Microsc  p 
Corp.  operating  system.  "They're  getting  i I 
little  long  in  the  tooth,"  says  Scripi 
Health  CIO  Jean  Balgrosky,  who  is  repla 
ing  more  than  half  of  her  company's  5,0C 
PCs  over  the  next  two  years  and  addir 
about  1,000  tablet  PCs  for  hospital  staffe 
this  year.  She's  eager  to  deploy  more  pov 
erful  machines  ninning  the  latest  antivin  • 
and  security  software  and  capable  of  coi  t 
necting  to  the  Internet  without  a  tethe  h 
Overall,  in  PCs,  the  hottest  buys  are  noti  i 
books.  Shipments  of  portable  PCs  wi 
jump  26%  in  2004,  while  overall  PC  un  c 
sales  will  surge  11.4%,  to  169.9  million,  at 
cording  to  IDC.  Falling  prices,  howeve 
mean  revenues  won't  keep  pace.  Tot 
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spending  on  all  PCs  will  rise 
just  4%,  to  $182  billion. 

As  PC  sales  rebound,  so 
will  spending  on  peripherals, 
which  are  hotter  than  they've 
been  in  years.  Sales  should 
rise  13.8%,  to  $75  billion,  led 
by  handheld  e-mail  devices, 
thin  and  sexy  flat-panel  mon- 
itors, and  multifunction  col- 
or printers.  And  it's  not  just 
consumers  snapping  up 
these  products.  Big  compa- 
nies are  replacing  their 
copiers  and  printers  with 
networked  workhorses  that 
can  handle  both  tasks,  cut- 
ting costs  by  as  much  as 
30%,  according  to  Gartner 
Inc.  "If  s  one  of  the  last  bas- 
tions of  savings,"  says  Gart- 
ner analyst  Peter  Grant. 

Elsewhere,  falling  prices 
will  put  a  damper  on  overall 

!  revenue  growth.  In  the  server 
market,  giants  such  as  IBM 
and  Hewlett-Packard  Corp. 
are  promoting  futuristic  vi- 
sions of  delivering  computer 
power  in  the  same  way  as  the 
electric  company  delivers 
kilowatts.  Yet  customers  are 
still  broadly  focused  on  con- 
taining costs  by  buying  inex- 
pensive machines  in  dribs 
and  drabs.  One  reason  for 
that,  says  HP  CEO  Carleton  S. 
Fiorina,  is  that  customers  in- 
creasingly know  what  they 
can  live  without.  "They  un- 
derstand it  better,  from  the 
EO  on  down,"  Fiorina  says.  IDC  be- 
eves server  sales  will  rise  just  3.5%  in 
304,  to  $51  billion,  with  growth  in  ma- 
lines  running  the  free  Linux  operating 
astern  far  outpacing  more  expensive 
nix  boxes— by  41%  to  1%.  As  for  all- 
nportant  storage  gear,  falling  prices 
ill  hold  spending  to  $24.8  billion,  just 
7%  over  last  year. 

The  good  news  is,  computer  makers 
re  better  equipped  to  deal  with  price - 
msitive  buyers  than  they  were  three 
jars  ago.  Every  company  has  tightened 
s  belt,  meaning  any  improvement  in 
:venue  will  improve  profitability.  And 
lany  companies  have  undergone  the 
srporate  equivalent  of  Extreme 
takeover,  broadening  their  product 
nes  through  alliances,  acquisitions, 
rid  increased  research  and  develop- 
lent.  If  they  can  keep  customers  confi- 
ent,  the  dancing  might  last  all  year.  ■ 
-By  Andrew  Park  in  Dallas 


CHIPS 


This  Boom  Is  Just 
Powering  Up 


»  Economic  recovery  will 
further  boost  demand-and 
prices-across  the  industry 

»  New  chips  from  Intel  and 
AMD  are  set  to  fire  up  Wi-Fi 
and  computing 

IF  THE  CHIP  INDUSTRY  PICKED 
a  theme  song  for  2004,  it 
might  well  be  the  Cars'  classic 
Let  the  Good  Times  Roll.  For  the 
first  time  since  the  tech-boom 
peak  in  2000,  semiconductor 
watchers  across  the  board  are 
welcoming  the  New  Year  with 
giddy  celebrations.  They  anticipate  that 
the  recovery  of  2003  won't  just  contin- 
ue—it will  accelerate. 

After  growing  16%  in  2003,  global 
sales  of  chips  in  2004  will  swell  by  a  fur- 
ther 19.5%,  to  $195  billion,  according  to 
the  Semiconductor  Industry  Assn.  His- 
torically, SIA  forecasts  have  been  overly 
bullish.  But  this  year,  the  SlA's  numbers 
sit  squarely  in  the 
middle  of  projec- 
tions by  other  mar- 
ket researchers. 

Unlike  previous 
growth  cycles,  no 
single  product  will 
lift  the  overall  mar- 
ket. Instead,  the  con- 
tinuing economic  re- 
covery will  fuel 
broad      demand 
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across  all  chip  markets:  computers,  con- 
sumer electronics,  telecom— cell  phones, 
in  particular— transportation,  and  in- 
dustrial equipment.  Moreover,  every  ge- 
ographic market  will  share  in  the  surge. 
Growth  in  North  America,  Japan,  and 
Europe  will  top  17%,  according  to  the 
SIA.  And  the  rest  of  Asia,  with  Taiwan 
and  Korea  leading  the  way,  will  jump 
23%.  Today,  notes  SIA  President  George 
Scalise,  "the  pervasiveness  of  chips  is 
more  evident  than  ever." 

Even  more  heartening  to  industry  ex- 
ecs, rising  prices  should  account  for  half 
of  this  year's  growth.  Strong  demand  will 
strain  chipmaking  capacity,  and  utiliza- 
tion rates  at  leading-edge  chip  factories 
will  climb  to  near  100%,  up  from  the  cur- 
rent average  of  around  90%,  says  G.  Dan 
Hutcheson,  president  of  chip  watcher 
VLSI  Research  Inc.  That  bodes  well  for 
the  bottom  fine.  "The  environment  looks 
excellent,"  says  John  P.  Daane,  CEO  of 
chip  developer  Altera  Corp. 

If  there's  one  surprise,  it's  the  project- 
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ed  revival  of  networking  devices  such  as 
Internet  routers.  The  hardware  glut  in 
the  wake  of  the  dot-com  bust  is  now  his- 
tory, and  Gary  Grandbois,  an  analyst  at 
market  researcher  iSuppli  Corp.,  is  call- 
ing for  75%  growth  in  chips  for  net- 
working gear.  "Companies  haven't  im- 
proved their  infrastructure  for  many 
years,"  he  says.  "There  will  be  reasons 
to  upgrade." 

Five  Times  as  Fast 

A  SIMILAR  UPGRADE  cycle  will  bolster 
growth  in  PCs— the  largest  market  seg- 
ment, at  around  30%  of  total  chip  con- 
sumption. Grandbois  is  forecasting  14% 
growth  for  PC  chips  this  year,  up  from 
12%  last  year.  Intel  Corp.  hopes  to  do  its 
part  by  enticing  more  PC  purchases 
with  two  new  offerings,  one  for  desk- 
tops and  one  for  laptops,  both  due  early 
this  year.  The  chips  will  feature  circuit 
lines  just  90  nanometers  (nm)  wide,  or 
1,000  times  as  thin  as  a  strand  of  hair. 

The  new  PC  chip,  code-named 
Prescott,  will  offer  about  a  25%  boost  in 
speed,  initially  running  at  3.4  gigahertz 
(GHz),  up  from  3.2  GHz  for  current 
high-end  chips.  Versions  later  in  the 
year  will  reach  4.0  GHz.  The  other  big 
Intel  release  is  an  upgrade  to  its  suc- 
cessful Centrino  laptop  chips,  and  car- 
ries a  name  that  sounds  like  a  Star  Trek 
villain— Dothan.  For  Dothan,  the  micro- 
scopic 90nm  lines  mean  it  can  be 
crammed  with  advanced  wireless-com- 
munications technology,  including  the 
new  and  brawnier  Wi-Fi  networking 
standards— known  by  techies  as 
802.11a  and  802.11g.  As  a  result,  laptops 
with  Dothan  chips  will  transmit  data  up 
to  five  times  as  fast  as  current  laptops. 

Yet  Intel  also  faces  stiffer  competition 
from  its  age-old  rival,  Advanced  Micro 
Devices  Inc.,  which  gained  notice  with  its 
new  line  of  64-bit  computer  chips  for  PCs 
and  servers.  This  year,  AMD  will  release 
its  first  64-bit  chip  for  notebooks,  and  a 
smaller,  cheaper  version  for  desktops. 
The  first  PC  software  that  can  take  ad- 
vantage of  the  64-bit  capabilities  will  be- 
gin to  arrive  toward  the  middle  of  the 
year,  say  execs. 

Short  of  another  economic  melt- 
down, says  Steve  L.  Cullen,  director  of 
chip-market  research  at  In-Stat  Inc.,  the 
good  times  should  roll  not  only  in  2004 
but  also  for  a  few  years  out.  In  2000,  its 
best  year  ever,  the  industry  sold  $220 
billion  worth  of  chips.  It  may  take  a  cou- 
ple of  years,  but  that  record  is  back 
insight.  ■ 

-By  Spencer  E.  Ante  in  New  York 


INFORMATION-TECHNOLOGY  SERVICES 

Farming  It  Out 
At  a  Faster  Pace 


»  Tech-services  outfits  will 
see  more  business,  though 
the  rate  of  growth  will  slow 

»  Companies  will  keep 
moving  work  from  the  U.S.  to 
lower-cost  areas  overseas 


THE  FOLKS  AT  PROCTER 
&  Gamble  Co.  would 
rather  create  great 
consumer  goods  than 
nm  big  computer  op- 
erations. So  last  sum- 
mer, P&G  executives 
sifted  through  six  feet 
of  proposals  before  handing  over  the 
management  of  their  sprawling  technol- 
ogy systems— PCs,  servers,  data  storage, 
the  works— to  Hewlett-Packard  Co.  in  a 
$3  billion  megadeal.  Add  in  contracts  for 
office  management, 
accounting,  and  hu- 
man resources,  and 
P&G  will  farm  out 
more  than  $4  billion 
of  work  in  coming 
years.  The  goal  is 
simple:  "To  lower 
costs  and  create  bet- 
ter service"  by  rely- 
ing on  information- 
technology  experts, 


- 


SPOTLIGHT 


BILLIONS  OF  DOLLARS 
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says   Filippo   Passerini,  P&G's  glol  s 
business  services  officer. 

A  steady  stream  of  customers  like  Pi 
is  boosting  the  fortunes  of  informati^at 
technology  (IT)  services  providers  su 
as  HP,  IBM,  and  Unisys.  The  public  a; 
private  sectors  shelled  out  about  $579 1 
lion  to  the  top  20  IT  service  providers  h 
year,  8%  more  than  in  2002,  according 
researcher  Gartner  Inc.  Growth  will  co 
tinue  in  2004  but  will  moderate  to  4.8 
putting  sales  at  $606  billion. 

The  benefits  are  quickly  apparei 
Rather  than  maintaining  an  accoun 
payable  staff  or  a  24-7  customer-servi 
department,  companies  increasing 
trust  outside  providers  to  do  the  j( 
more  efficiently.  "They're  avoiding  cap 
tal  expenditures  and  the  depletion 
their  own  scarce  intellectual  resources 
says  Peter  Allen,  managing  director 
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'I  Inc.,  an  outsourcing  advisory  firm. 
So-called  business  process  outsourc- 
l  (BPO),  the  fastest-growing  IT  service 
che,  will  rise  8%,  to  $121  billion,  in 
(04,  according  to  Gartner.  Among  IT 
ayers,  IBM  has  a  leg  up,  thanks  to  its 
quisition  of  PricewaterhouseCoopers' 
nsulting  arm  in  2003.  According  to 
jldman,  Sachs  &  Co.  analyst  Laura 
migliaro,  Big  Blue  generated  $2.3  bil- 
>n  in  BPO  sales  last  year  and  will  near- 
double  that,  to  $4.5  billion,  in  2004. 
Fast  as  they're  growing,  U.S. 
oviders  of  IT  services  face  increasing 
mpetition  from  hard-charging  foreign 
rals— especially  in  the  mature  market 
r  outsourcing  technology.  Offshore 
ayers  such  as  India's  Wipro  Ltd.  are 
lallenging  American  companies  by 
aking  tech  professionals  available  for 
little  as  25%  of  the  going  U.S.  rate.  To 
unter,  majors  such  as  IBM  and  Accen- 
re  emphasize  their  tech  savvy,  global 
ach,  and  their  own  offshore  centers. 
Clients  are  interested  in  spreading  risk 
ross  geographies,"  says  Martin  Cole, 
i  Accenture  global  managing  partner 
charge  of  outsourcing. 


ilowing  Services 

'S  NOT  ALL  good  news  in  services, 
ost  companies  have  slowed  spending 
i  so-called  integration  services— the  in- 
allation  and  upgrading  of  enterprise 
)ftware  from  SAP,  PeopleSoft,  Oracle, 
id  other  smaller  players.  Getting  these 
>mplex  programs  up  and  running  can 
i  a  mammoth  task— and  such  projects 
ave  often  failed  to  deliver  their  expected 
due.  That  may  explain  why  spending 
n  integration  will  increase  just  2.4%  this 
;ar,  to  $63.9  billion,  says  researcher  IDC. 

The  prospects  for  another  once-thriv- 
ig  segment  of  the  industry  are  barely 
etter.  After  flat  growth  last  year,  rev- 
lues  from  strategic  consulting— devel- 
ping  an  organization's  long-term  tech- 
ology  plan— will  creep  up  3.4%,  to 
123  billion,  in  2004,  according  to 
ennedy  Information  Inc.,  a  Peterbor- 
iigh  (N.H.)  research  firm.  That's  partly 
ecause  soft  demand  has  forced  down 
ies  by  some  40%  from  their  peak,  to 
round  $75  an  hour,  says  Tom  Roden- 
auser,  president  of  Consulting  Infor- 
lation  Services  LLC  in  Keene,  N.H. 
There's  a  continuous  drive  to  reduce 
Dsts— everywhere,"  says  P&G's  Passeri- 
i.  In  2004,  whether  tech  is  handled  in- 
ouse  or  outsourced,  frugality  and  cau- 
on  will  remain  the  bywords.  ■ 

-By  Roger  O.  Crockett  in  Chicago  and 
Spencer  E.  Ante  in  New  York 


CONSUMER  ELECTRONICS 


Free-Falling  Prices 
And  Rocketing  Sales 


»  Multipurpose  DVD 
devices  ana  MP3  players  are 
poised  for  banner  years 

» The  entry  of  Dell,  HP,  and 
Gateway  will  intensify  the 
competition 

HIS  HOLIDAY  SEA- 
son,  Wal-Mart  Stores 
Inc.  stunned  the  con- 
sumer-electronics 
world  with  a  store- 
busting  $29.87  pro- 
motion on  DVD  play- 
ers the  day  after 
Thanksgiving.  That's  a  third  the  price  of 
the  industry  average,  and  a  mere  3%  of 
the  price  when  DVD  players  first  hit  the 
market  six  years  ago.  The  coming  year 
promises  more  of  the  same,  as  prices  fall 
faster  than  ever  on  older  generations  of 
products.  Indeed,  the  race  to  the  lowest 
price  is  intensifying  as  mega-retailers, 
such  as  Wal-Mart  and  Virgin  Group,  and 
computer  giants,  including  Gateway, 
Dell,  and  Hewlett-Packard,  pile  into  the 
highly  fragmented  consumer- electronics 
(CE)  market— often  by  partnering  with 
Chinese  suppliers. 

Despite  the  cutthroat  price  competi- 
tion, a  mix  of  new— more  expensive— of- 
ferings should  revive  the  CE  industry's 
growth  prospects.  These  will  include 
handheld  video  players  and  household 
network-storage  devices  that  act  as  a 
central  hub  for  photos,  music,  and  video. 
Along  with  the  proliferation  of  Wi-Fi 
wireless  connections  and  flat-panel 
screens,  that  will  make  the  networked 
digital  home  a  reality 
for  more  consumers. 
The  upshot?  After 
stalling  for  the  past 
three  years,  CE  in- 
dustry revenues  in 
the  U.S.  are  forecast 
to  increase  4.2%  in 
2004,  to  $99.4  bil- 
lion, according  to  the 
Consumer  Electron- 
ics Assn.  (CEA). 


SPOTLIGHT 


BILLIONS  OF  DOLLARS 


"The  strong  holiday  sales  are  giving  a 
good  start  to  the  year,"  says  Tom  Ed- 
wards, an  analyst  at  NPD  Group  Inc., 
which  tracks  retail  sales.  "And  what's  hot 
is  anything  that's  digital." 

DVD  Multitaskers 

IF  2003  WAS  THE  YEAR  of  the  low-end 
DVD  player,  2004  will  see  the  rise  of 
multi-purpose  DVD  devices.  The  stand- 
out will  be  DVD  recorders  that  burn  tv 
shows,  movies,  and  even  photographs 
onto  recordable  disks.  Chinese-made 
recorders  from  such  brands  as  Cyber- 
home  and  Classic  have  breached  the 
$300  price  point  already,  and  world- 
wide DVD  recorder  shipments  and  sales 
this  year  are  expected  to  more  than  dou- 
ble, to  around  10  million  units,  worth 
$3.2  billion.  Companies  such  as  Philips 
Electronics,  Panasonic,  and  Pioneer  are 
pushing  more  advanced  recorders  with 
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built-in  hard  drives  that  allow  pause  and 
instant  replay  features  and  make  edit- 
ing—rearranging scenes  in  home 
movies  or  clipping  commercials  from  TV 
shows— a  breeze.  Sony  has  a  new 
PlayStation  game  machine  sporting  a 
dvd  recorder.  Even  with  the  strong 
growth  in  DVD  recorders,  shipments  of 
stand-alone  DVD  players  are  expected  to 
increase  12%,  to  48.5  million,  worth  a  to- 
tal of  $3.8  billion. 
Digital  audio  players  are  also  poised  for 


a  strong  year.  Around  18.6  million  mp3 
players  are  expected  to  be  sold  worldwide, 
up  48%  from  2003,  estimates  In- 
Stat/MDR.  Companies  have  laid  out 
strategies  on  how  to  play  the  market  as 
competition  heats  up.  Big  brands  such  as 
Dell  Inc.  and  Samsung  Group  are  starting 
to  undercut  Apple  Computer  Inc.'s  domi- 
nant iPod  music  player,  which  currendy 
sells  for  between  $300  and  $500.  In 
2004,  the  average  price  of  mp3  players 
with  hard  drives  could  drop  to  around 


$200.  To  avoid  the  coming  shakeout 
audio  players,  companies  such  as  R 
and  Archos  are  moving  upstream  by 
fering  $400  portable  video  players. 

Networking,  both  wireless  and  wirec 
also  helping  rev  up  consumer  demand 
more  digital  gizmos  in  the  home.  M 
consumer  gadgets— from  DVD  players 
game  boxes— will  come  with  built-in  n 
working,  letting  consumers  transfer  a 
play  media  on  different  devices.  By  the 
of  2004, 29%  of  U.S.  homes  with  Net 


TELECOMMUNICATIONS 


Strong  Signals  the 
Bad  Times  Are  Over 


»  U.S.  telecom  companies 
will  boost  capital  spending 
for  the  first  time  since  2000 

»  Markets  for  IP-based 
networking  technology  are 
ringing  up  sales 

LAST  OCTOBER,  AS  CISCO 
Systems  Inc.'s  first  fiscal 
quarter  drew  to  a  close, 
CEO  John  T.  Chambers 
realized  that  revenues 
weren't  quite  what  he 
had  been  expecting.  The 
head  of  the  Internet 
equipment  maker  had  been  subjected  to 
plenty  of  surprises  during  the  past  few 
years,  but  this  was  different:  For  once,  the 
numbers  were  better  than  anticipated, 
not  worse.  What's  more,  the  gains  were 
strongest  in  the  telecom  market,  which  he 
had  thought  would  recover  more  slowly 
than  corporate  networking.  "It  was  a  very 
pleasant  surprise.  Carrier  capital  spend- 
ing was  up  10%  sequentially  over  the  last 
quarter,"  he  said. 

The  telecom  downturn  is  over.  U.S. 
telecom  companies  are  expected  to  in- 
crease capital  expenditures,  a  crucial 
measure  of  industry  health,  by  5%  in 
2004,  to  $58  billion  in  2004,  according  to 
Lehman  Brothers  Inc.  analyst  Steven 
Levy.  That's  the  first  increase  since  2000, 
and  it's  a  welcome  turn  of  events,  even 
though  the  increase  restores  spending 
only  to  1996  levels. 

The  revenue  picture  is  getting  better, 


too.  Telecom-equipment  revenue  will  grow 
8%,  to  $1905  billion,  up  from  $177  billion 
in  2003,  the  first  increase  since  2000,  ac- 
cording to  telecom  economist  James  Glen 
of  Economy.com  Inc.  The  services  sector, 
which  managed  a  2.1%  increase  in  2003, 
will  pick  up  the  pace  in  2004,  expanding 
4.7%,  to  $398  billion.  Nearly  all  of  that 
growth  will  come  from  the  $100  billion 
wireless-services  sector,  which  Glen  ex- 
pects to  grow  about  11%.  Faster  networks, 
lower  prices,  and  hot  new  features  such  as 
gaming  are  driving  cellular  growth. 

A  few  niche  markets  are  on  fire,  too. 
The  telecom  sector  is  suddenly  embracing 
networking  technology  based  on  Internet 
protocols.  Sale  of  such  equipment  to  big 
corporations  hit  an  estimated  $2  billion 
in  2003  and  will  grow  50%  in  2004,  ac- 
cording to  Levy.  Even  as  revenues  pick  up 
in  such  fields,  heavy  competition  in  most 
sectors  of  the  telecom  market  is  certain  to 
put  limits  on  profit  growth. 

What's  striking  is  how  the  ordeal  of  the 
past  three  years  has  transformed  the  tele- 
com industry.  During  the  downturn, 
chief  execs  realized  they  had  poor  insight 
into  many  aspects  of  their  operations, 
from  customer  demand  to  inventory  and 
the  supply  chain.  Now  they  have  better 
information  on  all  those  fronts,  thanks  to 
improvements  in  the  software  tools  and 
data  links  used  to  plan  supplies  and  fore- 
cast sales.  That  allows  them  to  react  more 
quickly  than  in  the  past.  "We're  going  to 
be  operating  in  an  environment  where  cy- 
cle times  are  dramatically  compressed," 
says  Scott  Kriens,  CEO  of  communica- 


tions-equipment-maker   Juniper    Ne 
works  Inc.  "And  that  will  change  ever 
thing,  from  the  business  model  to  [raisin  s 
funds]." 

Internet  Phones 

THE  CHANGES  IN  THE  business  mod 
will  become  more  evident  as  2004  unfold 
Companies  are  getting  away  from  the  ol 
way  of  charging  by  the  minute  to  transpoi 
voice  and  data  over  the  network,  for  exan* 
pie.  They're  embracing  flat-rate  plans  fc 
everything  from  traditional  voice  to  wire 
less  and  broadband.  Moreover,  those  fk 
rates  are  falling.  Broadband  rates  have  aj 
ready  dropped  as  much  as  50%  in  som 
cases,  to  about  $30  a  month,  and  they  \vi  I 
continue  downward  in  2004.  Rising  corn 
petition  and  falling  prices  will  be  fe 
throughout  the  food  chain,  putting  pres| 
sure  on  everyone  from  equipment  maker 
to  venture  capitalists— which  means 
ing  money  will  remain  difficult. 
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ctions  may  have  home  networks,  up 

•m  just  11%  now,  according  to  the  CEA. 

In  2003,  the  PC  giants  began  compet- 

r  to  outfit  the  digital  home,  and  the  turf 

ttle  with  traditional  CE  makers  will 

ly  intensify  this  year.  That's  because 

|:h  new  wave  of  CE  products— even 

i  th  their  short  product  life  cycles— offer 

j*her  margins  than  PCs,  plus  they  help 

:ve  computer  sales.  For  instance,  DVD 

hording  devices  or  flat-panel  displays 

at  link  to  PCs  have  margins  up  to  25%, 


vs.  10%  for  commoditized  computers,  es- 
timates IDC.  This  year,  global  sales  of  dig- 
ital flat-screen  TVs  are  expected  to  double, 
to  9.7  million  units,  or  $16.7  billion.  "The 
really  compelling  story  is  how  all  these 
products  work  together,"  says  Peter  Appl, 
CEO  ofHPshopping.com. 

It's  a  smart  strategy  for  PC  makers  and 
will  be  a  boon  for  consumers.  But  the  in- 
creased pricing  pressures  created  by 
these  new  players  is  tough  on  CE  giants. 
To  fight  back,  traditional  CE  players  are 


relying  on  marketing  to  create  a  distinc- 
tion in  the  minds  of  consumers  between 
electronics  makers  and  computer  manu- 
facturers. "We're  getting  the  word  out 
that  consumers  should  put  their  faith  in 
the  companies  whose  business  it  is  to 
make  these  displays,"  says  Bob 
Scaglione,  vice-president  for  marketing  at 
Sharp  Corp.'s  consumer  electronics 
group.  Consumers  are  willing  to  believe, 
but  only  at  the  right  price.  ■ 

-By  Heather  Green  in  New  York 


The  need  to  reduce  costs  has  also  has- 
ned  the  adoption  of  telecom  equipment 
ised  on  Internet  Protocol  (IP),  the  un- 
arlying  data  standard  of  the  Net.  IP 
juipment  is  cheaper  than  traditional 
lone  gear  when  it  comes  to  voice  traffic, 
id  it  can  be  adopted  easily  by  cable  com- 
mies who  want  to  break  into  voice  serv- 
es. IP  also  lowers  the  cost  of  rolling  out 
ew  services  such  as  video  calls,  or  in- 
antly  acquiring  a  second  or  third  line. 
r&T,  BellSouth,  Verizon,  and  SBC  Com- 
lunications  launched 
/oice  over  IP"  (VOIP) 
:rvices  at  the  end  of 
303,  and  others  will 
»llow  suit  in  2004. 
Cable  companies  are 
so  keen  on  IP  tech- 
ology.  Activity  in  the 
ible  arena  picked  up 
?eed  in  December, 
hen  Time  Warner 
able    announced    it 
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would  roll  out  IP-based  phone  capability  to 
its  10.8  million  subscribers  from  New  York 
to  Los  Angeles  by  the  end  of  2004.  To  get 
started,  users  simply  plug  their  regular 
phone  into  a  cable  box  equipped  with 
phone  jacks.  In  one  of  the  first  markets- 
Portland,  Me.— the  company  charges 
$39.99  to  customers  who  agree  to  a  bun- 
dle of  services.  "This  is  a 
business  to  keep  an  eye  on," 
says  says  Time  Warner  Inc. 
CEO  Richard  D.  Parsons.  An- 
alysts say  cable  phone  sub- 
scribers will  hit  3  million  by 
the  end  of  2004,  up  from  just 
over  2  million  in  2003.  And 
in  three  years,  according  to 
UBS  Investment  Research, 
phone  service  could  account 
for  $4  billion  in  new  rev- 
enues for  cable  outfits. 

A  few  days  after  Time  Warner  made  its 
December  announcement,  AT&T  said  it 
would  roll  out  IP  phone  service  in  up  to 
100  markets  in  2004.  But  both  giants  are 
really  following  the  lead  of  small  pioneers 
such  as  Vonage  Holdings  Corp.,  and 
Net2phone  Inc.,  which  allow  their  cus- 
tomers to  make  unlimited  local  and  long- 
distance calls  over  the  Net  for  as  little  as 
$35  a  month.  Vonage  CEO  Jeff  Citron  says 
the  advantages  of  VOIP  include  much 
lower  operating  costs  and  improved  ca- 
pabilities, such  as  the  instant  ability  to 
conference  as  many  as  nine  people  to- 
gether on  a  call.  Those  benefits  haven't 
been  lost  on  local-phone  giants.  "If  s  pret- 
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ty  clear  to  anyone  who  looks  at  this  stuff 
that  it's  a  more  efficient  way  to  run  net- 
works," says  Verizon  spokesman  Eric 
Rabe.  "We  want  to  be  part  of  it." 

Ultimately,  the  new  technology  will 
change  the  way  networks  are  designed. 
Today,  carriers  still  have  separate  net- 
works for  regular  and  wireless  phone 
service  and  various  forms  of 
data  traffic.  In  the  future, 
says  Frank  Dunn,  CEO  of 
Nortel  Networks  Corp. ,  car- 
riers will  have  a  single  IP 
network  over  which  voice, 
data,  and  wireless  calls  are 
all  sent. 

VOIP  also  raises  a  raft  of 
new  regulatory  issues.  Such 
services  bypass  the  local- 
phone  network  and  many  of 
the  levies  that  phone  compa- 
nies use  to  help  offset  the  cost  of  phone 
service  for  low-income  customers  and  lo- 
cales with  a  sparse  population.  VOIP 
startups  say  it's  too  early  to  force  more 
fees  on  their  young  industry,  which  ac- 
counts for  less  than  150,000  lines— a  frac- 
tion of  the  nation's  total  of  180  million 
lines.  Tech  luminaries  such  as  Cisco's 
Chambers  agree.  "If  you  want  to  slow 
things  down,  the  government  could  try  to 
regulate  IP  voice,"  he  says.  "That  would 
be  a  tremendous  mistake."  Indeed,  some 
say  regulatory  uncertainty  is  already 
slowing  rollouts  of  VOIP  to  consumers. 
Still,  adoption  is  brisk  by  businesses, 
which  operate  with  less  regulation,  says 
Roger  Heins,  vice-  president  in  charge  of 
VOIP  products  at  Lucent  Technologies  Inc. 
In  the  end,  the  shift  to  IP  technology 
will  help  telecom  companies  bolster  rev- 
enue in  an  era  of  rising  competition  and 
falling  prices.  "CEOs  are  beginning  to  re- 
alize that  cost-cutting  can  only  do  so 
much  and  that  they  have  to  invest  in  new 
sources  of  revenue,"  Chambers  says.  For 
equipment  and  service  suppliers,  that's 
something  to  bank  on  in  2004.  ■ 

-By  Steve  Rosenbush  in  New  York 


January  12,  2004  |  BusinessWeek  1 101 


I  \> 


Health  care  p.  103  Pharmaceuticals  p.  104  Biotech  p.  105 


EALTHCARE 


Hie  Patient  Will 
Live.  But... 


>  Employers  and  consumers 

ill  continue  to  get 
ammered  by  rising  premiums 

>  But  health-care  costs  will 
se  a  bit  more  slowly,  which 
good  news  for  insurers 


LIKE  DEATH  AND  TAXES, 
annual  increases  in  U.S. 
health- care  costs  are  in- 
evitable. But  2004  will 
upend  this  rule  of  nature 
a  bit.  Yes,  medical  costs 
will  continue  to  rise,  and 
at  a  rate  considerably 
ster  than  that  of  overall  inflation.  But  a 
lift  toward  cheaper  generic  and  over-the- 
mnter  drugs,  coupled  with  lower  hospi- 
il  use,  caused  health-care  inflation  to 
ow  in  2003,  and  the  trend  will  continue 
lis  year.  Total  national  spending  on 
ealth  care  will  increase  by  about  7%  in 
303  and  will  do  the  same  in  2004,  ac- 
srding  to  the  Centers  for 
ledicare  &  Medicaid  Services, 
dt  insignificant,  granted,  but  at 
ast  it's  less  than  the  roughly  9% 
ains  logged  in  each  of  the  prior 
vo  years.  Health-care  spending 
l  just  about  every  category  is 
<pected  to  rise  at  the  slowest 
ite  in  the  past  five  years. 
That's  good  news  for  health 
isurers,  since  they  will  be  able  to 
ush  through  premium  increases 
lat  will  more  than  compensate  for  the 
igher  reimbursements  they  must  shell 
lit  for  drugs,  hospital  procedures,  doctors 
«s,  and  the  like.  Hospitals,  though,  will 
ave  a  tough  time  of  it,  just  as  they  did  the 
ear  before  and  the  year  before  that.  They 


are  still  caught  between  the  high  cost  of 
serving  the  nation's  43  million  uninsured 
and  pressures  from  Medicare  and  other  in- 
surers looking  to  reduce  payouts. 

Employers  who  offer  health  insurance 
to  their  workers  won't  get  much  relief,  ei- 
ther. Towers  Perrin,  a  human  resources 
consultant,  predicts  that  2004  will  mark 
the  fifth  consecutive  year  of  double-digit 
rises  in  employers'  total  health-care  costs. 
Judging  from  a  recent  survey  of  large  com- 
panies, insurance  premiums  and  other 
health-care  costs  should  increase  12%  in 
2004.  "Companies  are  paying  twice  as 
much  in  health-care  costs  today  as  they  did 
six  years  ago,"  says  James  K.  Foreman,  a 
managing  director  of  Towers  Perrin. 

That's  certain  to  accelerate  the  trend 
toward  shifting  costs  to  employees.  An- 
other company  survey  by  Mercer  Human 
Resource  Consulting  LLC  found  that  25% 
of  employers  plan  to  increase  worker  con- 
tributions for  health  plans  in  2004,  while 
23%  will  reduce  benefits.  However,  this 
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cost  shift  will  almost  certainly  force  some 
employees  to  join  the  ranks  of  the  unin- 
sured because  they  can  no  longer  afford 
coverage,  predicts  the  nonprofit  Center 
for  Studying  Health  System  Change 
in  Washington.  And  that  in  turn  will 


contribute  to  overall  health-care  inflation. 
The  insurers  themselves  are  insulated 
from  all  this  pain.  When  UBS  Warburg  an- 
alyst William  McGeever  issued  a  report  on 
the  managed-care  industry  in  mid-2003, 
he  titled  it  Vital  Signs  as  Strong  as  Ever,  and 
the  diagnosis  still  stands.  He  expects  med- 
ical costs  for  insurers  to  increase  by  some 
11%  in  2004,  after  12.5%  gains  the  prior 
two  years.  But  premiums  charged  by 
health  maintenance  organizations  should 
increase  by  13%  to  14%  this  year,  after  15% 
hikes  in  2003,  more  than  offsetting  higher 
costs.  Also,  the  Medicare  reform  bill  that 
went  into  effect  on  Jan.  1, 2004,  gives  pri- 
vate insurers  the  opportunity  to  compete 
with  Medicare,  opening  a  new  market. 

Negotiating  Clout 

THIS  STEADY  PREMIUM  acceleration  is 
due  to  quickly  dwindling  price  competi- 
tion in  the  industry.  Consolidation  has 
swept  over  insurers  the  past  few  years, 
capped  by  the  October,  2003,  an- 
nouncement that  Anthem  Inc. 
will  acquire  WellPoint  Health 
Networks  Inc.  in  a  $16.4  billion 
deal  that  will  create  the  nation's 
largest  health  insurer.  On  the 
same  day  the  current  largest  in- 
surer, UnitedHealth  Group  Inc., 
said  it  would  acquire  Mid  At- 
lantic Medical  Services  Inc.  for 
$3  billion. 

The  wave  of  mergers  and  ac- 
quisitions will  likely  continue,  with  Well- 
Choice  Inc.  and  Cigna  Corp.  widely  men- 
tioned as  the  next  potential  targets.  That 
gives  the  few  remaining  players  unprece- 
dented clout  in  negotiating  with  cus- 
tomers and  hospitals.  "This  industry  is 
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basically  an  oligopoly,  and  that  means 
health  plans  have  the  ability  to  pass 
along  cost  increases  to  employers  and 
employers  can't  do  much  about  it,"  says 
McGeever. 

Hospitals  do  not  have  the  same  ad- 
vantages. Although  they  do  gain  some 
relief  from  a  slower  acceleration  of  pre- 
scription drug  costs,  they  are  also  suf- 
fering from  fewer  patients,  a  result  of 
the  recession.  When  times  are  lean,  pa- 
tients tend  to  postpone  nonessential 
surgeries,  and  beds  go  empty.  Patients' 
numbers  should  increase  as  the  econo- 
my improves,  say  analysts,  but  the  hos- 
pitals must  also  contend  with  the  high 
cost  of  caring  for  uninsured  patients 
and  the  very  sick. 

In  addition,  a  severe  nursing  short- 
age will  continue,  boosting  labor  costs. 
The  Center  for  Studying  Health  System 
Change  found  that  the  hourly  cost  of 
compensating  nurses  at  private  hospi- 
tals has  been  growing  by  more  than  8% 
the  past  two  years— which  is  more  than 
6  percentage  points  greater  than  the  av- 
erage increase  from  1995  to  2000.  A 
newly  passed  California  mandate  re- 
quiring higher  nurse-to-patient  ratios 
could  spur  similar  legislation  in  other 
states,  increasing  pressures  even  more. 

Grim  Picture 

SO  THE  HOSPITAL  picture  only  grows 
grimmer.  Moody's  Investors  Service's 
bond  ratings  for  not-for-profit  hospitals 
were  running  at  a  3-to-l  margin  of 
downgrades  over  upgrades  at  the  end  of 
2003,  and  Moody's  analyst  Bruce  Gor- 
don sees  nothing  in  2004  that  will 
change  that  trend.  "We  are  seeing  a  lot 
of  credit  volatility,"  he  says.  "Medicare 
payments  are  down,  utilization  is  down. 
It  really  is  a  tough  environment." 

For-profit  hospitals  must  also  con- 
tend with  the  fallout  from  the  Tenet 
Healthcare  Corp.  scandal.  One  of  the 
nation's  largest  hospital  operators, 
Tenet  is  under  investigation  for  Medi- 
care overcharges— a  situation  that  has 
left  some  industry  experts  wondering  if 
it  is  possible  to  profit  in  this  business 
without  cutting  corners.  "The  impact  of 
the  Tenet  investigation  and  how  it  plays 
out  clearly  is  overhanging  the  hospital 
-pace,"  says  Bain  &  Co.  partner  Russell 
A.  Hagey.  Hagey  says  Tenet's  newly  in- 
stalled management  seems  to  be  taking 
an  "ultraconservative  approach"  as  it 
attempts  to  restore  fiscal  order.  Now,  if 
only  the  same  could  be  done  for  health- 
care costs.  ■ 

-By  Catherine  Arnst  in  New  York 
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PHARMACEUTICALS 


For  Drugmakers, 
There's  No  Panacea 


»  Blockbusters  are  in  store, 
but  the  cost  of  R&D,  ads,  and 
factory  fixes  will  eat  profits 

»  Pressure  from  insurers 
and  government  on  prices 
will  be  a  drag  on  revenues 

T  FIRST  GLANCE, 
it  seems  that  Glaxo- 
SmithKline  should 
be  living  large  come 
the  new  year.  Levit- 
ra,  its  impotence 
pill  launched  in  the 
U.S.  five  months 
ago,  could  hit  $280  million  in  sales  in 
2004.  Advair  Diskus,  an  asthma  treat- 
ment released  two  years  ago,  is  on  track 
to  reach  more  than  $4  billion  in  sales. 
GSK  also  plans  to  roll  out  Ariffo  in  2004, 
a  tablet  for  so-called  smoker's  disease, 
and  Vesicare  for  urinary  incontinence. 

But  instead  of  celebrating,  Glaxo  will 
likely  be  wrestling  with  a  host  of  nega- 
tives. Since  mid-2003,  generic  drugs 
have  torpedoed  two  of  its  megasellers  in 
the  U.S.— antidepressant  Paxil  and  an- 
tibiotic Augmentin— and  Glaxo  could 
soon  lose  patent  protection  on  a  third, 
Wellbutrin  SR,  another  antidepressant. 
As  a  result,  the  company's  2004  earnings 
will  inch  up  only  1%,  to  $16.2  billion,  ex- 
cluding one-time  items,  say  industry  an- 
alysts. "It's  a  very  brutal  business," 
laments  Chief  Executive  Jean-Pierre 
Gamier.  "When  a  drug  is  pretty  much  at 
its  peak,  it  just  goes  away  instantly,  like 
switching  off  a  light." 

So  it  goes  for  Big  Pharma.  Overall,  the 
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industry  has  a  broad  stream  of  ne 
products  expected  to  reach  at  least  $1  b  C 
lion  each  in  annual  sales.  Eh  Lilly  &  C 
alone  plans  to  introduce  four  promisir  f 
drugs  in  2004,  after  launching  three 
2003.  Pfizer  Inc.  could  be  right  behin 
with  three. 

New  drugs,  however,  don't  alwaj 
mean  new  profits.  Many  of  the  new  con 
pounds  will  take  away  sales  of  existin 
drugs.  Moreover,  new  drugs  typical 
lose  money  in  their  first  year  or  two  whi 
the  cost  of  advertising  blitzes  overwheh 
initial  sales.  There  isn't  likely  to  be  muc 
relief  on  the  pricin 
front,  either,  give 
that  government 
and  insurers  are  n 
belling  against  pric 
hikes  as  they  stru£ 
gle  with  double-dig 
increases  in  healtl 
care  costs.  Final! 
regulators  are  fore 
ing  drugmakers  t 
spend  more  to  brin 
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dr  manufacturing  plants  up  to  snuff. 
All  of  these  factors  will  take  their  toll 
industry  profits  in  2004.  SG  Cowen  an- 
st  Stephen  M.  Scala  forecasts  that  in- 
stry  earnings  will  grow  only  9%,  to 
1.8  billion,  vs.  10%  in  2003.  Sales  are 
pected  to  climb  6%,  to  $170.1  billion, 
ala's  forecasts  could  have  been  worse, 
i  decided  to  exclude  Schering-Plough 
rp.,  which  he  says  will  have  a  "night- 
arish"  year  following  the  end  of  patent 
Dtection  for  the  allergy  drug  Claritin 
d  will  lose  $220  million.  "For  the  next 
ndful  of  years,  this  industry  will  not  be 
mt  it  had  been,"  Scala  cautions. 
The  pharmaceutical  business  has  al- 
lys  been  a  high-stakes  gamble.  Lately, 
Dugh,  the  odds  have  lengthened.  Over 


the  past  several  months,  Merck  &  Co. 
gave  up  on  four  potentially  big  drugs,  in- 
cluding two  in  late-stage  testing,  because 
of  poor  results  or  safety  concerns.  CEO 
Raymond  V.  Gilmartin  promises  that 
Merck  will  still  raise  profits  by  7%  in 
2004,  thanks  to  double-digit  sales  in- 
creases of  blockbusters  such  as  Fosamax 
for  osteoporosis.  But  he  concedes  that 
Merck,  the  No.  3  drug  company  after  Pfi- 
zer and  Glaxo,  will  be  lucky  to  come  out 
with  two  new  drugs  this  year. 

To  increase  profits,  drugmakers  are 
turning  to  other  tricks.  More  and  more, 
they  are  licensing  products  from  biotech 
startups  or  foreign  firms.  Some  are  also 
resorting  to  workforce  reductions:  Abbott 
Laboratories  cut  2,000  jobs  in  2003,  for 


instance,  while  Merck  is  eliminating 
4,400  positions. 

One  thing  they're  not  doing  is  big  ac- 
quisitions. Mergers  among  giants  were  all 
the  rage  in  this  industry  in  the  1990s,  but 
no  more.  Gilmartin  foreswears  any  deal- 
making,  despite  investor  pressure.  "A 
large-scale  merger  would  provide,  at 
best,  a  short-term  boost  with  an  expen- 
sive long-term  cost,"  he  argues.  "That's 
not  an  appropriate  trade-off." 

Not  that  long  ago,  drugmakers  defied 
the  business  cycle,  selling  more  and  more 
drugs  in  good  times  and  bad.  They  still 
boast  outsize  margins.  But  in  2004,  Big 
Pharma  will  look  a  lot  more  like  any  oth- 
er subset  of  manufacturing  companies.  ■ 
-By  Michael  Arndt  in  Chicago 


BIOTECH 


A  Comeback  'Balanced 
On  a  Razor's  Edge' 


Buffeted  by  everything  from  the 
general  economic  downturn  to 
an  insider-trading  scandal  at 
high-profile  cancer-drug  startup 
ImClone  Systems  Inc.,  the 
biotech  industry  was  reeling  when  2003 
began.  Hundreds  of  companies  were  trading 
below  their  cash  values,  the  initial-public- 
offering  market  was  moribund,  and  private 
outfits  averaged  less  than  a  year's  cash  on 
hand-with  many  facing  the  prospect  of 
drastic  cutbacks  or  bankruptcies. 

But  the  spring  brought  a  flurry  of  good 
news:  new  product  approvals  and  promising 
results  for  experimental  drugs  such  as 
Avastin,  Genentech  Inc.'s 
cancer  treatment.  From  early 
March  to  early  June,  the 
AMEX  Biotechnology  Index 
soared  67%.  "It's  been  more 
than  a  recovery-it's  been 
quite  a  resurgence,"  says  Carl 
B.  Feldbaum,  president  of  the 
Biotechnology  Industry 
Organization. 

Insiders  caution  that  the 
comeback  is  still  fragile.  "The 
sector  is  up  dramatically,  but 
valuations  are  way  ahead  of  themselves," 
warns  Genentech  CEO  Arthur  D.  Levinson. 
Indeed,  since  the  spring  boost,  biotech 
stock  indexes  have  barely  budged.  And  most 
of  the  handful  of  recent  IPOs  are  trading 
below  their  offering  prices.  It  hasn't  helped 
that  sales  of  some  new  biotech  products, 


Skeptical 
investors 
want  to  see 
products  that 
get  to  market 
and  add  to  the 
bottom  line 


such  as  Biogen's  psoriasis  drug,  Amevive, 
and  Medlmmune's  FluMist  flu  vaccine,  failed 
to  meet  expectations.  Or  that  a  $100  million 
deal  between  drug  giant  Aventis  and  biotech 
Avalon  Pharmaceuticals  fell  apart  at  the  last 
minute.  "Everything  is  balanced  on  a  razor's 
edge,"  says  venture  capitalist  Alan  G.  Walton 
at  Oxford  Bioscience  Partners.  "By  the  end 
of  January,  we  should  know  if  it  will  be  a 
pretty  hot  year  or  a  pretty  dreadful  year." 

There  won't  be  a  boom  unless  new 
products  hit  the  market  and  sales  rise, 
analysts  predict.  That's  a  big  change  from 
the  2000  biotech  bubble,  when  investors, 
excited  by  the  sequencing  of  the  human 
genome,  bid  up  companies 
that  planned  to  mine  the  new 
genetic  information.  The 
payoff  of  genomics  has  proven 
to  be  elusive,  and  those 
companies'  stocks  crashed. 
Now,  investors,  financiers, 
and  potential  Big  Pharma 
partners  want  promising  drug 
pipelines  and  solid  bottom 
lines.  "In  these  kinds  of 
markets,  we  will  see  people 
investing  only  in  companies 
with  exciting  products  that  will  be  in  the 
clinic  next  year,"  says  Dr.  Ivor  Royston,  a 
partner  at  Forward  Ventures.  Even  better 
would  be  news  of  successful  clinical  trials 
and  approvals  by  the  Food  &  Drug 
Administration.  "Everything  is  going  to  hinge 
on  the  rate  of  new  approvals  and  the  number 


of  profitable  companies,"  says  Dr.  Jean- 
Frangois  Formela,  a  general  partner  at  Atlas 
Venture.  But,  he  adds,  "there  is  no  doubt  we 
will  see  spectacular  failures." 

Companies  with  bad  news  get  punished. 
On  Nov.  11,  Vertex'  stock  tumbled  36.8% 
when  the  arthritis  drug  it  has  been 
developing  with  Aventis  was  put  on  hold 
after  animal  tests  showed  liver  problems. 

In  general,  though,  analysts  are  hopeful. 
"Drug  development  is  risky,  but  the  biotech 
industry  is  starting  to  mature,"  says  Dennis 
J.  Purcell  of  the  Perseus-Soros  BioPharma- 
ceutical  Fund:  "We  are  seeing  better-run 
trials,  and  companies  are  better  financed 
because  they  raised  capital  this  year." 

What's  more,  he  says,  the  FDA,  under  new 
Commissioner  Dr.  Mark  B.  McClellan,  is 
perceived  as  friendlier  to  industry  and 
quicker  to  approve  drugs.  And  Big  Pharma, 
which  have  their  own  pipeline  woes,  are 
itching  to  snap  up  promising  biotech  drugs 
and  companies.  "The  industry 
fundamentals  are  strong,"  says  analyst 
David  Wood  of  investment  bank  Rodman  & 
Renshaw  Inc.  "I'm  pretty  bullish."  But  this 
bull  may  also  have  a  few  stumbles  along 
the  way. 

-By  John  Carey  in  Washington 
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rices  Hold  Their 
Dwn  in  the  Oil  Patch 


Rising  global  output  will 
nt  revenues  and  profits 
s  year,  but  only  slightly 

The  shock  of  August's 
ackout  has  faded,  and  the 
id's  upgrade  has  stalled 


prospect  of 
war  in  Iraq 
on  the  hori- 
zon, the  en- 
ergy indus- 
try faced  a 
host  of  un- 


w 

tainties  going  into  2003.  Yet  by 
irend,  the  sector  had  racked  up  block- 
ster  returns,  as  the  war  and  a  variety  of 
Dply  shortages  kept  oil  and  natural  gas 
ces  at  near-record  levels.  Now,  with 
my  of  those  uncertainties  gone,  prices 
i  expected  to  decline,  though  not 
ough  to  send  the  industry  into  a  tail- 
in.  Expect  "a  good  year  for  energy,  just 
t  as  good  as  last  year,"  says  Roger  Di- 
in  of  Washington-based  industry  con- 
Itant  PFC  Energy. 

The  anticipated  small  dip  in  prices  this 
ar  will  rein  in  industry  revenues  and 
Dfits.  L.  Bruce  Lanni  of  AG.  Edwards  & 
ns  Inc.  estimates  benchmark  West 
xas  intermediate  (wn)  oil  prices  will 
erage  $27  a  barrel  in  2004,  vs.  $30.90 
it  year.  On  the  natural  gas  front,  the 
S.  Energy  Information  Administration 
LA.)  is  forecasting  an  average  price  of 
.39  per  thousand  cubic  feet  (Mcf)  in 
04,  vs.  $4.92  last  year.  The  upshot:  The 
energy  firms  in  the  Standard  &  Poor's 
0-stock  index  will  post  a  10%  decline  in 
/enues  and  a  17%  drop  in  earnings  in 


SPOTLIGHT 


BILLIONS  OF  DOLLARS 


2004,  according  to  Thomson  First  Call. 
That  compares  to  an  earnings  jump  of 
54%  on  a  9%  sales  gain  in  2003. 

During  2003,  Congress  tried— and 
failed— to  pass  a  sweeping  energy  bill, 
which  would  have  offered  massive  subsi- 
dies or  incentives  to  corn  growers  and 
ethanol  producers,  the  nuclear  industry, 
gasoline  additive  makers,  oil  drillers,  and 
others.  Some  version  of  the  bill  is  expect- 
ed to  make  its  way  into  law  next  year. 

But  the  legislation's  overall  effects  on 
the  energy  industry  would  be  relatively 
small  compared  to  the  impact  of  market 
forces,  which  will  be 
responsible  for  the 
lower  prices  in  2004. 
As  in  the  past,  high  oil 
prices  have  enticed 
several  nonmembers 
of  OPEC,  such  as  Rus- 
sia and  Mexico,  to 
crank  up  their  output. 
That  has  steadily  eaten 
into  OPEC's  market 
share— which  analyst 
Lanni  estimates  will  drop  to  37%  in  2004, 
from  40%  in  2000— and  makes  it  a  bit 
more  difficult  for  the  cartel  to  keep  prices 
high. 

OPEC  Threats 

IN  ADDITION,  OPEC  members  like  Iraq 
and  Nigeria  will  increase  output.  Total 
global  demand  for  oil  is  expected  to  rise 
only  1.3  million  barrels  per  day,  about  the 
same  amount  as  in  2003,  according  to 
EIA.  Despite  increasing  demand  from 
China,  which  will  account  for  most  of  the 
growth  in  oil  use  next  year,  many  of  the 
world's  industrialized  nations,  such  as 


Japan,  will  grow  only  modestly.  As  a  re- 
sult, prices  will  be  held  in  check. 

At  the  same  time,  there's  simply  not 
enough  excess  supply,  or  oil  in  the 
pipeline,  for  prices  to  fall  much.  In  the  near 
term,  continued  geopolitical  tensions  and 
low  worldwide  inventories  will  keep  prices 
firm.  Longer  term,  the  sluggish  resump- 
tion of  Iraqi  production  and  the  prospect 
of  continued  supply  disruptions  in 
Venezuela  and  Nigeria  will  work  to  keep 
prices  from  falling.  And  despite  OPEC's 
eroding  market  share,  the  cartel  has  man- 
aged to  prop  up  oil  prices  by  adjusting 
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supply  to  keep  inventories  low.  That  has  al- 
lowed it  to  maintain  prices  within  a  range 
of  $22  to  $28  a  barrel.  At  its  February 
meeting,  for  example,  OPEC  is  threatening 
to  cut  second-quarter  production  quotas  to 
keep  inventories  from  getting  too  high 
when  demand  is  at  its  seasonal  low.  "They 
will  be  very  aggressive  about  keeping  pro- 
duction tight  to  keep  prices  at  about  $28," 
says  Thorsten  Fischer,  senior  economist  at 
Economy.com  Inc.  OPEC  officials  are  even 
talking  about  trying  to  lift  the  price  as  high 
as  $30.  Their  justification  is  that  the  de- 
cline of  the  dollar  has  cut  into  their  pur- 
chasing power. 

Sustained,  relatively  high  prices  are 
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good  news  for  the  oil-drilling  business. 
Lehman  Brothers  Inc.  analyst  James  D. 
Crandall  figures  spending  on  global  ex- 
ploration and  production  will  rise  4%  in 
2004,  to  about  $144  billion.  The  money 
won't  flow  into  U.S.  operations,  though. 
Most  companies  will  continue  to  pursue 
big  bets  in  far-flung  locales  such  as  Rus- 
sia and  West  Africa  instead  of  in  the  U.S., 
where  mature  wells  are  producing  less. 
Crandall  estimates  total  U.S.  spending 
will  decline  0.1%,  to  $32.6  billion,  while 
spending  outside  the  U.S.  will  grow  by  a 
solid  6.1%,  to  $98.1  billion.  Exxon  Mobil 
Corp.,  for  instance,  says  it  plans  to  begin 
production  at  several  major  oil  projects 
in  West  Africa,  natural  gas  projects  in 
Norway  and  Britain,  and  a  liquefied  nat- 
ural gas  (LNG)  project  in  Qatar. 

Natural  gas  will  also  hold  its  own.  The 
domestic  industry  hasn't  been  able  to  pro- 


POWER 


duce  enough  natural  gas  to  meet  growing 
demand  because  of  shrinking  production 
from  old  wells  and  low  output  from  new 
fields.  The  EIA  estimates  natural  gas  de- 
mand will  rise  about  1%  m  2004,  while 
production  will  fall  1.5%.  Why  is  demand 
slacking?  Analysts  say  that  the  high  cost 
of  natural  gas  has  induced  some  big  buy- 
ers, such  as  chemical  plants,  to  switch  to 
other  fuels,  close  plants,  or  move  opera- 
tions overseas. 

Natural  Gas  Crunch 

STILL,  WITH  THE  FLOW  of  gas  from 
Canada  shrinking,  other  meaningful  im- 
ports of  LNG  still  years  away,  and  several 
potential  gas  fields  off-limits  in  the  U.S., 
the  natural  gas  crunch  will  be  with  us  for 
a  while.  "Until  we  will  get  more  LNG, 
we'll  continue  to  see  a  pretty  tighdy  con- 


Keep  the  Candles  Handy 
-And  Light  a  Few 


For  the  power  sector,  2003  will  be 
remembered  as  the  year  the 
lights  went  out.  To  avoid  another 
blackout  like  the  one  that 
darkened  big  chunks  of  Canada 
and  the  U.S.  in  August,  the 
industry  will  work  harder  this 
year.  But  it's  unlikely  that 
either  the  administrative 
overhaul  needed  to  run  the 
grid  better  or  the  many 
billions  of  dollars  required  to 
modernize  it  will  materialize. 
Even  though  the  U.S.  will 
generate  enough  power 
in  2004,  the  lights  may  still 
go  out. 

Despite  some  progress, 
none  of  the  plans  under  way 
addresses  the  fractured 
supervision  of  the  nation's 
web  of  wires.  A  November 
report  from  the  U.S.-Canada  task  force 
investigating  the  North  America  blackout 
puts  the  blame  on  equipment  failures, 
coordination  problems,  violations  of  reliability 
standards,  and  human  error.  One  main 
culprit:  FirstEnergy  Corp.,  which  failed  to 
perform  simple  tasks  such  as  preventing 
trees  from  downing  power  lines.  In  response, 
the  North  American  Electric  Reliability 
Council  is  drafting  new  reliability  measures, 
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and  state  public  utility  commissions  are 
trying  to  make  sure  local  utilities  do  a  better 
job  taking  precautionary  steps,  including 
trimming  trees.  Congress'  energy  bill,  which 
failed  to  pass  this  year,  also  included  some 
promising  measures.  It 
would  have  made  reliability 
standards  mandatory  instead 
of  voluntary,  and  it  would 
have  given  the  Federal  Energy 
Regulatory  Commission  the 
power  to  order  the  placement 
of  transmission  lines  in 
urgent  cases. 

Chances  are  good  that 
some  version  of  the  energy 
bill  will  pass  in  2004,  but  for 
now  there's  more  talk  than 
action-or  money.  The 
Electric  Power  Research 
Institute  estimates  it  would 
cost  $5  billion  to  $10  billion 
per  year  over  the  next  5  to  10  years  to 
modernize  the  system  properly.  The 
required  fixes  include  faster  digital  switches, 
software  that  improves  communications 
between  different  regions  of  the  country,  and 
additional  power  lines.  But  the  pace  of 
investment— running  at  $3  billion  a  year, 
according  to  the  Edison  Electric  Institute-is 
too  slow  to  put  these  upgrades  in  place. 
That's  because  the  utility  industry  has 


strained   [natural   gas]    environing 
says  Mark  G.  Papa,  CEO  of  Hous 
based  EOG  Resources  Inc. 

That's  not  all  bad.  Economists  p 
out  that  the  prospect  of  sustained 
prices  forces  energy-consuming  con 
nies  to  find  ways  to  reduce  energy  usi 
the  long  run,  that  makes  the  whole  e< 
omy  more  efficient.  Of  course,  exp 
add,  the  economy  would  benefit  far  n 
if  the  higher  prices  were  the  result  of 
mestic  taxes  whose  revenue  could  bt 
turned  as  a  stimulus  to  job  creation 
stead  of  being  caused  by  oligopoly  po 
wielded  by  foreign  producers.  But  at 
very  least,  the  tightness  and  high  prict 
both  oil  and  natural  gas  markets 
make  for  another  upbeat  year  for  the 
ergy  industry.  ■ 

-By  Stephanie  Ande: 
Forest  in  Di 
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bigger  worries  than  frayed  transmission 
lines-not  least  of  which  are  massive  credit 
woes.  Overall,  the  industry  is  weighed  down 
by  a  mountain  of  debt.  Pacific  Gas  &  Electric 
alone  has  a  debt  of  $12  billion,  which  forced 
it  into  bankruptcy  two-and-a-half  years  ago.  | oo 
A  December  bankruptcy  settlement  will 
stick  consumers  with  up  to  $8  billion  in 
surcharges  over  the  next  nine  years. 

The  financial  woes  mean  the  coming  yea 
will  bring  more  restructuring  in  the  sector. 
Utilities  are  expected  to  hawk  power  plants 
and  other  assets  to  stay  solvent.  "What 
you're  going  to  see,"  says  Tom  Baker, 
president  of  Dallas-based  TXU  Energy,  "is 
a. ..strengthening  of  the  balance  sheet: 
shedding  debt,  reducing  costs,  and 
improving  liquidity." 

The  restructuring  may  also  get  a  boost  if 
the  energy  bill  passes.  The  2003  version  of 
the  legislation  contained  a  provision 
repealing  the  Public  Utility  Holding 
Company  Act  of  1935,  which  constrains 
utility  holding  companies  from  diversifying. 
They  are,  for  example,  unable  to  use  their 
profits  from  regulated  businesses  to  expand    i: 
into  for-profit  power  generation  in  other 
states.  Getting  rid  of  the  law,  analysts  say, 
could  trigger  a  wave  of  mergers  and 
consolidations.  The  bill's  proponents  say 
that  the  measure  would  make  the  sector 
more  efficient.  Opponents  fear  that  this  may 
lead  to  the  creation  of  huge  utility  holding 
companies  with  monopoly  power. 

In  the  short  run,  though,  the  restructuring 
should  help  bolster  the  industry's  bottom 
line.  But  it  may  not  stave  off  another 
summer  of  blackouts. 

-By  Stephanie  Anderson  Forest 
in  Dallas,  with  Peter  Coy  in  New  York 
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•FENSE  &  AEROSPACE 


^lore  Plane  Pain,  but 
Hfelp  from  Uncle  Sam 


•  Sales  of  civilian  aircraft 
fill  be  flat,  though  the  worst 
the  slump  may  be  over 

High-tech  weaponry 
ill  be  a  bright  spot  for 

ifense  contractors 

FOR  THE  BATTERED 
commercial-aviation  in- 
dustry, the  New  Year  will 
bring  more  dreary  news. 
Jediner  sales  in  2004  will 
continue  on  the  down- 
ward trend  that  began 
with  the  terrorist  attacks 
2001,  then  worsened  as  the  economy 
ured.  And  recent  budget  hikes  to  trans- 
-m  the  U.S.  military  for  the  war  on  ter- 
rism  offer  little  solace.  Many  of  the  Pen- 
gon's  pet  weapons  programs— those 
ned  at  bolstering  America's  status  as 
e  world's  lone  superpower— may  face 
>wdowns  and  funding  delays. 
It  all  adds  up  to  a  basically  flat  outlook 
r  the  next  12  months.  According  to  the 
;rospace  Industries  Assn.  (AIA),  total 
»04  sales  for  military  and  civilian 
anes  will  grow  less  than  1%,  to  $148 
llion— with  all  the  gains  coming  on  the 
ilitary  side.  Still,  that's  welcome  news, 
ren  1%  is  better  than  the  steady  de- 
ines  of  recent  years.  In  2003,  the  U.S. 
xospace  industry  tallied  $147  billion  in 
les— down  $6  billion  from  2002. 
hile  the  commercial  outlook  remains 
eak,  at  least  its  rate  of  descent  is  slow- 
g.  Sales  of  jetliners  this  year  will  dip 
ss  than  $2  billion,  to  $32  billion,  com- 
ired  with  the  more  substantial  decline 
$7.1  billion  in  2003. 
So  traces  of  optimism  are  emerging, 
["he  surprising  news  is  that  the  slump 
not  nearly  as  sharp  as  predicted  a  year 
;o,"  says  AIA  President  John  W. 
Duglass.  He  anticipates  a  recovery  in 
vil  aviation  by  2006.  But  other  experts 
main  cautious.  They  worry  that  anoth- 
terrorist  attack,  a  new  outbreak  of 
UtS,  or  slower-than-expected  econom- 
growth  could  further  dampen  travel 
:mand  and  disrupt  the  industry's  frag- 


ile momentum.  "Recovery  is  in  sight,  but 
the  downside  potential  is  a  lot  worse 
than  any  upside,"  says  Richard  L. 
Aboulafia,  aerospace  analyst  at  Teal 
Group  Corp.  consultants. 

The  two  biggest  jetmakers— Airbus 
and  Boeing  Co.— are  betting  on  better 
times,  despite  posting  the  lowest  profits 
in  eight  years.  Eu- 
rope's Airbus  is  plow- 
ing ahead  with  devel- 
opment of  the  world's 
biggest  jetliner.  The 
555 -seat  A380  is  ex- 
pected to  enter  service 
in  2006.  To  date,  Air- 
bus has  bagged  129 
orders  for  the  super- 
jumbo,  and  sales  chief 
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John  Leahy  sees  more  buyers  lining  up. 
There's  not  a  single  megacarrier  "that 
doesn't  want  one,"  Leahy  says. 

As  for  Boeing,  its  10-year  dry  spell  of 
innovation  is  ending.  The  company  won 
board  approval  in  December  to  build  the 
200-seat  7E7  jetliner.  It  could  enter  serv- 
ice by  2008.  "I  think  we've  got  a  really  ex- 
citing plane,"  says  Alan  R.  Mulally,  the 
CEO  of  Boeing  Commercial  Airplanes. 
"The  7E7  will  ensure  Boeing  will  be  in 
commercial  aviation  for  decades  to 
come." 

Both  rivals  expect  deliveries  to  hit  bot- 
tom in  2004  and  then  begin  to  recover. 
Together,  they  plan  to  deliver  570  aircraft 
in  2004.  That's  a  37%  drop  since  2001, 
when  they  rolled  out  852  planes.  But 
2005  deliveries  should  rise  6%,  to  605  jet- 
liners. "I  would  be  in  a  state  of  shock  if 
2005  is  not  better  than  2003  and  2004," 
says  Leahy. 

A  Shared  Market 

LEAHY  HAS  REASON  to  be  hopeful,  with 
Airbus  now  producing  more  airplanes 
than  Boeing.  This  historic  shift  began  in 
2003,  when  Airbus  delivered  300  air- 
planes to  Boeing's  280.  Airbus  boasts  that 
it  will  continue  to  outpace  Boeing  at  least 
through  2005.  But  analysts  believe  that 
over  time,  if  Boeing  gets  its  new  plane  up 
and  running,  the  two  giants  will  split  the 
market  roughly  50-50. 

Defense  contractors,  for  their  part, 
won't  exacdy  be  rolling  in  dough.  They 
see  continued  growth,  but  in  single  dig- 
its rather  than  the  healthy  double-digit 
rises  of  the  past  several  years.  "It's  hard 
to  say  that  it  will  continue  at  that  kind  of 
growth  rate,"  says  Henry  J.  Driesse,  sen- 
ior vice-president  of  ITT  Industries  Inc. 
and  president  of  its  defense  unit.  But 
even  a  3%  hike  in  the  Pentagon's  fiscal 
2005  budget  for  procurement  and  re- 
search and  development  is  a  lot  of  new 
money.  It  will  pour  a  total  of  more  than 
$144  billion  into  industry  coffers.  That's 
down  from  an  8%  increase  the  year  be- 
fore, though.  And  defense-industry  ana- 
lysts are  warning  companies  to  brace  for 
possible  delays  or  cuts  in  existing  pro- 
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Spending 
will  eet  a 
lift  from  a 
need  to 

high-tech 

military 

options 


grams,  with  the  joint  Strike  Fighter 
and  the  F-22  fighter  viewed  as  early 
candidates. 

Industry  execs  are  focusing  on  future 
spending  growth.  Even  under  the  more 
restrained  mood  in  Congress,  defense 
budgets  are  expected  to  grow  between 
4%  and  6%  until  the  end  of  the  decade. 
Technology  and  training  will  give  the 
U.S.  the  edge,  says  Ronald  D.  Sugar,  CEO 
of  Northrop  Grumman  Corp.  And  the 
need  to  amplify  high-tech  military  op- 
tions will  put  "continued  upward  pres- 
sure on  defense  spending." 

For  Northrop  Grumman,  Sugar  sees 
strong  growth  in  unmanned  aircraft, 
missile  defense,  shipbuilding,  and 
homeland  security. 
One  reason  for  the 
expected  boost  in 
shipbuilding  is 
that  the  current 
production  rate  of 
five  boats  a  year 
won't  sustain  a 
300-ship  fleet  with 
an  average  expect- 
ed ship  life  of  30 
years.  A  rate  of  10 
a  year  would  be 
needed.  "We're 
going  to  start  do- 
ing things  of  that  nature,  or  we're  go- 
ing to  shrink  our  navy  very  consider- 
ably," says  Paul  H.  Nisbet,  a  military 
analyst  at  JSA  Research  Inc.  in  New- 
port, R.I. 

Northrop  Grumman,  Boeing,  Lock- 
heed-Martin, and  General  Dynamics 
are  all  shifting  resources  to  the  new 
threats  that  worry  the  Pentagon.  Most 
prime  contractors  have  created  new 
business  units  to  compete  for  the 
prize:  network- centric  warfare.  It  in- 
volves integrating  computers,  satel- 
lites, and  sensors  to  provide  planes, 
tanks,  ships,  and  soldiers  with  precise, 
real-time  information  about  the  battle- 
field. Nicholas  D.  Chabraja,  CEO  of 
General  Dynamics  Corp.,  predicts  his 
company's  information  systems  and 
technology  operations  will  contribute 
a  third  of  total  revenues  and  earnings 
this  year.  Not  bad  for  a  company  that 
builds  tanks  and  ships. 

In  short,  while  the  aerospace  sector 
seems  poised  for  a  slow,  modest  recov- 
ery, it's  probably  too  early  to  celebrate. 
As  just  about  every  defense  company 
knows,  the  fickle  forces  of  politics  can 
quickly  scuttle  contracts.    II 

-By  Stanley  Holmes  in  Seattle  and 

Stan  Crock  in  Washington,  D.C.,  with 

Chris  Palmeri  in  Los  Angeles 
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Can  Detroit  Break 
The  Rebate  Habit? 


» It  will  be  tough  to  wean 
buyers  from  the  incentives 
they're  now  accustomed  to 

»  Little  pent-up  demand  and 
foreign  competition  will  keep 
a  lid  on  sales  of  U.S.  brands 

DETROIT'S  FAUSTIAN 
bargain  is  likely  to 
continue  exacting  its 
toll  in  2004.  By  rely- 
ing on  rebates  and 
cut-rate  financing  to 
juice  demand  during 
the  recession,  the  Big 
Three  sacrificed  profitability  to  keep  fac- 
tories humming.  Now  that  the  U.S. 
economy  is  revving  up,  however,  domes- 
tic carmakers  are  finding  it  hard  to  es- 
cape from  incentives.  That  means  finan- 
cial gimmicks  will  probably  continue  to 
sap  profits  in  2004.  It  will  take  more  than 
a  year  to  undo  the  consumer  psychology 
that  has  developed:  If  the  deal  isn't  good 
enough,  wait  a  bit— carmakers  will 
sweeten  the  pot. 

To  top  it  off,  because  incentive-driven 
sales  persuaded  so  many  drivers  to  re- 
place their  cars  during  the  downturn, 
there's  little  pent-up  demand  to  spike 
sales  now,  unlike  in  past  economic  re- 
coveries. "We  have  borrowed  from  the 
future,"  says  Bank  One  Corp.  Chief 
Economist  Diane  Swonk.  Tempting  new 
buyers  will  still  require  monetary  in- 
ducements, so  Swonk  predicts  that 
"sales  volume  will  come  at  the  expense 
of  margins." 

Call  it  a  hard-luck  recovery.  The  irony 
isn't  lost  on  Dieter  Zetsche,  CEO  of 
DaimlerChrysler's 
Chrysler  Group. 
You'd  think  there 
would  be  "some 
benefit  from  an  eco- 
nomic recovery,"  he 
says.  But  it's  hard  to 
find,  with  big  volume 
gains  or  major  price 
hikes  a  faint  hope. 
"At    least    I    don't 
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think  a  strong  economy  will  hurt  u 
Zetsche  says  with  a  sigh. 

Not  that  there  isn't  relief  in  Detr 
about  the  economy.  Interest  rates  rem. 
low,  consumer  confidence  is  rising,  a 
the  number  of  vehicles  per  househok 
creeping  up.  In  fact,  most  executives  a 
analysts  are  projecting  sales  of  about 
million  cars  and  light  trucks  this  year, 
3%  from  2003.  That's  shy  of  200( 
record  of  1735  million  vehicles.  Even 
says   Peter   Schwarzenbauer,   CEO 
Porsche,  "We'll  probably  see  one  oft 
best  sales  years  in  history." 

Slow  Sellers 

BUT  THE  MOST  CARMAKERS  can  ho 
for  is  a  tapering  off  of  inducements.  Fo 
Motor  Co.'s  head  of  North  Americ: 
sales  and  marketing,  James  G.  O'Conru 
ventures  some  optimism:  "As  the  econ 
my  and  consumer  confidence  pick  up 
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says,  "we  should  see  some  moderating 
incentives  in  '04." 

Why  can't  Detroit  just  kick  the  habit? 
une  capacity  and  too  many  slow-sell- 
;  models.  Domestic  carmakers  are  sad- 
d  with  more  factories  than  they  need, 
j  union  contracts  limit  their  ability  to 
itter  excess  capacity,  so  assembly  lines 
itinue  to  crank  out  slow  sellers. 
American-based  carmakers  are  scram- 
ng  to  design  more  appealing  vehicles 
it  might  tempt  consumers  to  pay  full 
ce.  But  that  will  take  years  to  make  a 


difference.  Meanwhile,  "pricing  will  still  be 
aggressive"  in  2004,  warns  General  Motors 
Corp.  market  strategist  Paul  D.  Ballew. 

It  takes  a  strong  stomach  to  buck  the 
trend.  Volkswagen  CEO  Bernd  Pischets- 
rieder  fits  that  bill.  He'd  rather  let  U.S. 
sales  fall  substantially,  he  says,  than 
pump  up  incentives.  For  VW,  it's  better  to 
preserve  brand  image  and  resale  value 
and  bank  on  a  sales  rebound  in  2005 
when  new  Jettas  and  Passats  arrive. 

The  trickiness  of  balancing  capacity, 
demand,  and  pricing  is  reflected  in  Wall 


Street's  forecasts  of  Big  Three  profits.  GM 
is  expected  to  earn  $2.9  billion  next  year, 
from  an  estimated  $3  billion  in  2003. 
Ford's  forecast  is  $2.2  billion,  from  '03's 
estimated  $2.0  billion.  Daimler-Chrysler's 
earnings  are  projected  to  jump  to  $3.5 
billion,  from  $2.3  billion  in  '03. 

Talk  still  circulates  that  GM,  which  led 
the  rebate  push,  may  back  off.  Car  execs 
have  heard  it  before.  Chrysler's  Zetsche 
says  he'll  believe  it  when  he  sees  it.  ■ 

-By  Kathleen  Kerwin,  with 
David  Welch,  in  Detroit 
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[Tie  Happy  Sound  of 
lardhats  at  Work 


►The  best  news  is  that 
>mmercial  and  industrial 
instruction  will  rebound 

» Higher  mortgage  rates  will 
ow  the  residential  market 
lly  slightly  from  last  year 

FUELED  BY  IMPROVED 
corporate  earnings  and 
robust  consumer  de- 
mand, a  rebound  in 
commercial  and  indus- 
trial construction  will 
come  in  2004.  After  a 
precipitous  three-year 
rcline,  renovation  orders  are  flowing  in. 
inking  giant  Wachovia  Corp.  expects  at 
ast  to  double  the  number  of  new 
anches  in  the  Northeast  in  2004.  And 
iper-discounter  Dollar  General  Corp. 
ans  to  open  a  jaw-dropping  675  new 
S.  stores  in  '04.  "There's  pent-up  de- 
and,"  says  Bruce  E.  Mosler,  president  of 
S.  operations  for  real  estate  services 
m  Cushman  &  Wakefield. 
At  the  same  time,  demand  will  remain 
rang  in  the  residential  construction  mar- 
t—despite the  possibility  that  mortgage 
terest  rates  could  hit  6.75%  by  yearend, 
cording  to  David  F.  Seiders,  chief  econo- 
ist  at  the  National  Association  of  Home 
iilders  (NAHB).  He  expects  1.41  million 
tigle-family  units  to  be  built  in  2004,  the 
ird-highest  level  since  1978,  but  3.6%  off 
st  year's  all-time  high.  Even  builders  of 
xury    houses    are    confident    that    a 


strengthening  economy  and  historically 
low  interest  rates  will  keep  construction 
primed.  Spectrum  Communities,  a  Valhal- 
la (N.Y.)  high-end  homebuilder,  will  erect 
450  dwellings— up  from  375  in  2003— 
with  an  average  price  of  $500,000.  "Not 
only  do  people  have  money,  they  have  the 
confidence  to  spend  it,"  says  Mitchell  C. 
Hochberg,  Spectrum's  president. 
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Still,  2003  was  an  unprecedented  year 
for  residential  construction— a  hard  one 
for  homebuilders  to  beat.  Federal  Reserve 
rate  cuts  set  off  a  building  boom  that  was 
unlike  anything  since  the  1950s.  And  with 
the  30-year  fixed-rate  mortgage  dropping 
to  5.2%  in  June,  the  lowest  in  45  years, 
residential  housing  starts  hit  1.71  million. 

LotsofWal-Marts 

HIGHER  INTEREST  RATES  this  year  will 
result  in  a  retreat  from  the  stratospheric 
levels  of  refinancing  in  2003,  which 
topped  $720  billion  in  the  third  quarter. 
And  a  glut  of  new  multifamily  residences 
that  last  year  pushed  down  rents  across 
most  of  the  country— save  for  New  York 
and  Los  Angeles— means  the  sector  will 
add  space  timidly  at  best.  Still,  total  resi- 
dential fixed  investment  will  climb  2.4% 
this  year,  to  $434.1  billion,  according  to 
NAHB.  "That's  a  biggie  in  terms  of  an 
economic  growth  engine,"  says  Seiders. 
The  cheeriest  story— and  perhaps  the 
best  sign  that  the  economy  has  turned 
the  corner— is  that  nonresidential  con- 
struction will  return  to  stable  growth  in 
2004.  After  shrinking  by  5.9%  last  year, 
construction  of  nonresidential  space  will 
grow  by  2.6%,  to  1.38  billion  square  feet, 
in  2004.  Although  still  well  below  2000 
growth  levels,  stores,  offices,  warehous- 
es, hotels,  and  manufacturing  will  all 
add  space.  Indeed,  beleaguered  manu- 
facturers will  finally  begin  to  replace  ag- 
ing factories.  And  big-box  retailers, 
buoyed  by  a  1.4%  rise 
in  consumer  spend- 
ing in  '03,  are  opening 
stores  frantically: 
Wal-Mart  Stores  Inc. 
will  add  about  278 
new  outlets  in  2004. 
In  midtown  Manhat- 
tan, home  to  the  city's 
toniest  shops,  tight 
space    pushed    retail 
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rents  up  21%  in  2003— a  trend  expected 
to  continue.  Total  commercial  construc- 
tion will  grow  10.4%,  to  $68.6  billion, 
predicts  McGraw-Hill  Construction. 
"It's  the  start  of  a  gradual  upturn  in 
commercial  construction,"  says  Robert 
A.  Murray,  chief  economist  at  that 
publication. 

It's  true  that  businesses  continue  to 


keep  a  tight  rein  on  costs.  Just  a  handful 
of  new  headquarters  went  up  in  2003, 
such  as  RadioShack  Corp.'s  900,000-sq.- 
ft.  build-out  in  Fort  Worth.  This  year, 
state  and  municipal  budget  woes  will 
mean  fewer  schools  and  other  public 
projects.  Despite  such  weak  spots,  total 
construction  spending  will  rise  1.6%,  to 
$906.2  billion,  and  private  nonresidential 


construction  will  grow  3%,  accordinj 
Fitch  Ratings.  "The  backlog  has 
burned  off.  We're  starting  to  see  spenc 
on  discretionary  projects,"  says  Jeffre 
Levy,  president  of  EMCOR  Group,  Inc| 
electrical  and  mechanical  construe 
company.  For  the  industry,  that's  crea^ 
new  room  for  optimism.  ■ 

-By  Brian  Grow  in  Chic 


HEAVY  MANUFACTURING 


Steeling  Themselves 
For  More  Hardship 


»  Except  for  metals,  which 
benefited  from  tariffs,  factory 
demand  remains  slack 

»  While  overall  hiring  is  up 
slightly,  thousands  ofjobs 
will  be  cut 


THROUGHOUT  2003, 
while  the  U.S.  econo- 
my was  on  a  tear, 
Patrick  J.  Moore  was 
stuck  at  the  starting 
gate.  As  chief  execu- 
tive of  Smurfit-Stone 
Container  Corp.,  the 
world's  biggest  maker  of  corrugated-paper 
shipping  boxes,  Moore  could  only  watch 
enviously  as  sales  numbers  rose  and  rose 
again— but  not  in  his  industry.  For  the  pa- 
per business,  the  trendlines  mostly  contin- 
ued the  other  way,  with  corrugated-box 
sales  down  for  an  unprecedented  fourth 
year  in  a  row. 

With  any  luck,  2004  will  break  that 
streak— even  if  just  barely.  Moore  predicts 
sales  will  increase  at  least  1%.  Prices,  more 
or  less  flat  for  the  past  two  years,  could 
creep  up  5%.  Yet  even  that  may  be  wishful 
thinking.  Despite  dozens  of  plant  shut- 
downs, his  industry  still  has  excess  capac- 
ity. And  the  economic  expansion  hasn't 
stimulated  much  new  demand.  As  a  result, 
papermakers  plan  to  close  more  mills  and 
dismiss  thousands  more  workers. 

Similar  dirges  are  common  among  oth- 
er manufacturers  of  basic  materials.  The 
notable  exceptions  are  steel  and  mining  of 
nickel,  copper,  and  other  metals.  The  tariffs 
on  steel  imports  that  were  recently  lifted  to 
avoid  reprisals  from  Europe  apparently  did 


their  job  over  the  past  couple  years.  Steel 
producers  got  their  shops  in  order  and  late 
last  year  hiked  prices  by  20%— their  second 
major  boost  since  mid-2003.  Still  they  keep 
taking  orders.  Nucor  Corp.,  for  one,  is 
booked  solid  into  February. 

As  business  investment  rises  and  con- 
sumers keep  on  spending,  others  indus- 
tries will  rebound,  too.  Demand  for  indus- 
trial commodities  is  growing  outside  the 
U.S.  as  well,  especially 
in  China.  And  the  flag- 
ging dollar  has  got 
more  foreigners  buy- 
ing American.  As  a  re- 
sult, forecasters  at 
Economy.com  say 
heavy  industry's  out- 
put should  grow  4%  in 
2004,  to  more  than 
$968  billion,  while  ca- 
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parity  utilization  inches  up  3.6  percentj 
points,  to  76.35%. 

All  well  and  good,  until  you  comr 
conditions  with  the  late  1990s.  U.S.  out 
of  most  industrial  goods  has  fallen  sol 
since  then  that  it  could  take  years  of  f 
gains  to  soak  up  the  surplus  capacity, 
there's  slim  chance  of  that  happening. ' 
outflow  of  manufacturing  to  low-c| 
countries  continues  unabated,  put 
pressure  on  stay-at-home  outfits  to  pac 
and  move,  too— or  shut  down.  And 
foreign  competition  keeping  a  lid 
prices,  U.S.   factory  profits   are   bej 
squeezed  dry  by  higher  energy  costs. 

The  Long  Farewell 

THE  SAME  GOES  for  manufacturing 
ployment  While  overall  hiring  began  e<| 
ing  up  in  2003,  the  sector  had  lost  jcl 
every  month  for  more  than  three  years  n  I 
ning— a  cumulative  loss  of  2.8  million  j(l 
since  mid-2000.  That's  roughly  17%) 
manufacturing's  total  workforce  at  the  st  j 
of  the  downturn.  David  M.  Huether,  cl 
economist  at  the  National  Association! 
Manufacturers,  reckons  half  those  facte 
jobs  are  gone  forever.  Indeed,  some  out 
such  as  3M,  are  still  cutting.  "Everyone 
getting  all  excited  about  the  economy,"  i 
3M  CEO  W.James  McNerneyJr.  "I'm  stel 
ping  a  little  short  of  being  euphoric." 

Even  two  years  of  rising  gross  dome 
product  have  brought  only  marginal 
provements,  so  far,  to  basic  manufac 
ing.  That  4%  uptick  predicted  by  Ecor 
my.com  will  help  brighten  the  outlook  1 
this  year.  But  the  good  times  look  li| 
they're  a  thing  of  the  past.  ■ 

-Michael  Arndt  in  St.  Lox\ 
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TAIL 


Fhis  Rising  Tide 
Won't  Lift  All  Boats 


Tax  cuts  will  fuel  sales  in 
e  first  half  of  2004,  but 

sir  impact  will  fade 

Sustained  growth  may 
stpone  coming  mergers 
d  bankruptcies 


FIRST,  THE  GOOD  NEWS: 
This  year  the  retail  indus- 
try can  expect  to  post  its 
biggest  sales  gain  since 
2000.  Standard  &  Poor's 
predicts  that  sales  of  gen- 
eral merchandise,  apparel, 
niture,  and  other  goods— excluding 
s  and  food— will  rise  by  5.9%  this  year, 
passing  2003's  estimated  3.9%. 
Hie  not-so-great  news?  The  rising  de- 
nd  won't  lift  all  retailers  equally.  Lux- 
■  and  value-priced  stores  will  fare  best, 
ile  midprice  retailers  such  as  depart- 
nt-store  chains  will  continue  to  get 
leezed.  Home-related  stores  should 
o  have  a  strong  year.  But  all  retailers— 
m  apparel  purveyors  to  electronics 
tins— are  fighting  to  be  noticed  in  a 
dscape  packed  with  too  many  stores, 
ile  growing  online  channels  siphon 
ay  more  spending.  It  all  adds  up  to 
itinued  cutthroat  competition.  "Most 
blic  retail  companies  are  desperate  for 
>wth,"  says  Millard  S.  Drexler,  chief  ex- 
ltive  of  apparel  retailer  J.  Crew  Group 
i  former  head  of  Gap  Inc. 
Nowhere  is  that  hunger  greater  than 
long  the  overcrowded  midprice  tier  of 
ailers  that  sell  a  high  concentration  of 
parel.  The  ongoing  shift  toward  casual 
thing  only  heightens  the  competition 
:ause  many  chains  sell  similar  goods, 
m  jeans  to  khakis.  That  includes  de- 


partment-store chains  such  as  Sears  Roe- 
buck, May  Department  Stores,  and  Dil- 
lard's, as  well  as  department-store  hybrid 
Kohl's— all  of  which  are  suffering  weak- 
ened outlooks.  Also  slipping  are  some 
specialty  clothing  retailers,  including 
American  Eagle  Outfitters,  Abercrombie 
&  Fitch,  J.  Jill  Group,  Talbots,  and  Charm- 
ing Shoppes.  Merrill  Lynch  &  Co.  fore- 
casts that  the  major  department  stores  in 
2004  will  post  a  2.3%  increase  in  sales  at 
locations  open  at  least  a  year. 

The  assault  is  coming  from  below  and 
above.  On  the  value  end,  mass  discounters 
Wal-Mart  Stores  and  Target,  off-price 
chains  such  as  TJX  and  Ross  Stores,  the 
Old  Navy  division  of  Gap,  and  warehouse 
clubs  like  Costco  Wholesale  continue  to 
gain  market  share.  Moreover,  Wal-Mart 
and  Target  are  significantly  boosting  the 
quality  and  style  of  their  products.  Dowdy 
Wal-Mart  has  rolled  out  a  stylish  line  of 
women's  career  cloth- 
ing under  its  "George" 
label.  Merrill  Lynch 
expects  that  sales  by 
mass  discounters  will 
grow  by  3.6%  in  2004 
and  wholesale  clubs 
will  see  a  5.3%  uptick. 

Midprice  retailers 
also  are  feeling  the 
pressure  from  above. 
Luxury  counterparts, 
such  as  Neiman  Marcus  Group,  Nord- 
strom, and  Saks  Fifth  Avenue,  all  rely  on 
better  service  to  sell  more  distinctive, 
higher-margin  goods.  Merrill  Lynch 
thinks  luxury  sales  will  lead  the  retail- 
growth  race,  with  a  6.1%  surge. 

Many  midmarket  retailers  are  trying  to 
break  out  of  the  pack  by  enriching  their  of- 


SPOTLIGHT 


ferings  with  better,  more  distinctive  stuff. 
May's  Lord  &  Taylor  unit,  Brooks  Brothers, 
and  Federated  Department  Stores,  which 
operates  Mac/s  and  Bloomingdale's,  are 
among  those  adding  higher-quality  pri- 
vate-label clothes.  Federated  is  trying  to 
land  or  extend  exclusive  deals  with  brands 
like  H,  a  fancier  apparel  line  from  Tommy 
Hilfiger  launching  this  spring  to  which 
Federated  will  have  sole  rights  for  a  year. 
"With  a  reputation  like  Macy's,  you  don't 
need  to  slug  it  out  on  price,"  says  Stuart  M. 
Goldblatt,  senior  vice-president  at  Feder- 
ated Merchandising  Group. 

One  problem  is  that  there  are  too  many 
stores,  both  real  and  online.  The  situation 
will  worsen  this  year.  After  slowing  for 
three  years,  growth  in  new  retail  square 
footage  jumped  by  9%  in  2003,  estimates 
F.W  Dodge  chief  economist  Robert  A. 
Murray.  "That  strength  will  continue  into 
2004."  While  new  storefronts  are  slicing 


GROWTH  PROSPECTS 


1,050 


BILLIONS  OF  DOLLARS 


'Pi  EST.  W 
Data:       5js  Bureau.  Standard  &  Poor's 


c 


Output 
Growth 
4.4% 


Output 


$665.1  bil. 


Employment  12,144,000 

Forecast  Economy  com   Grade:  Susmes: 


the  retail  pie  thinner,  online  retail  is  taking 
a  bigger  share,  too.  Cambridge  (Mass.)- 
based  Forrester  Research  Inc.  forecasts 
that  e-commerce  sales  will  rise  by  28%  in 
2004  from  a  year  earlier,  to  $122.6  billion. 
That  will  work  out  to  5.6%  of  overall  retail 
sales,  up  from  4.5%  in  2003. 

The  two  largest  sellers  of  merchandise 
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on  the  Internet,  eBay  Inc.  and  Ama- 
zon.com Inc.,  continue  to  expand  by  of- 
fering broader  assortments  of  goods. 
Both  now  are  selling  apparel,  putting 
yet  more  pressure  on  bricks-and-mortar 
clothing  retailers.  Bluefly  Inc.  and  Blue 
Nile  Inc.  have  also  shown  there  is  room 
online  for  focused  sellers  of  luxury 
goods.  But  some  analysts  question  how 
far  Amazon  can  expand  into  new  prod- 
uct categories.  "It  risks  brand  dilution 
and  confusion,"  says  Forrester  senior 
analyst  Carrie  A.  Johnson. 

Early  Peak 

RETAILERS  MUST  ALSO  contend  with 
the  prospect  that  the  rate  of  sales 
growth  in  2004  will  probably  peak  in 
the  first  half  of  the  year,  when  increased 
tax  refunds  and  cuts  in  capital-gains 
and  dividend  taxes  will  put  more  cash  in 
consumers'  pockets.  The  spending  will 
ebb  later  in  the  year,  predicts  S&P  chief 
economist  David  A.  Wyss,  as  the  tax 
stimuli  wear  off  and  job  growth  stays 
steady  but  slow. 

Shoppers  will  face  other  burdens,  too. 
With  consumer  debt  near  an  all-time 
high  and  household  savings  levels  less 
than  half  what  they  were  at  the  same 
point  in  America's  last  economic  recov- 
ery in  the  early  1990s,  spending  will 
slow.  And  as  sales  ease,  retail  quarterly- 
earnings  comparisons  will  get  a  bit 
more  bleak.  It's  no  wonder,  then,  that 
A.G.  Edwards  &  Sons  Inc.  expects  retail 
profits  to  slow  from  a  buoyant  22%  year- 
over-year  gain  in  the  first  quarter  to  a 
13%  gain  in  the  fourth. 

As  a  group,  retailers  may  get  some 
help  from  the  Federal  Reserve  in  2004. 
The  central  bank  probably  is  not  going 
to  lift  rates  significandy  during  the 
year.  That  should  hold  down  retailers' 
interest  costs.  Low  rates  should  also 
boost  consumer  spending  on  home-re- 
lated goods  such  as  furniture  and  con- 
sumer electronics. 

All  told,  the  improved  economy  and 
consumers'  sustained  appetite  for 
goods  should  be  enough  to  keep  most 
retailers  afloat  this  year  and  stave  off 
any  rash  of  store  closings  and  mergers. 
But  as  sales  and  profits  ease  toward 
yearend  and  higher  interest  rates  loom, 
the  crowded  retail  landscape  is  bound  to 
thin  out.  Adds  Lew  Frankfort,  chief  ex- 
ecutive officer  of  Coach  Inc.,  the  hand- 
bag chain:  "Inevitably,  the  closings  and 
consolidations  will  continue."  In  other 
words,  the  sector  is  safe  for  2004,  but 
the  following  year  could  be  rough.  ■ 
-By  Robert  Berner  in  Chicago 


More  Business  Th; 
They  Can  Carry 


»  Resurgent  demand  for 
shipping  plus  stripped-down 
capacity  will  push  prices  up 

»Small  carriers  will  keep 
disappearing  as  big  ones 
tighten  their  grip 

THOMAS  L.  FINKBINER 
hasn't  seen  the  truck- 
ing business  look  this 
good  in  five  years.  As 
president  of  Tampa- 
based  Quality  Distrib- 
ution Inc.,  the  nation's 
largest  bulk  trucking 
hauler,  he's  turning  away  30  jobs  a  day. 
"If  s  a  feeding  frenzy  out  there,"  he  says. 
Same  story  at  United  Parcel  Service  Inc. 
Compared  to  last 
year,  "we're  moving 
200,000  more  par- 
cels a  day,"  says  CFO 
D.  Scott  Davis. 

After  years  of  con- 
solidation and  capac- 
ity reduction,  haulers 
can  finally  raise 
prices  and  cherry- 
pick  new  customers. 
The  result:  The  price 
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SPOTLIGHT 


BILLIONS  OF  DOLLARS 


to  move  goods  in  2004  will  jump  by 
to  4%,  according  to  some  industry 
lysts.  "If  you're  one  of  the  survivors,  tu 
will  be  good,"  says  Robert  P.  Costt 
chief  economist  for  the  American  Tru 
ing  Assn. 

Revenue  growth  for  the  transp 
sector  should  inch  up  in  2004  follow  ic 
a  disappointing  couple  of  years, 
cording  to  Global  Insight  Inc.,  indu 
sales  for  the  year  should  rise  1.7% 
$254.3  billion.  Thanks  to  sustaii 
cost-cutting  and  productivity  gains,   k 
consultant  expects  operating  income 
the  sector  to  surge  more  dramatica  g, 
by  40%,  to  $125.1  billion,  from  1 
year's  $89  billion. 

Rail  is  especially  stretched.  Like  mi 
of  its  competitors,  Burlington  North 
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ita  Fe  Corp.  shed  about  a  quarter  of 
grain  cars  in  recent  years.  So  when 
weak  dollar  helped  hike  U.S.  wheat 
forts  24%  at  the  end  of  2003,  grain 
s  left  waiting  at  the  depot.  "Now 
ryone  is  humping  to  meet  demand," 
s  Donald  Broughton,  a  transport  an- 
st  at  A.  G.  Edwards  &  Sons  Inc. 

ewer  Options 

-VNSPORTERS  ARE  adding  new  jobs 
.  not  yet  new  capacity.  To  help  keep 
current  fleet  operating  24/7,  Burling- 
•  Northern  is  hiring  1,500  additional 
rkers— a  third  more  in  one  quarter 
in  in  all  of  2003.  But  Burlington  isn't 
hing  to  buy  new  cars.  "We  won't 
lid  a  church  just  for  Easter  Sunday," 
m  CEO  Matthew  K.  Rose. 
Likewise,  road  shippers  are  adding 
vers  but  not  trucks.  Independent  West 
ginia  trucker  Fred  Burns  Jr.  has  raised 
ges  7%  to  lure  the  additional  drivers 
needs.  Yet  he's  hesitant  to  shell  out  for 
n  rigs  while  costs  are  rising.  In  recent 
its,  federal  regulations  have  tightened, 
[uiring  longer  rest  times  for  drivers  be- 
zen  trips,  more  extensive  security  sys- 
is,  and  the  use  of  cleaner  engines.  But 
ckers  contend  the  engines  burn  more 
:1  and  don't  last  as  long.  "Nobody 
nts  them  until  we  see  how  well  they 
rk  That  takes  time,"  says  Quality  Dis- 
jution's  Finkbiner. 

Indeed,  growing  costs  have  put  nun- 
sis  of  independents  out  of  business 
good,  says  James  Corridore,  a  trans- 
rtation  analyst  at  Standard  &  Poor's, 
d  bankruptcies  remain  high— which 
ians  fewer  options  for  customers  and 
;her  prices  all  around.  ■ 

-By  Charles  Haddad  in  Atlanta 


TRAVEL 


Folks  Are  Finally 
Packing  Their  Bags 


»  The  rebounding  U.S. 
economy  is  already  fueling 
a  modest  turnaround 

»  Airlines  will  need  to  keep 
finding  ways  to  cut  costs  and 
avoid  overcapacity 

COMING  OFF  OF  TER- 
rorism  fears,  recession, 
war,  and  the  SARS  epi- 
demic, it's  small  won- 
der the  travel  industry 
is  emerging  from  2003 
as  limp  as  a  passenger 
staggering  off  the  red- 
eye from  Bangkok.  The  solace?  Better 
times  for  airlines,  hotels,  and  car  rental 
companies  are  ahead.  "I'm  looking  for- 
ward to  2004  more  than  any  other  year 
in  a  long  time,"  says  Henry  C.  Joyner, 
senior  vice-president  of  planning  at 
American  Airlines  Inc. 

Barring  new  disasters,  the  major  air- 
lines should  see  at  least  a  modest  turn- 
around. Analyst  Susan  Donofrio  of 
Deutsche  Bank  Securities  Inc.  expects 
the  nine  biggest  U.S.  carriers  to  eke  out  a 
net  profit,  excluding  special  charges,  of 
about  $123  million  in  2004.  That's  a  re- 
lief after  2003's  $5.1  billion  loss— and  the 
big  carriers'  three-year,  $16  billion  red- 
ink  spill. 

Already,  the  improving  economy  is 
boosting  business  and  leisure  travel.  But 
trouble  might  loom  if  airlines  signifi- 
cantly increase  capacity,  adding  pressure 
on  fares  at  a  time  when  business  passen- 
gers are  more  price-sensitive  than  ever. 
For  consumers,  this  means  a  1%  to  2% 
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BILLIONS  OF  AVAILABLE  SEAT  MILES 
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Output 


hike  in  domestic  economy  fares,  predicts 
American  Express  Global  Consulting 
Services.  "Pricing  will  remain  fairly  soft, 
but  [airlines]  will  be  flying  more  planes 
and  filling  them  up,  so  there  will  be  some 
revenue  and  earnings  improvement," 
says  Standard  &  Poor's  Philip  Baggaley. 
Industrywide  capacity  is  expected  to 
grow  nearly  7%,  after  three  years  in 
which  the  total  of  seat  miles  flown  con- 
tracted by  8%.  Re- 
gional affiliates  of 
the  network  airlines 
and  low-cost  carri- 
ers like  Southwest 
Airlines  Co.  and  Jet- 
Blue Airways  Corp. 
are  poised  to  grow 
the  fastest.  Expan- 
sion by  the  network 
carriers  is  expected 
to  be  relatively  low- 
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cost  and  low-risk,  as  they  fry  planes 
more  hours  per  day  or  bring  planes  back 
from  storage.  American  will  add  seats  to 
some  of  its  planes,  at  the  expense  of 
legroom,  to  expand  capacity  while  trim- 
ming the  fleet. 

Even  with  a  recovery,  the  airlines  can- 
not relax  in  their  high-stakes  struggle  to 
cut  costs.  In  the  face  of  encroaching 
low-fare  competition,  Delta  Air  Lines 
Inc.  and  Northwest  Airlines  Corp.  are 
still  wrangling  for  wage  cuts  and  other 
labor  concessions.  Continental  Airlines 
Inc.  is  looking  to  technology  for  some  of 
its  hoped-for  $500  million  in  annual 
savings  in  '04.  For  example,  it's  banking 
on  wireless  bag  tracking  and  Web-based 
passenger  check-in  systems.  But  savings 
through  tech  will  be  partly  offset  by  ris- 
ing health-care  costs  and  airport  fees. 
And  even  a  slight  rise  in  fuel  prices  this 
year  could  turn  the  industry's  shaky 
profits  into  losses. 

Higher  Demand 

THE  ECONOMIC  RECOVERY  will  likely 
delay  consolidation  among  the  so- 
called  legacy  carriers.  Even  struggling 
US  Airways  Group  Inc.,  which  will  soon 
face  Southwest  at  its  Philadelphia  hub, 
is  not  in  imminent  financial  peril,  says 
Baggaley  United  should  emerge  from 
Chapter  11  this  year,  helped  by  federal 
loan  guarantees  and  some  form  of  pen- 
sion relief. 

The  hotel  and  car-rental  industries 
also  expect  a  boost  in  demand.  But  don't 
look  for  prices  to  soar.  Travelers  can  ex- 
pect "slight  price  increases  across  all 
products,"  says  Rick  Weber,  vice-presi- 
dent of  business  travel  services  for  on- 
line travel  company  Orbitz.  Budget  play- 
ers in  cars  and  hotels  will  help  keep  rates 
in  check,  and  customers  can  easily  find 
the  discounts  online.  For  hotels,  one  key 
to  improving  their  results  will  be  better 
managing  the  mix  of  business  "rather 
than  just  looking  for  opportunities  to  in- 
crease prices,"  says  Ted  Teng,  president 
of  Wyndham  International  Inc. 

Hotel-industry  revenues  should 
climb  6%  this  year,  to  $121  billion,  ac- 
cording to  PricewaterhouseCoopers' 
Bjorn  Hanson.  He  also  expects  profits  to 
jump  16%,  to  $15.8  billion.  If  so,  it  will 
be  the  first  increase  since  2001.  But  he 
worries  that  hotels  might  add  capacity 
too  quickly— with  construction  this  year 
and  next  pegged  at  nearly  double  the 
rate  after  the  1991  downturn.  For  now, 
though,  travel  players  are  looking  for- 
ward to  a  long-awaited  recovery.  ■ 

-By  Wendy  Zellner  in  Dallas 
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MEDIA 


Big  Media  Will 
Get  Even  Bigger 


>>The  urge  to  merge  and  a 
flood  of  digital  media  gizmos 
will  keep  the  industry  jumping 

»  Music  piracy  is  easing, 
but  movie  downloads  cost 
Hollywood  $3  billion  a  year 


IN  THE  TOPSY-TURVY  MEDIA 
world,  Rupert  Murdoch's 
late-December  acquisition  of 
satellite  service  DirecTV  was 
about  the  only  predictable 
event  of  2003.  Who  would 
have  thought  that  Apple  Com- 
puter Inc.  CEO  Steve  Jobs 
would  be  hailed  as  a  savior  of  the  ailing 
music  industry  with  the  launch  of  his 
iTunes  online  music?  Did  anyone  expect 
prosecutors  to  snare  a  New  Jersey  man 
for  distributing  The  Hulk  on  the  Inter- 
net? And  who  would  have  predicted 
that  Edgar  Bronfman  Jr.  would  rise 
from  the  ashes  of  the  Seagram/Vivendi 
deal  to  buy  the  storied  Warner  Music 
Group? 

More  upheaval  is  sure  to  come  in 
2004,  in  no  small  part  because  of  Mur- 


doch's DirecTV  deal.  With  TV  delil 
systems  now  achieving  the  scalj 
satellite's  DirecTV  and  cable's  Cor 
Corp.,  the  pressure  for  competl 
to  get  bigger  will  intensify.  Smaller) 
dia  players  such  as  Metro-Go^ 
Mayer,  Cablevision  Systems,  and  p<! 
bly  even  Walt  Di.-J 
may  seek  partner 
their  battle  for 
scribers  and  spac^ 
the  TV  spectrum, 
are  definitely  goinj 
see  an  urge  to  mer  J 
says  Richard  D. 


nl 
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*^  sons,    CEO    of 

^L  Warner  Inc. 

^r\  No  matter  what   (^ 

^^£   \  improving  econc 

^A     |A  means  that  Big  M 

^k  will  get  bigger.  1 

^k        ^r     '  spending,   on   ev 

^k        ^jMg  "  thing  from  movie  i 

^fl  vJk  J  ets  to  billboards,  is 

m         U^&j  pected  to  grow  6 

^^^^    ^r  next  year,  to  $684 

lion,  from  $642  bill 
in  2003.  And  it  lo 
like  the  advertising 
cession  should  cc 
to  an  end  at  last, 
that  won't  help  wit 
new  challenge  to  the  traditional  30-s 
ond  TV  spot:  Fast-proliferating  pers 
al  video  recorders  (PVRs)  that  ena 
viewers  to  skip  through  commercial 
While  TWO  was  the  first  to  tickle  p 
pie's  interest,  cable  operators  are  n 
offering    customers    competing 
services,  and  they  plan  larger  rollout 
2004.  Sanford  C.  Bernstein  &  Co.  a 
lyst  Tom  Wolzien  sums  up  the  appt 
"Watching  Fox's  24  on  a  PVR  takes  o 
40  minutes.... In  the  digital  age 
show  should  be  called  16."  That  has 
makers   looking   to   embed  produ 
right  in  TV  shows,  as  PepsiCo 
on   Fox   Entertainment  Group   In 
American  Idol  last  year.  Similar  pr  t 
uct  placements  will  probably  multi 
in  2004. 

Meanwhile,  some  of  the  old  ct 


; 


ges  of  digital  media  persist.  Holly- 
od  will  scramble  this  year  to  protect 
vies  and  TV  shows  from  the  kind  of 
acy  that's  crippling  the  music  biz. 
ly  Corp.  of  America  CEO  Howard 
inger  calls  the  threat  "a  shadow 
lging  over  the  industry."  Hollywood 
s  it  loses  $3  billion  a  year  in  DVD 
es  because  of  bootleg  flicks— an  esti- 
ted  600,000  copies  of  movies  are 
vnloaded  illegally  every  day.  But 
ie  Warner's  Parsons  is  confident  that 
itimate  online  alternatives  will  pre- 
J:  "In  the  history  of  the  world,  the  pi- 
es never  win  in  the  long  run." 
3n  the  music  front,  the  skull  and 
ssbones  will  continue  to  take  a  beat- 
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ing.  The  Recording  Industry  Association 
of  America  (RIAA)  filed  349  lawsuits 
against  individual  file  sharers  in  2003 
and  eventually  reached  220  settlements. 
That,  along  with  new  legal  online  music 
services  and  increased  RIAA  publicity 


about  enforcement  ef- 
forts, has  helped  to 
curb  file-sharing:  In 
August  alone,  more 
than  a  million  house- 
holds deleted  all  the 
digital  music  files  on 
their  PCs,  according 
to  research  firm  NPD 
Group.  All  told,  music 
sales  dropped  2.2%  in 
2003,  vs.  a  nearly  13%  decline  in  2002, 
according  to  sales  tracker  Nielsen 
SoundScan.  Watch  for  more  plot  twists 
in  2004.  ■ 

-By  Tom  Lowiy  in  New  York  and 
Ronald  Grover  in  Los  Angeles 
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Vlad  Ave:  The  Sizzle 
iVm  Be  a  Harder  Sell 

Overall  spending  will  rise, 
anks  to  events  such  as  the 
ympics  and  the  elections 

>  Marketers  may  shy  away 
3m  pricey  network  TV  ads 
favor  of  cable  and  the  Net 


THE  NUMBERS  LOOK 
rosy  for  ad  spending  in 
2004,  but  some  unset- 
ding  signs  are  appear- 
ing. Spending  on  ad- 
vertisements should 
grow  by  6.9%,  to 
$266.4  billion  this  year, 
wording  to  Universal  McCann.  It  will  be 
:led  by  big  events  such  as  the  Olympics 
d  the  elections,  along  with  major  push- 
for  health  and  beauty  products,  drugs, 
d  cars.  Network  TV  ads  should  surge  by 
Vo,  to  $174  billion;  cable  also  can  expect 
2%  boost,  to  $15.8  billion;  and  Internet 
yertising  will  grow  10%,  to  $6.2  billion. 
t  older  media— radio,  magazines,  and 
wspapers— will  see  just  single-digit 
ins,  projects  Universal  McCann. 
In  short,  TV  will  grab  the  biggest  pot. 
twork  slots  during  "must  watch"  pro- 
ims  like  the  Super  Bowl  will  remain  the 
rorite  of  those  who  can  afford  them.  "I 
I  to  recall  when  the  networks  held  guns 
people's  heads  forcing  them  to  buy 


ads,"  quips  John  Wagner,  media  director 
at  major  buyer  Starcom  MediaVest. 

Yet  cracks  are  appearing  in  marketers' 
devotion  to  a  medium  that  has  been 
charging  ever-escalating  prices  despite 
ever-declining  viewership.  This  year,  nei- 
ther the  networks  nor  their  ad  sponsors 
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can  afford  to  be  complacent.  As  audiences 
tire  of  the  networks'  reality  programming 
and  defect  to  cable's  creative  offerings, 
network  TV's  steep  premium— as  high  as 
40%— over  national  cable  seems  unjustifi- 
able. Plus  the  effectiveness  of  TV  spots  in 
general  is  waning,  as  personal  video 
recorders  let  viewers  skip  ads  entirely  and 
some  key  groups— notably  young  males- 
watch  less  and  less. 

Brand  Embeds 

EVEN  BIG  SPENDERS  such  as  General 
Motors  Corp.  and  Procter  &  Gamble  Co. 
have  expressed  misgivings  about  what 
they're  getting  for  their  money.  So  far,  the 
four  major  networks  have  scored  strong 
pricing  increases  by  excluding  cable  execs 
from  their  negotiations  with  buyers  in 
spring  "up-front"  meetings.  Yet  this 
won't  continue  much  longer.  The  change 
in  the  next  few  years  will  be  "dramatic," 
predicts  Peter  Gardiner,  chief  media  offi- 
cer at  agency  Deutsch  Inc. 

In  the  meantime,  those  who  stick  with 
TV  will  do  more  to  get  their  money's 
worth.  They'll  step  up  efforts  to  embed 
their  brands  in  programming  to  prevent 
viewers  from  bypassing  them.  Some 
agencies  are  hatching  plans  to  develop 
programming  themselves,  as  WPP  Group 
PLC  will  do  for  ABC. 
Deutsch's  Gardiner 
predicts  that  others 
will  shift  some  ads  to 
UUtpUt  more  efficient  chan- 

nels, such  as  Microsoft 
Corp.'s  MSN  and  Ya- 
hoo! Inc.  That's  one 
script  the  networks 
don't  want  to  see.  ■ 
-By  Gerry  Khermouch 
in  New  York 
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PROFESSIONAL  SERVICES 


Auditors  Applaud, 
Consultants  Cope 


»  New  regulations  will  boost 
both  the  hours  put  into  audits 
and  the  fees  paid 

»  Low-cost  competition  and 
fewer  new  technologies  will 
hold  back  consulting 

FOR  A  SENSE  OF  THE 
wild  ups  and  downs  of 
the  professional-services 
market,  look  at  the  gyra- 
tions of  BearingPoint 
Inc.  Formerly  KPMG 
Consulting,  Bearing- 
Point  broke  away  from 
the  auditing  firm  with  its  IPO  in  February, 
2001,  only  to  find  itself  heading  into  a 
sharp  cyclical  downturn  in  consulting.  In 
2001,  revenue  growth  excluding  acquisi- 
tions was  21%.  The  next  year,  it  shrank 
17%.  Then  in  2003,  it  ticked  up  3%. 
Things  may  be  looking  better  this  year, 
but  CEO  Randolph  C.  Blazer  remains  cau- 
tious and  won't  offer  any  predictions  for 
2004.  "We're  still  dealing  with  a  lot  of 
tough  economies,"  he  warns. 

BearingPoint' s  vicissitudes  typify  the 
whole  area  of  professional  services— a 
wide  swath  of  the  economy  that  includes 
consulting,  auditing,  law,  and  temporary- 
help  firms.  Amidst  the  tumult,  some  com- 
panies managed  to  enjoy  banner  years, 
while  others  barely  made  it  through.  And 
that  split  is  bound  to  continue  in  2004. 
Companies  specializing  in  cleaning  up  the 
excesses  of  the  bull  market— particularly 
audit  firms  and  some  law  firms— should 
do  well.  Temporary-help  firms  may  expe- 
rience some  of  the  strongest  growth  of  any 
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element  of  the  economy.  But  for  those 
most  dependent  on  the  economic  cycle, 
including  many  consultants,  the  oudook  is 
less  certain. 

Tough  Love 

AUDITORS  ARE  IN  the  lucky  set.  Despite 
the  shellacking  their  reputations  took  in 
the  fallout  of  Enron  Corp.  and  WorldCom, 
business  is  booming  again.  In  2003, 
the  Big  Four— Ernst  &  Young,  Deloitte 
Touche  Tohmatsu,  KPMG,  and  Price- 
waterhouseCoopers— picked  up  revenue 
by  adding  former  partners  and  clients  of 
Arthur  Andersen  and  by  increasing  their 
auditing  fees  because  of  the  tougher  re- 
quirements of  the  Sar- 
banes-Oxley  Act.  Ac- 
cording to  Public 
Accounting  Report,  an 
industry  trade  maga- 
GrOWth  zme»  Deloitte  gained 

4  5%  t^ie  ^S^t  numDer  of 

new  Securities  &  Ex- 
change Commission 
registered  audit  clients 
in  2003.  No  surprise, 
then,  that  global  rev- 
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enue  was  up  21%  in  the  year  e 
May  31, 2003. 

For  auditors,  2004  will  be  an 
good  year,  thanks  to  the  second  ph 
Sarbanes-Oxley.  It  requires  that  aud 
certify  the  good  health  of  corporate 
terns  designed  to  assure  that  intern 
nancial  data  are  correct.  Despite  the 
that  every  big  firm  has  had  at  least 
client  blow  up  in  the  recent  scandals, 
are  all  expected  to  benefit.  "Not  in 
past  20  years  have  I  seen  this 
of  significant  increase  in  w 
says  Edward  Nusbaum,  CE 
audit  firm  Grant  Thornton 
who  expects  his  firm's  per: 
hours  per  public  audit  client  fe 
crease  10%  to  20%  in  2004 

Consulting  firms  can  expe 
such  gains,  though  business 
be  better  than  last  year.  Kenn 
Information,  which  tracks 
consulting  industry,  expects  g 
al  revenue  to  increase  3.4% 
2004,  to  $123  billion.  (Reven 
fell  by  6%  in  2002  and  were  fk 
2003.)  Among  those  strength 
ing  their  positions  are  strat 
consultants.  David  A.  Nao 
chairman  of  Mercer  Delta  C 
suiting,  a  practice  focused 
CEOs,  says  his  firm  picked  up 
a  dozen  U.S.  engagements  in 
second  half  of  2003.  He  thi 
there  could  be  an  uptick  in  mi 
ers  in  2004  to  further  boost  growth. 

Many  others  are  cautious  in  ligh 
various  dampening  factors.  First,  ther 
a  surprising  dearth  of  new  "must-ha 
technology  systems  for  consultants 
work  on.  Nothing  on  the  near  horizon 
sembles  the  giant  business  software  p^ 
grams  many  companies  swallowed—; 
then  had  to  digest— from  SAP,  Oracle,  i 
PeopleSoft  a  few  years  back.  Seco 
competition  in  information-technoh 
consulting  and  outsourcing  will  be  fier 
this  year  than  ever  before.  IBM  will  h 
the  pack,  but  there  will  also  be  grow 
pressure  from  low-cost  competitors  si 
as  India's  Wipro  Ltd.  What's  more,  c 
tomers  are  now  insistent  that  consult 
deliver  quantifiable  savings  or  busin 
improvements. 

Chell  Smith,  global  managing  dir 
tor  of  Cap  Gemini  Ernst  &  Young's  Te 
nology  Services  business,  says  a  lot  mi 
people  have  recently  started  talki 
about  launching  new  projects.  "But  I 
learned  over  the  last  few  years  to  beli 
it  when  you  see  it,"  she  says.  For  consi 
ants  and  their  clients,  a  dose  of  skep 
cism  may  be  the  best  advice.  ■ 

-By  Nanette  Byrnes  in  New  Yi 
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•UCATION 


the  Bleak  Writing 
On  the  Blackboard 


•State  budget  deficits  will 
ean  stingier  spending  on 
iblic  schools 

•The  bright  spot: 
st-prep  and  tutoring  firms 
e  thriving 

rHE  NATION'S  $800 
billion  education  in- 
dustry has  never  faced 
greater  expectations. 
The  2002  No  Child  Left 
Behind  (NCLB)  law 
sets  the  wildly  ambi- 
tious target  of  raising 
elementary  and  secondary  students  to 
ndards  higher  than  ever  before— even 
the  knowledge  economy  demands  that 
fher  education  produce  far  more  grad- 
tes.  But  the  money  needed  to  meet 
:se  goals  has  rarely  been  so  tight, 
cord  state  budget  deficits  severely  con- 
icted  growth  in  education  in  2003,  and 
04  doesn't  look  much  better. 
Even  though  education  tops  the  prior- 
list  in  most  states,  the  need  to  close  a 
:ord  $80  billion  combined  budget  gap 
11  limit  the  growth  of  state  spending  on 
L2  education  to  just  2%  in  fiscal  2004, 
wn  from  7.5%  as  recently  as  2000,  ac- 


cording to  the  National  Conference  of 
State  Legislatures.  That's  forcing  many 
states  to  cut  back  on  initiatives  to  improve 
performance,  from  smaller  classes  to  af- 
ter-school programs.  As  a  result,  "many 
schools  don't  have  the  resources  they 
need"  to  meet  the  lofty  goals  of  NCLB, 
complains  American  Federation  of 
Teachers  President  Sandra  Feldman,  who 
predicts  the  law  will  become  a  major  is- 
sue in  the  2004  Presidential  campaign. 

Public  colleges  and  universities,  which 
serve  80%  of  college  students,  are  being 
hit  even  harder.  Indeed,  many  states  are 
actually  cutting  higher-ed  appropria- 
tions. That  has  forced  four-year  public 
universities  to  hike  tuition  an  average  of 
14.1%  in  the  current  academic  year— the 
biggest  real  increase  in  at  least  30  years. 
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Many  colleges  are  also  cutting  classes, 
programs,  and  staff.  "This  is  the  first  time 
in  the  modern  era  that  we've  had  reces- 
sion budgets  combined  with  sharp  in- 
creases in  high  school  graduates,"  says 
Patrick  M.  Callan,  president  of  the  Na- 
tional Center  for  Public  Policy  &  Higher 
Education.  "That's  severely  constraining 
access  to  college  in  fast-growing  states 
like  California  and  Florida."  Given  the 
record  federal  deficit,  "it  is  very  unlikely 
Congress  will  significantly  improve  finan- 
cial aid,"  says  David  Ward,  president  of 
the  American  Council  on  Education. 

Online  Bandwagon 

THE  SLOWDOWN  in  government  spend- 
ing has  also  helped  crimp  growth  of  the 
burgeoning  for-profit  education  industry. 
Overall,  the  for-profit  sector  should  ex- 
pand 6.6%  in  2004,  to  $80.5  billion,  ac- 
cording to  Boston-based  researcher  Edu- 
ventures Inc.  Although  that's  up  from 
5.2%  growth  in  2003,  it's  far  slower  than 
the  blistering  pace  of  the  late  '90s.  The 
business  of  running  K-12  schools  for  prof- 
it took  a  hit  in  November,  when  industry 
leader  Edison  Schools  went  private. 

But  business  is  booming  for  tutoring 
and  test  preparation  firms  such  as  Kaplan 
Inc.  and  Educate  Inc.,  which  now  runs 
Sylvan  Learning  Centers.  These  help  stu- 
dents meet  NLCB'S  goals.  And  for-profit 
colleges  are  exploding  by  catering  to  such 
nontraditional  students  as  working  adults 
and  high  school  graduates  not  in  the  top 
25%  of  their  classes.  Overall,  for-profit  col- 
leges should  grow  14%,  to  $15  billion. 

No  area  will  be  hotter  than  online  high- 
er education.  "The  best  of  these  programs 
is  now  comparable  to  bricks-and-mortar 
education,"  argues  Todd  S.  Nelson,  CEO  of 
Apollo  Group  Inc.,  parent  of  the  University 
of  Phoenix  Online.  UOPX  already  has 
80,000  degree-seeking  students,  and  by 
this  time  next  year  it  will  have  120,000, 
predicts  Nelson.  Some  of  the  nation's  best- 
known  universities,  including  Harvard 
and  Yale,  are  still  moving  cautiously  in  this 
arena.  But  with  many  other  colleges  jump- 
ing on  the  bandwagon,  Eduventures  pre- 
dicts that  in  2004, 
overall  revenues  from 
online  higher-educa- 
tion programs  will 
grow  48%,  to  $4.6  bil- 
GrOWth  lion.   Even   in   tough 

oyq/j  times,  there  is  still  a 

market  for  the  most 
promising  ideas.    ■ 
-By  William  C. 
Symonds  in  Boston 
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rises  and  falls  over 
time.  Now  there  is  a  way 
to  manage  information's 
changing  value,  from  the 
time  it's  created  until 
the  moment  you  dispose  of 
it  forever  —  information 
lifecycle  management. 
It's  a  process  that  can 
significantly  reduce 
the  cost  and  complexity 
of  managing  your  ever- 
changing,  always  growing 
"body  of  information 
All  the  while  ensuring 
that  it  is  protected 
and  available.  And  EMC 
is  the  only  company  that 
has  the  technologies, 
services  and  solutions 
to  bring  information 
lifecycle  management 
to  life.  To  learn  more, 
visit  EMC.com/ilm  or 
call  (866)  796-6369 


EMC 

where  information  lives 


EMC,  EMC,  and  where  information  lives  are  registered  trademarks  of  EMC  Corporation,  c  2003  EMC  Corporation.  All  rights  reserved. 
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t'll  Take  More 
Hian  Free  Toasters 


With  the  mortgage  boom 

Er,  bank  prof  its  could  be 
;  than  half  of  last  year's 

If  M&A  activity  doesn't 
:k  up,  Wall  Street  may  be  in 
a  tough  slog 


[N  THE  1990S,  THE  FINANCIAL- 
services  sector  was  like  a  Wall 
Street  version  of  Fantasy  Island, 
with  commercial  and  investment 
bankers  alike  stumbling  upon 
riches  everywhere  they  looked. 
The  surging  stock  market  and 
•ming  economy  helped  generate 
jrd  profits  across  the  sector.  But  going 
>  2004,  the  more  apt  analogy  may  be 
erica's  Most  Wanted,  as  the  financial  in- 
try  enters  the  New  Year  stalked  by  am- 
ous  regulators  and  litigious  cus- 
lers.  The  scandals  involve  everything 
n  analyst  conflicts  to  the  willingness  of 
tie  mutual  funds  to  grant  customers— 
I  employees— unfair  trading  privileges, 
jiven  the  legal  and  regulatory  clouds 
lging  over  the  financial-services  indus- 
2004  could  wind  up  a  shadow  of  2003 
erms  of  how  banks,  brokers,  and  asset 
nagers  performed.  For  banks,  last 
r's  record  profits— up  27%,  to  $54.9 
ion— flowed  largely  from  factors  that 
now  a  thing  of  the  past.  In  2003,  for 
mple,  the  strengthening  economy  let 
iks  recognize  as  profits  funds  they  were 
erving  to  cover  problem  loans— a  one- 
ie  boost  that  has  largely  played  out. 
isumer  credit  and  mortgage  lending 
d  hit  record  levels  that  can't  be  replicat- 
Still,  U.S.  Bancorp  Piper  Jaffray  analyst 
drew  B.  Collins  predicts  that  profits 
1  rise  to  $60.5  billion— a  respectable 


10%  uptick  over  2003's  performance. 
Profit  growth  will  slow  this  year  partly 
because  mortgage  activity,  already  off 
sharply  in  recent  months,  is  expected  to 
plunge.  The  Mortgage  Bankers  Assn.  ex- 
pects home  lending  to  drop  by  53%,  to 
$1.59  trillion.  Banks  that  profited  most 
from  the  housing  boom  are  stumbling. 
Washington  Mutual  Inc.,  for  instance,  re- 
cently slashed  earnings  forecasts  for 
2003  and  2004  and  said  it  would  elimi- 
nate 2,900  jobs  on  top  of  the  4,500  posi- 
tions it  axed  last  fall. 

Diving  into  Funds 

THE  CHALLENGE  FACING  the  banks  is 
whether  the  industry  can  offset  the  mort- 
gage slowdown  with  a  pickup  in  commer- 
cial lending.  Through 
mid  December,  loans 
to  businesses  had  de- 
clined (year-over-year) 
for  116  weeks  running 
—the  longest  slump 
since  1994.  Collins  ex- 
pects a  3%  to  4%  rise 
in  commercial  lend- 
ing. That' s  in  line  with 
the  expectations  of 
David  A.  Daberko, 
chief  executive  of  Cleveland-based  Nation- 
al City  Corp.,  who  recently  told  analysts 
that  business  borrowing  will  rebound 
more  slowly  than  in  past  recoveries.  Com- 
panies are  managing  their  cash  flow  more 
tightly,  he  noted,  raising  productivity  and 
holding  down  borrowing.  "I  think  it  will 
be  a  tougher  business  than  in  the  past  cy- 
cle," Daberko  said. 

Remarkably,  the  ever-widening  mutual- 
fund  scandals  don't  appear  to  have  de- 
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terred  small  investors  from  diving  back 
into  funds.  With  the  stock  market  on  the 
rise,  roughly  $64  billion  flowed  into  stock 
funds  between  early  September  and  late 
November— the  highest  three-month  in- 
flow since  2000— leading  analysts  to  pre- 
dict a  12%  rise  in  profits  for  the  asset-man- 
agement firms  in  2004.  Those  gains  won't 
be  shared  evenly,  though:  Disgruntled 
customers  have  cashed  out  of  funds  ac- 
cused of  wrongdoing,  such  as  Strong  Fi- 
nancial Corp.  and  Putnam  Investments. 
Meanwhile,  a  staggering  55%  of  the  in- 
flows since  September  have  gone  to  three 
big  fund  groups  that  haven't  been  tarred 
by  the  scandals— Fidelity  Investments, 
Vanguard  Group,  and  American  Funds. 

But  given  the  regulatory  zeal  of  New 
York  State  Attorney  General  Eliot  Spitzer, 
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it's  hard  to  say  that  any  fund  will  emerge 
from  the  current  scandals  unscathed.  Both 
Spitzer  and  the  Securities  &  Exchange 
Commission  are  digging  into  subpoenaed 
files  and  are  likely  to  launch  new  cases. 
"There's  more  to  come  by  way  of  man- 
agers trading  in  their  own  funds,"  predicts 
Jules  B.  Kroll,  founder  of  Kroll  Inc.,  a  New 
York-based  corporate-security  firm  that 
has  conducted  internal  investigations  for 
some  asset-management  firms.  "We'll  be 
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dealing  with  new  revelations  and  cries  for 
regulatory  reform  well  into  next  year." 

Similarly,  Wall  Street  is  facing  slower 
growth  after  a  stellar  2003.  Like  their 
banking  brethren,  Wall  Street  firms  rode 
last  year's  rate  drop  for  all  it  was  worth. 
Thanks  to  an  18%  surge  in  corporate  debt 
underwriting,  to  $2.73  trillion,  profits  for 
the  securities  industry  were  on  pace  to  rise 
117%  over  2002's  depressed  levels,  to  $15 
billion,  on  a  4.2%  rise  in  revenues,  to 
$1045  billion.  Now  that  corporate  refi- 
nancings and  mortgages  are  slowing,  Wall 
Street  isn't  likely  to  repeat  2003's  strong 
performance.  "If  the  industry  can  just 
match  their  2003  revenues,  that  will  be  a 
phenomenal  year,"  says  Leslie  Bright,  se- 
curities industry  analyst  for  Fitch  Ratings. 

While  the  Dow  Jones  industrial  aver- 
age's climb  back  above  10,000  has  once 
again  lured  small  investors,  the  retail-eq- 
uities houses  are  not  poised  to  rake  in  the 
rewards.  John  H.  Schaefer,  president  and 
chief  operating  officer  of  Morgan  Stanley's 
Individual  Investor  Group,  noted  at  a  re- 
cent industry  conference  that  the  recovery 
in  the  retail  business  requires  "two  to 


MUTUAL  FUNDS 


three  times  the  time  it  takes 
the  market  to  get  back  to  the 
top,"  suggesting  that  it  could 
be  several  years  before  retail 
brokers  are  flush  with  profits. 

The  Dow^  rebound  is  al- 
ready building  a  renewed 
appetite  among  investors  for 
initial  public  offerings. 
While  at  first  blush,  2003 
looked  like  a  down  year  for 
IPOs— only  84  companies 
came  to  market,  vs.  an  average  of  600  per 
year  in  the  late  1990s— that  belies  the 
momentum  that  was  building  at  year's 
end.  Underwriters  closed  24  deals  in  De- 
cember alone— including  the  $3  billion 
IPO  by  China  Life  Insurance  Co.— al- 
though a  number  of  those  issuers  had  to 
drop  their  offering  price  to  seal  the  deal. 
But  with  tech  hotshots  like  Google.com 
and  Salesforce.com  set  to  go  public  in  ear- 
ly 2004,  Wall  Street  underwriters  are  hop- 
ing those  deals  will  serve  as  a  spring- 
board for  as  many  as  200  other  IPOs  in 
the  coming  year. 

For  Wall  Street  firms,  the  key  may  well 


Wall  Street 
execs  caution 
renewed 
stock  activity 
will  take  time 
to  translate 
into  profits 


be  whether  there's  a  r 
in  mergers  &  acquisn 


Ml 


\ 


In  the  Scandals'  Wake, 
A  Raft  of  New  Rules 


It's  a  tricky  time  to  be  in  the  mutual- 
fund  business.  Far-reaching  scandals 
have  ensnared  some  of  the  best- 
known  fund  groups,  including  Janus 
Capital  Group;  Putnam  Investments,  a 
unit  of  Marsh  &  McLennan;  and  Strong 
Capital  Management.  At  least  16  mutual- 
fund  companies,  12  brokerage  firms,  four 
banks,  and  dozens  of  individuals  have  been 
implicated  so  far,  and  analysts  predict  the 
scandal  will  continue  to  spread. 

With  the  $7  trillion  fund  industry  under 
intense  scrutiny  by  regulators  and 
legislators,  a  significant  overhaul  of  the 
way  funds  do  business  is  expected.  This 
year  should  see  new  rules  on  trading, 
redemptions,  fees,  disclosure,  boards  of 
directors,  and  more.  Those  sweeping 
changes  could  have  a  profound  impact 
on  companies'  bottom  lines.  "We  could 
see  some  margin  compression  in  2004 
due  to  changes  in  regulation  and  legislation 
for  the  industry,"  says  Kenneth  Worthington, 
a  financial-services  analyst  at  CIBC 
Oppenheimer. 
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Already,  Alliance  Capital  Management 
Holdings  LP,  one  of  the  firms  under 
investigation,  has  agreed  to  cut  fees  by 
20%  on  its  stock  and  bond  funds  as  part 
of  its  settlement  with  regulators.  There  is 
little  doubt  that  industrywide  reform  of  fees 
will  follow. 

The  heavily  tarred  fund  families  continue 
to  face  other  pressures,  too.  Case  in  point: 
Putnam,  which  in  November  saw  outflows  of 
more  than  $32  billion,  or  almost  12%  of  the 
money  it  manages,  as  major  pension  funds 
bolted.  Every  $5  billion  less  in  assets  at 
Putnam  could  cost  about  a  penny  per  share 
in  earnings  to  parent  Marsh  &  McLennan, 
analysts  say. 

Now,  the  fund  industry  is  dividing  into 
a  world  of  haves  and  have-nots.  T  Rowe 
Price  Group  Inc.,  which  hasn't  been  tainted, 
has  seen  its  stock  rise  by  6%  since  the 
scandal  broke  in  early  September.  Janus, 
meanwhile,  lost  almost  5%  during  the  same 
period.  "If  you've  stumbled  here,  it's  going 
to  take  a  very  long  time  to  rebuild  your 
reputation,"  says  Don  Phillips,  president 


Fresh  activity  would  not 
boost  M&A  advisory  fee 
also  increase  income 
underwriting  and  pr 
etary  trading.  Richard 
terson,  chief  market  st 
gist  for  Thomson  Finai 
believes  that  with  muc 
Corporate  America 
struggling  to  raise  price 
having  already  cut  costs  to  the  bone, 
companies  will  resort  to  mergers 
quick  way  to  buy  growth.  "There's  a 
pent-up  demand,"  says  Peterson.  In 
after  a  13%  rise  in  M&A  activity  d 

2003,  to  just  under  $500  billion,  Peti 
expects  the  total  to  rise  another  2< 

2004.  Still,  in  a  sign  of  the  times,  so 
the  most  important  deals  that  the 
rial  industry  will  make  in  the  coming 
won't  be  with  clients  but  with 
Spitzer  and  other  regulators.  ■ 

-By  Dean  Foust  in  Atlanta, 

Mara  Der  Hovanesian  in  New 
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of  fund-rating  service  Morningstar  Inc. 

There  is  some  good  news  for  the  industr 
as  a  whole.  First,  fund  performance  is  stell. 
The  average  U.S.  equity  fund  gained  more 
than  30%  in  2004  through  Dec.  26:  "It  cou 
be  a  big  enough  windfall  to  overcome  even 
a  significant  cut  in  fees  of  over  20%,"  says 
James  Lowell,  editor  of  Fidelity  Investor,  an 
independent  newsletter. 

Equally  important  is  that  even  with  the 
constant  barrage  of  some  funds'  bad 
behavior,  the  public  continues  to  invest. 
Roughly  $64  billion  has  flowed  into  funds 
since  the  scandals  hit.  Investors  aren't  just 
pouring  money  into  stock  funds;  they  are 
also  buying  bond  funds  as  well  as  niche  fun  E 
products  that  combine  equities  and  fixed 
income  for  retirement  plans.  It's  a  trend  tha 
is  expected  to  continue.  "As  the  economy 
recovers,  investors  are  going  to  earn  more 
and  save  more,"  says  Henry  H.  McVey,  a 
financial-services  analyst  at  Morgan  Stanle;  B 

That's  why  analysts  aren't  dismissing 
fund-company  stocks  altogether.  "Manager 
will  have  to  operate  more  stringently  and 
efficiently,"  says  Bjorn  Turnquist,  director  of 
research  at  SNL  Financial  in  Charlottesville, 
Va.  "But  if  the  market  is  going  up,  these 
companies  will  do  well."  After  all,  while 
investors  may  have  been  put  off,  they 
haven't  been  paralyzed. 

-By  Lauren  Young  in  New  Yorl 
with  Mike  McNamee  in  Washingto 
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rom  Perfect  Storm 
to  Nearly  Perfect 


Few  catastrophes  and 
ong  investment  returns 
9  boosting  profits 

More  consolidation 
likely  as  players  jostle 
r  market  share 

FTER  ALMOST  THREE 
years  of  misery,  in- 
surers are  suddenly 
feeling  pretty  perky. 
They  expect  to  take 
in  just  about  as  many 
dollars  in  premiums 
in  2004  as  they  pay 
;  by  contrast,  in  the  wake  of  Septem- 
11,  they  paid  out  an  extra  16$  on  the 
ilar.  On  top  of  that,  improving  equity 
irkets  are  fattening  their  investment 
ds,  helping  to  rebuild  the  insurers' 
hion  of  funds.  And  while  health  in- 
•ance  premiums  to  individuals  may 
>w  at  a  double-digit  rate  as  employers 
ft  more  cost  to  employees,  property- 
ualty  insurance  premiums  should  rise 
k  quickly,  by  8.1%,  according  to  the  In- 
ance  Information  Institute  (III).  With 
Uthy  markets  and  more  comfort  about 
•  risk  climate,  the  property-casualty 
ig  expects  to  make  money.  "We've 
,ie  from  a  perfect  storm  to  the 
ldilocks  effect,  where  everything  is 
t  right,"  says  III  Chief  Economist 
bert  Hartwig. 

he  Terror  Factor 

RE,  BUT  CONTINUE  to  watch  out  for 
»se  bears.  One  fear  looming  on  the 
rizon:  the  prospect  of  another  terrorist 
ack.  While  the  Terrorism  Risk  Insur- 
:e  Act  of  2002  provides  a  federally 
ided  backstop  against  massive  losses, 
it  protection  is  scheduled  to  run  out  in 
05.  That  means  insurers  and  property 
ners  will  start  to  grapple  with  the  true 
ce  of  terrorism  protection  toward  the 
i  of  2004.  The  war  in  Iraq  and  a  rise  of 
cide  bombings  in  other  parts  of  the 
rid  have  made  many  industry  ob- 
vers  believe  it's  only  a  matter  of  time 


before  more  attacks  take  place  on  U.S. 
soil.  In  late  December,  U.S.  authorities 
raised  the  country's  terror  alert  to  high, 
citing  intelligence  suggesting  the  possi- 
bility of  a  spectacular  attack  that  could  ri- 
val the  impact  of  September  11.  Insurers 
took  a  $40.2  billion  hit  in  those  attacks. 

Another  challenge  thaf  s  weighing  on 
the  minds  of  insurers  and  the  insured  is 
the  escalating  cost  of  lawsuits  covering 
everything  from  asbestos  claims  to  med- 
ical malpractice.  Tillinghast-Towers  Perrin 
reports  that  tort  cases 
in  the  U.S.  racked  up 
$233  billion  in  costs  in 
2002— the  most  recent 
data  available— which 
is  equal  to  2.23%  of 
gross  domestic  prod- 
uct, or  $809  for  each 
U.S.  citizen.  Efforts  to 
cap  costs  haven't  made 
much  progress  in  Con- 
gress, although  there 


SPOTLIGHT 


have  been  some  successes  at  the  state 
level.  Medical  malpractice  reform  in 
Texas,  for  example,  has  already  prompted 
insurers  there  to  lower  their  rates,  and 
reforms  in  other  states  could  lead  to  sim- 
ilar results. 

The  improved  outlook  means  that  in- 
surers are  once  again  jostling  for  market 
share.  "With  better  results,  plus  a  desire  to 
get  better  returns  on  capital,  you  have  to 
write  more  business,"  says  Michael  D. 
O'Halleran,  president  and 
chief  operating  officer  of  Aon 
Corp.  Aetna  Inc.  is  a  good  ex- 
ample. After  shrinking  its 
membership  rolls  from  21 
million  to  13  million  over  the 
past  three  years  to  rid  itself  of 
unprofitable  business,  the 
Hartford  health  insurer  is 
starting  to  add  members 
again.  "We  have  turned  the 
company  around,"  says 
Chairman  and  CEO  John  W 
Rowe.  "Now,  we  have  to 
prove  we  can  grow  again." 

Improved  margins  and 
valuations  are  prompting 
more  consolidation  on  all 
sides  of  the  business.  With 
overall  revenue  growth  hard 
to  come  by,  insurers  are  in- 
tent on  bulking  up.  They're 
convinced  that  size  will 
bring  economies  of  scale, 
cost  reductions,  and  better 
margins.  Diversity  and  size 
are  also  a  boon  in  an  age  of 
widespread  litigation  and 
uncertainty.  As  O'Halleran 
puts  it:  "While  things  are  getting  better, 
this  is  still  a  fragile  industry." 

Maybe  so,  but  insurers  are  still  basking 
in  their  newfound  luck.  "Look  at  the  re- 
sults," says  Fred  R.  Donner,  insurance-in- 
dustry practice  leader  at  KPMG  LLP.  "We 
have  been  through  a  year  of  little  activity 
on  the  catastrophe  side,  and  investment 
returns  are  coming  back."  Everyone  is 
grateful,  on  both  those  scores— none 
more  so  than  the  insurers.  ■ 

-By  Diane  Brady  in  New  York 
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BY  GENE  G.  MARCIAL 

DIAGNOSTIC  TESTS  GIVE  QUIDEL  A  LIFT  IN  FLU  SEASON. 
EDLG'S  UNCONVENTIONAL  COLLEGE  LOANS  MAY  BE  A  NIFTY  NICI 
WILL  NORTHERN  ORION  STRIKE  GOLD  SOUTH  OF  THE  BORDER? 
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Quidel:  Flu  Test  Fever 

WITH  INFLUENZA  ON  A  RAMPAGE,  shares  of  Quidel 
(QDEL)  are  grabbing  the  Street's  attention.  Quidel 
provides  a  broad  array  of  rapid-result  diagnostic  tests, 
such  as  the  Quick  Vue  flu  test.  "The  test  will  strongly  drive  up 
revenue  growth  worldwide  as  we  enter 
the  peak  season  for  the  flu  and  other 
infectious  diseases,"  says  Adam  Chazan 
of  Pacific  Growth  Equities,  who  has  a 
buy  rating  on  Quidel.  Already,  the  stock 
has  leapt  from  6  in  October  to  a  high  of 
11.  Matt  Arens  of  Kopp  Investment 
Advisors,  which  owns  4.4  million 
shares,  or  15%,  says  Quidel  has  the 
ability  to  sustain  a  yearly  earnings 
growth  rate  of  35%  to  40%.  His  12- 
month  target  is  $17  The  tests  are  done 
by  nasal  swab  at  doctors'  offices  and 

hospitals.  With  an  accuracy  rate  of  96%  to  98%,  the  test  detects 
if  a  patient  has  the  flu  or  similar  pathogens  that  mimic  the  flu. 
The  results,  ready  in  10  minutes,  help  prevent  misdiagnoses, 
says  Chazan.  The  flu  afflicts  some  30  million  Americans  each 
year.  Quidel  has  52%  of  the  flu  test  market— accounting  for 
28%  of  total  revenues— and  beats  out  rivals  Becton  Dickinson 
and  Thermo  Electron,  notes  Chazan.  CEO  S.  Wayne  Kay  says  a 
new  flu  test  will  be  launched  in  Japan  in  January  and  should 
raise  Quidel's  28%  share  of  the  flu  test  market  there.  Al  Kildani, 
of  investment  firm  C.E.  Unterberg,  Towbin,  rates  Quidel  a  buy: 
He  sees  it  earning  15$  a  share  on  sales  of  $85.7  million  in  2003 
and  35$  on  $95.5  million  in  2004. 

EDLG:  A  Class  Act  for 
Student  Loans? 

WHEN  EDUCATION  LENDING  Group  (EDLG)  sold  2.6 
million  shares  in  a  secondary  offering  at  10  a  share  on 
Nov.  3,  Donald  Gimbel,  senior  managing  director  at 
investment  bank  Carret,  wanted  100,000  shares.  He  got  only 
10,000  of  the  oversubscribed  offering.  So  he  hiked  his  shares  to 
80,000  by  buying  on  the  open  market.  The  stock  hit  14  by  Nov. 
26,  eased  to  12  on  Dec.  16,  then  bounced  back  to  nearly  14. 
Gimbel  has  been  buying  again.  He  sees  the  stock  at  25  in  18 
months.  What's  the  allure?  EDLG  deals  in  government- 
guaranteed  student  loans.  But  Gimbel  likes  its  niche  business 
of  consolidation  loans  that  let  college  kids  pay,  in  lump  sum, 
other  debts— on  credit  cards,  cars,  and  the  like.  EDLG  offers 
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other  financial-aid  products,  but  consoli- 
dation loans,  says  Gimbel,  will  be  the 
big  winners.  The  "cost  of  education  is 
accelerating  at  a  rate  faster  than  income 
growth,"  says  Audrey  Snell  of  Brean 
Murray,  who  rates  the  stock  a  strong 
buy.  EDLG,  the  smallest  of  six  major 
student  loan  providers— Salhe  Mae  and 
The  Student  Loan  are  among  the 
biggies— has  the  management  to  build 
profits  to  98$  a  share  in  2005,  from  40$ 
in  2004,  up  from  a  56$  loss  in  2003,  he 
says.  If  s  been  in  the  red  since  starting  four  years  ago. 

Orion:  To  Argentina, 
Via  Vancouver 

RARELY  DOES  THIS  COLUMN  feature  stocks  traded  on 
the  Toronto  Exchange,  but  Northern  Orion  Resources 
(NNO.TO)  is  an  exception.  The  Vancouver-based  coppjKl 
and  gold  producer  expects  to  list  on  the  American  Stock 
Exchange  in  early  2004,  pending  Securities  &  Exchange 
Commission  approval.  Meantime,  its  buy  of  a  12.5%  stake  in 
the  Bajo  de  la  Alumbrera  mine  in  Argentina  has  already  yiek 
benefits.  Frank  Holmes,  chief 
investment  officer  at  U.S.  Global 
Investors,  says  Orion  is  adding 
$100,000  a  day  in  revenues.  U.S.  Global 
owns  7%  of  Orion.  Holmes  figures 
Orion,  which  posted  cash  flow  of  11$  a 
share  in  the  third  quarter,  will  see  15$  in 
the  fourth  due  to  a  spike  in  commodity 
prices.  It  logged  earnings  of  2$  a  share 
in  the  third  quarter,  up  from  a  4$  loss  a 
year  ago.  Now  at  3,  the  stock  should  hit 
9  in  six  months,  says  Holmes.  He 
expects  earnings  to  soar  500%  in  the 
next  three  quarters,  in  part  from  still-new  deposits  yet  to  con  _ 
onstream.  By  company  estimates,  its  new  Agua  Rica  mine  ne 
Alumbrera  contains  more  than  10  million  ounces  of  gold  anc 
18  billion  pounds  of  copper. 
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Despite  fears  of  terror  attacks 
and  weak  reports  on  consumer 
confidence,  the  market 
continued  its  march  toward  its 
best  returns  in  four  years.  The 
Dow  gained  1.2%  for  the  week 
ending  Dec.  30  and  the  S&P  500 
rose  1.4%.  The  tech-heavy 
NASDAQ,upmorethan50%in 
2003  and  2.1%  for  the  week, 
closed  above  2000  for  the  first 
time  in  almost  two  years. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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1.6 

43.2 
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FUNDAMENTALS                       dec  29 

WEEK  AGO 

S&P  500  Dividend  Yield                    1.56% 

1.58% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)     27.0 

27.5 

S&P  500  P/E  Ratio  (Next  12  mos.)*       16.7 

18.3 

53 


•Mar.  19. 1999=1000     "Feb.  7.  2000=1000 


First  Call  Earnings  Revision* 

TECHNICAL  INDICATORS 

S&P  500  200-day  average 

Stocks  above  200-day  average 

Options:  Put/call  ratio 

Insiders:  Vlckers  NYSE  Sell/buy  ratio      NA 


0.20%      0.24% 

•First  C 
WEEK  AGO 

10712  Pi 

90.0%  Nei 
0.62 

6.68  Nei 


DEC.  29 

990.4 
90.0% 
0.59 


WORST-PERFORMING 
GROUPS 

Automobiles 

Steel 

Aluminum 

Oil  &  Gas  Equipment 

Internet  Retailers 


'LAST 
MONTH  % 

23.1 
20.6 
16.2 
15.8 
15.3 


r                                                        LAST12 
1%                                                  MONTHS  % 

I    Internet  Software 

172.5 

>     Divsfd.  Metals  &  Mining 

147.7 

!     Homebuilding 

99.0 

i    Computer  Retailers 

97.7 

i     Semiconductors 

95.5 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %      52-WEEK  TOTAL  RETURN  % 


LEADERS 

Natural  Resources 
Latin  America 
Europe 
Utilities 

LAGGARDS 

Precious  Metals 
Technology 
Small-cap  Growth 
Mid-cap  Growth 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 


LEADERS 

10.7  Latin  America 

8.0  Technology 

4.8  Precious  Metals 

4.8  Diversified  Emerg.  Mkts. 

LAGGARDS 

-2.6  Domestic  Hybrid 

-0.9  Utilities 

-0.6  Miscellaneous 

-0.3  Large-cap  Blend 


%      52-WEEK  TOTAL  RETURN 


LEADERS 

Regions  Morg.  Kgn.  S.  Fnl.  A  31.6 
ProFunds  Energy  Usr.  Inv.  18.8 
ProFds.  Intnet.  Ultsr.  Inv  14.0 
Eaton  Vce.  Grtr.  India  A       13.8 

LAGGARDS 

Regions  Morg.  Kgn.SC.Gr.  A  -21.8 
J.P.  Morgan  Value  Opps.  -15.1 
Thurlow  Growth  -8.4 

PFds.  Smicdr.  Ultsr.  Inv.      -8.2 


LEADERS 

Apex  Mid  Cap  Growth 
PFds.  Smicdr.  Ultsr.  Inv. 
ProFds.  Intnet.  Ultsr.  Inv 
Reynolds 

LAGGARDS 

Rydex  Dynam.  Vent.  100 
ProFunds  UftSh.  OTC  Inv. 
Frontier  Equity 

ProFunds  UltraBear  Inv. 


63.9 
59.4 
56.0 
55.5 

19.5 
22.2 
23.1 
26.2 


166.2 
145.2 
133.7 
125.0 

-62.7 
-62.5 
-44.2 
-43.8 


WORST-PERFORMING 
GROUPS 

Computer  Retailers 

Airlines 

IT  Consulting 

Department  Stores 


LAST 
MONTH* 

-13.1 

-10.2 
-8.9 
-6.7 


Photographic  Products 
Trading  Cos.  &  Distribs. 

Intgrd.  Telecomms.  Svcs 
Home  Furnishings 


Comptr.  Stge.  &  Perphs.     -6.2     Food  Chains 


INTEREST  RATES 


KEY  RATES 

DEC.  30 

WEEK  AGO    YE 

Money  Market  Funds 

0.62% 

0.62%     L 

90-Day  Treasury  Bills 

032 

0.90        1 

2-Year  Treasury  Notes 

L85 

1.83        L 

10-Year  Treasury  Notes 

4.27 

4.20        3 

30-Year  Treasury  Bonds 

5.08 

5.05       4 

30-Year  Fixed  Mortgage  f 

5.79 

5.79        5. 

->■ 


fBanxQuote 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


General  Obligations 

3.60% 

4.! 

Taxable  Equivalent 

5.14 

: 

Insured  Revenue  Bonds 

3.71 

4.J 

Taxable  Equivalent 


THE  WEEK  AHEAD 


CONSTRUCTION  SPENDING 

Monday,  Jan.  5, 10  a.m.  EST 
»  Building  outlays  in  November 
most  likely  climbed  0.5%,  after  a 
0.9%  surge  in  October.  That's 
based  on  the  median  forecast  of 
economists  surveyed  by  Informa 
Global  Markets.  Construction 
outlays  by  businesses  remain  soft, 
leaving  the  housing  sector  as  the 
driving  force. 

VEHICLE  SALES  Monday,  Jan.  5 
»  Sales  of  U.S.-made  and  imported 


cars  and  light  trucks  in  December 
are  expected  to  have  increased  to 
an  annual  pace  of  17.8  million,  up 
from  16.7  million  in  November. 
FACTORY  INVENTORIES  Tuesday, 
Jan.  6,10  a.m.  EST  » 
November  manufacturing 
inventories  most  likely  rose  by 
0.2%.  Factory  inventories  were 
unchanged  in  October. 
INSTALLMENT  CREDIT  Thursday, 
Jan.  8,  3  p.m.  EST  » 
Consumers  probably  added  $6 


billion  in  debt  during  November, 
after  a  small  increase  of  $0.9 
billion  a  month  earlier. 
EMPLOYMENT  Friday,  Jan.  9, 
8:30  a.m.  EST  »  December 
nonfarm  payrolls  are  forecast  to 
have  increased  by  130,000,  after  a 
less-than-expected  gain  of  57,000 
jobs  in  November.  The  jobless  rate 
probably  held  steady  at  5.9%. 
Average  hourly  wages  very  likely 
improved  by  0.2%,  following  a 
0.1%  rise  in  November. 


The  Bus/nessrVee/c  production  im 
declined  to  211  for  the  week  en< 
Dec.  20 ,  but  remains  up  9.7%  froi 
year  ago.  Before  calculation  of 
four- week  moving  average,  the  in<  \ 
rose  to  212.2 


BusinessWeek  on  I  in 


■ 

For  the  BW50,  more  investmen  s 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com/TnagazineAxtra  K 
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Editorials 


An  Ambitious 
Agenda  for  2004 


PRESIDENTIAL  ELECTION  YEARS  BRING 
both  peril  and  opportunity.  Peril,  if 
politicians  push  crowd-pleasing  but 
irresponsible  measures  to  get  reelected. 
Opportunity,  if  they  seek  to  distinguish 
themselves  by  acting  like  leaders  and  appealing 
to  the  public's  longer-term  interests.  Here's  a 
challenging  agenda  for  political  leadership  in  2004: 
STABILIZE  IRAQ.  This  July,  coalition  forces  are  scheduled  to 
hand  over  authority  to  representatives  of  the  Iraqi  people. 
Adhering  to  that  timetable  is  essential  for  keeping  faith  with 
both  Iraqis  and  Americans  who  want  to  see  a  beginning  to  the 
end  of  the  occupation.  The  coalition  must  destroy  the 
remaining  terrorist  cells  while  rebuilding  the  civilian 
infrastructure.  Whether  one  thinks  the  invasion  of  Iraq  was 
smart  or  foolish,  there's  no  question  that  order  must  be 
restored  and  the  economy  restarted  as  soon  as  possible  so 
that  Iraq  is  not  a  breeding  ground  for  terror. 

RESTART  GLOBAL  TRADE  TALKS.  Sure,  the  climate  is  poor. 
Many  Americans  are  in  no  mood  to  bargain,  feeling  that  free 
trade  has  cost  millions  of  jobs.  And  developing  countries  say 
they  won't  budge  until  rich  countries  stop  subsidizing  their 
farmers.  The  impasse  is  dismaying  because  free  trade  creates 
many  more  winners  than  losers.  As  a  start,  the  U.S.  should 
begin  to  reduce  subsidies  for  wasteful  overproduction. 
President  Bush  must  lead  on  free  trade,  not  hamper  it. 


A  chance 
to  fix 

lems- 
orplay 
politics  as 
usual 


FIX  ENERGY  POLICY.  Congress  fell  just  short  of  passing 
bad  energy  bill  in  2003.  Passing  a  better— and  cheaper 
should  be  high  on  the  agenda  for  2004.  Strip  out  the 
subsidies  for  producers  of  oil,  natural  gas,  coal,  nuclear 
power,  and  ethanol.  Emphasize  conservation.  And  give 
federal  government  more  authority  to  oversee  the  powe 

and  prevent  any  further  large 
scale  blackouts. 

PROTECT  INVESTORS  AND 
CONSUMERS.  The  Securities  & 
Exchange  Commission  shoul 
DrO  DlemS  —        adopt  strict  rules  for  mutual 

as  soon  as  possible,  while 
stopping  the  turf  wars  that  ha 
hindered  its  ability  to  detect  n 
types  of  abuses.  And  the 
Agriculture  Dept.  should  get 
tougher.  Ifs  outrageous  that  t 
department— under  pressure 
industry  lobbyists— has  done  i 
little  until  now  to  test  cattle  for  mad  cow  disease. 

CONTROL  THE  DEFICIT.  Some  tax  cuts  and  spending 
increases  were  needed  to  restore  economic  growth  and  pa 
for  defense.  But  both  the  cuts  and  the  budget  increases  ar 
out  of  control.  Spending  must  be  reduced,  but  the  tax  cuts 
so  big  that  they  practically  guarantee  budget  deficits  even 
when  the  economy  is  ranning  at  full  tilt.  By  frittering  awa 
national  savings,  the  federal  government  is  forcing  the  na 
to  import  capital  from  abroad  to  fund  investment.  Little 
wonder  the  dollar  is  declining. 

Election  years  aren't  always  times  of  pandering.  In  198 
President  Reagan  responded  to  mounting  deficits  by  signi 
a  law  rolling  back  part  of  his  historic  tax  cut  and  cutting 
spending.  Supply-siders  never  quite  forgave  him,  but  the 
economy  kept  growing  anyway.  Lef  s  hope  Washington  rL 
above  the  fray  to  do  the  right  things  in  2004. 


) 


Managers 
Of  the  Year 


BUSINESSWEEK'S  ANNUAL  LIST  OF  THE 
best  managers  of  the  year  is  an 
impressive  roster  of  high  achievers.  Some 
made  their  organizations  more  effective 
and  efficient,  while  others  succeeded  in 
bold  new  ventures  (page  56).  Among  those  who 
executed  well  were  banking  merger  ace  G.  Kennedy 
Thompson,  CEO  of  Wachovia  Corp.;  George  David, 
the  quiet  chief  of  surprisingly  successful  United 
Technologies  Corp.;  and  William  McGuire,  who  has 
diversified  and  expanded  insurer  UnitedHealth  Group  Inc. 
Their  peerless  management  skills  were  exceptionally  useful 


during  the  period  of  retrenchment  that  began  in  2000 

As  for  the  bold,  Intel  Corp.  CEO  Craig  R.  Barrett  has  tc 
head  the  list.  Three  years  ago,  heading  into  what  became 
worst  semiconductor  slump  ever,  Barrett  bravely  began 
pouring  $28  billion  into  plant  construction  and  research 
That  gave  Intel  the  capacity  and  products  it  needed  to  c; 
in  on  the  rebound:  Earnings  rose  60%  in  2003. 

Barrett  hasn't  been  alone  in  taking  chances.  Steven  P. 
Jobs  used  music— specifically  the  iTunes  online  store— to 
rejuvenate  Apple  Computer  Inc.,  while  simultaneously 
boosting  Pixar's  string  of  animated  movie  successes. 
Biochemist  Arthur  D.  Levinson,  CEO  of  Genentech  Inc., 
ignored  Wall  Street  analysts'  advice  and  pushed  ahead  wi 
Avastin  as  a  treatment  for  colon  cancer.  Now  it  looks  like 
blockbuster.  And  New  York  native  Rose  Marie  Bravo  dare 
hip  makeover  of  venerable  British  retailer  Burberry  Grou 
coming  out  with  plaid  bikinis  and  a  gotta-have  $1,095 
fuchsia  trench  coat. 

Solid  execution  will  always  be  prized.  But  as  the  econo 
gains  momentum,  fortune  will  increasingly  favor  those  b 
CEOs  who  rediscover  what  John  Maynard  Keynes  called 
their  "animal  spirits."  Happy  New  Year. 
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AVAyA 


a  higher  plane 
of  communication 


EN  TAKING  YOUR  COMPANY  on  the 
elephony  road,  the  right  traveling 
npanion  is  essential.  Avaya  Global 
>/ices  will  not  only  get  you  going  in 
right  direction,  but  we'll  guide  you 
whole  way.  For  starters,  we  develop 
imprehensive  network  plan  that 


includes  a  multivendor,  multitechnology  IP 
readiness  assessment.  This  tells  us  what 
we  need  to  know  to  help  you  avoid 
surprises  during  implementation  and 
maximize  security.  We'll  get  you  up  and 
running  easily  and  seamlessly.  And  you  can 
continue  to  count  on  Avaya  Global  Services 


to  manage  and  constantly  monitor  your 
entire  network,  using  EXPERT  SystemsSM 
Diagnostic  Tools,  for  example,  that  remotely 
resolve  96%  of  all  system  alarms*  Go  with 
Avaya,  and  your  competitors  will  be  eating 
your  dust.  Visit  www.avaya.com/sidecar 
or  call  866-GO  AVAYA. 


I  P   Telephony 


Contact   Centers 


Unified    Communication 


With 


WAYA  GLOBAL  SERVICES 

at  your  &ide,  migration  to  IP  telephony  can  be  a 

SMOOOOTH  RIDE. 


•Alarms  cxi  Avaya  DEFINITY  t»  S.  -v^jre.  C  2004  /■ 

Dy  «  o."  ire  the  proper. . 


STO 

BUYIN 
SERVER 


I 


DOAUI 


arewell  complexity.  Good-bye  complications.  Hasta  la  vista  hassles.  Presenting  a  smarter  way  to  grow  your  IT 
apabilities.  Buy  a  server  that  can  grow  along  with  you.  Like  IBM  eServer™  xSeries*  systems  powered  by  Intel*  Xeon7" 
rocessors.  Select  models  can  scale  up  (simply)  from  1  to  16  way  and,  with  optional  VMware*  software,  can  handle 
ot  just  one,  but  multiple  Windows*  or  Linux  applications  at  once.  That's  the  flexibility  the  on  demand  world  demands, 
o  find  out  more,  visit  ibm.com/eserver/advantage 

5  reasons  more  and  more  businesses  are  turning  to  IBM  eServer  xSeries  systems. 


cale  1-16  way  with  select 
wdels.  Pay  as  you  grow. 


IBM  Director  systems 
management. 


Linux-ready  through 
the  entire  line. 


Mainframe-inspired 
technologies. 


24/7/365  optional  onsite 
hardware  support: 


e>  server 


IBM  eServer  xSeries  systems  are  powered  by  Intel 
Xeon  processors.  (And  they  could  help  stop  you  from 
buying  server  after  server  after  server.) 


iditional  charges  apply  Standard  support  includes  next  business  day  response  in  some  countries.  IBM,  the  e-business  logo,  eServer,  the  eServer  logo  and  xSeries  are  trademarks 
registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  Intel,  Intel  Inside,  the  Intel  Inside  logo  and  Intel  Xeon  are  trademarks  or 
jistered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries. Windows  is  a  trademark  of  Microsoft  Corporation  in  the  United  States,  other  countries 
both.  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  of  others.  ©  2003  IBM  Corporation.  All  rights  reserved 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 
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S&P  Selects  the 
Best  of  the  Best 
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name  in  the  sectors  they  cover— and  if  past 
returns  are  anything  to  go  by,  investors 
should  take  note 
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For  the  second  straight  year,  J.D.  Power  and  Associates 
ranked  Lanier  #1  in  Customer  Satisfaction. 

Call  800-551-3087  or  visit  lanier.com  to  find  out  why  J.D.  Power  and  Associates  again 
ranked  Lanier  "#1  Black  and  White  Copier/Multifunction  Product  in  Customer  Satisfaction 
among  Business  Users",  this  year  in  a  tie.  You  can  also  request  a  DOCutivity  analysis  of 
your  company's  workflow.  Find  out  how  satisfying  document  management  can  be. 
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BURKE  DENTAL 


Ours  isn't  the  only  name  on  the  box. 

Dr.  Burke  has  a  reputation  to  uphold.  Getting  the  job  done  right  the  first  time  isn't 
just  a  goal,  it's  a  promise.  She  uses  FedEx  InSight.  It  lets  her  check  up  on  delivery 
and  package  content  over  the  Web,  so  she's  sure  the  right  materials  are  going 
to  the  right  places  at  the  right  time.  Judging  from  the  smiles  on  her  patients' 
faces,  Dr.  Burke's  doing  a  pretty  good  job. 


fedex.com 


Relax,  it's  FedEx. 


"We  need  to  make 
our  immigration 
laws  more 
rational,  and 
more  humane." 

-President  George  W.  Bush, 

proposing  new  laws  for 

immigrants  (page  34) 
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IDIA'SNEXT 
ITSOURCING 
IUP:  DRUGS 

(YEARS,  software 
npanies  have  slashed  costs 
hiring  inexpensive 
(grammers  and  engineers 
hdia.  Now  Big  Pharma  is 
covering  the  same  benefits. 
rer,  GlaxoSmith-Kline,  and 
/artis  are  tapping  into 
lia's  research  and  manu- 
turing  prowess  to  cut  costs 
d  speed  development  of 
drugs. 


That's  a  big  change  for 
India.  Foreign  drugmakers 
have  long  shunned  the 
country  because  of  its  lack  of 
patent  protection.  But  on  Dec. 
22,  the  Indian  government 
introduced  a  bill  that  would 
toughen  intellectual-property 
rules.  If  passed,  it  could  help 
double  the  drug-outsourcing 
business,  to  $800  million,  by 
2005,  says  Bombay  brokerage 
Kotak  Institutional  Equities. 

A  host  of  Indian  players 
already  are  in  the  outsourcing 
game.  Hyderabad-based  Divi 
does  chemical  synthesis  for 
Merck,  Abbott,  and  Glaxo.  In 
Bangalore,  Biocon  has  300 
scientists  doing  contract 
research,  up  from  just  25  in 
2000,  after  sealing  deals  with 
Pfizer,  AstraZeneca,  and 
Bristol-Myers  Squibb.  While 
these  contracts  are  just  a 
fraction  of  the  global  pharma- 
ceutical business,  expect  many 
more  such  deals  as  India 
becomes  competitive  in  yet 
another  knowledge  industry. 
-Manjeet  Kripalani 


HE  BIG  PICTURE 


RESIDENTIAL  POP?  Since  1952,  only  twice 
as  the  S&P  500  fallen  in  an  election  year:  In 
300,  it  fell  10%  with  George  Bush;  in  I960, 
%  with  John  Kennedy.  Here  are  the  top  years: 


VR/ELECTION  WINNER 


30  RONALD  REAGAN  (R) 

25.8%  1 

96  BILL  CLINTON  (D) 

20.3%  1 

76  JIMMY  CARTER  (D) 

19.1%  I 

i 

72  RICHARD  NIXON  (R) 

15.6%  1 

64  LYNDON  JOHNSON  (D) 

|l3.0°/i 
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a:  BusinessWeek,  Yahoo!  Finance 


jC* 


PRONE  TO  SUE 

SCO  Group  CEO 
Darl  McBride 


DIE' 

LEGAL 


2002 


LINUX 


SCAREWARE 

Can  Google  Dodge 
Linux  Litigation? 

WEB  SEARCH  GIANT  GOOGLE  may  be  one  of  the  next  targets  of  liti- 
gious SCO  Group.  The  tiny  Utah  software  company  is  suing  IBM 
over  claims  that  the  Linux  operating  system  running  on  com- 
puters sold  by  Big  Blue  infringes  on  SCO's  software  copyrights. 
BusinessWeek  has  learned  that  SCO  lawyers  have  contacted 
Google,  which  uses  an  estimated  10,000  Linux  computers  to 
handle  200  million  search  requests  each  day. 

SCO  Chief  Executive  Officer  Darl  McBride  may  be  making 
good  on  a  threat  to  sue  companies  that  use  Linux  to  run  their 
business.  SCO  has  been  trying  to  get  Linux  users  to  pay  a  license 
fee.  McBride  says  a  team  of  SCO  execs  and  lawyers  have  been  en- 
gaged in  "back  and  forth"  discussions  with  Google.  He  declined 
to  characterize  them  but  claims  Google  has  benefited  from  using 
the  free  software.  "They've  been  able  to  operate  a  low-cost  [busi- 
ness] model  because  of  Linux,"  says  McBride.  "Well,  if  your 
model  is  going  to  hold  up,  you  better  make  sure  you  don't  have 
any  infringing  code  in  there."  Google  declined  to  comment. 

McBride  has  picked  the  right  time  to  go  after  Google.  With  a 
blockbuster  initial  public  offering  likely  by  spring,  Google  may 
want  to  avoid  a  public  spat.  -Jim  Kerstetter 
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DRIVING  IVAN 

GM:ONTHE 
ROAD  TO 
RUSSIA 


GENERAL  MOTORS  IS  stepping 
on  the  gas  in  Russia.  Starting 
next  fall,  it  will  make  the  Opel 
Astra  at  its  plant  in  the 
southern  Russian  town  of 
Togliatti,  where  it  has  a  joint 
venture  with  local  carmaker 


Avtovaz.  The  plant 
has  been  making 
four-wheel-drive 
Chevrolet  Nivas  since 
September,  2002,  to  meet 
Russia's  demand  for  rugged 
off-road  vehicles. 

Russian  automotive  tastes 


STREET  NEWS 

COUNTING 

YOUR 

DIVIDENDS 

THERE'S  A  NEW  tool  for  vetting 
dividend-paying  stocks:  the 
Dividend  Achievers  Index 
from  financial-data  outfit 
Mergent.  This  weighted 
index  of  283  companies  is 
tallied  by  the  American  Stock 
Exchange  and  can  be  tracked 
through  ticker  symbol  DAA. 

Over  10  years,  it  would 
have  beaten  total  returns- 
stock  gains  and  dividend 
payouts— for  the  Standard  & 
Poor's  500-stock  index  by 
1.5%  a  year.  That,  along  with 
new  tax  laws,  helps  explain 
dividends'  renewed  appeal: 
Investors  will  net  60%  more 
dividend  income  in  2004 
than  in  2002.     -Brian  Hindo 


roil 


are  changing.  The  more 
expensive  Astra  was  designed 
for  Western  European  roads 
and  incomes.  But  demand  for 
new  imported  Western  cars  in 
Russia  jumped  40%  in  2003, 
with  the  strongest  growth  for 
cars  priced  from  $10,000  to 
$15,000.  Last  year,  GM  sold 
3,312  Astras  in  Russia,  twice 
as  many  as  in  2002.  Although 
GM  has  yet  to  decide  on  pric- 
ing, analysts  expect  the  locally 
produced  Astra  to  start  at 

$11,000.  "Russian 
incomes  are 
growing  and 
people  can  afford 
to  buy  much  more 
expensive  cars," 
says  analyst  Elena 
Sakhnova  of 
Moscow  invest- 
ment bank  United 
Financial  Group. 
GM  plans  to 
produce  at  least  25,000  Astras 
and  70,000  Nivas  a  year  in 
Russia  by  2005.  GM  had 
better  hope  Russian  incomes 
keep  pace.  -Jason  Bush 
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OPELASTRAAIocal 
version  will  be 
produced  in  Russia 


TECH  TALK 

YOUR  UNDIVIDED  ATTENTION,  PLEASE  In  the 

Wild  West,  you  had  to  check  your  gun  at  the 
door.  At  eBay,  senior  management  must  giv< 
up  their  high-tech  gadgets.  Fed  up  with  bein 
interrupted  by  her  staff  taking  cell-phone  ca 
and  reading  e-mail  on  their  handhelds,  CEO 
Meg  Whitman  recently  banished  wireless 
devices  from  her  Monday  staff  meetings  at 
eBay's  San  Jose  (Calif.)  headquarters. 
Whitman  says  there  was  "a  little  grumbling" 
from  the  eight  top  execs  who  regularly  attend 
the  meetings.  "Personal  interaction  is  much 
more  important  than  instantly  answering 
e-mails,'  she  says.  Message  received,  loud 
and  clear.  """        -Robert  D.H 


DRAWN  &  QUARTERED 
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Crystal  clear. 


crystal  decisions .  Business  Objects  has  acquired  Crystal  Decisions.®  Two  business  intelligence  software 
leaders  are  now  one.  One  complete  suite  of  business  intelligence  software  on  a  common  infrastructure. 
One  global  service  and  support  team.  All  backed  by  the  worldwide  market  leader  in  business  intelligence 
with  24,000  customers  and  the  largest  R&D  organization  in  the  industry. 

The  result?  By  working  with  one  vendor,  one  infrastructure,  and  one  support  team,  you'll  spend  less  time 
having  to  deploy,  integrate,  and  administer  your  business  intelligence  software.  And  more  time  using  it 
to  better  track,  understand,  and  manage  your  business  to  improve  your  enterprise  performance. 
To  learn  more  about  the  new  Business  Objects  and  to  register  for  our  global  launch  events,  "The  Future 
of  Business  Intelligence"  visit  www.businessobjects.com/clear.  We'll  make  everything  crystal  clear. 


Business  Objects' 

The  business  intelligence  standard. 

Global  Launch  Events:  Atlanta  •Baltimore  •Bogota-  Boston  .Buenos  Aires-  Charlotte  •  Chicago  .Qrannatl -Cleveland 'Dallas- Denver  •Detroil»Harlfad- Houston.  Indianapolis' Kansas  Ci^ 
Madison .  Mexico  City  •  Miami  •  Minneapolis  •  Montreal  •  New  York.  Philadelphia  .Phoeriix.  Pittsburgh.  Richmcim.  Salt  Lake  Cir^ 
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THE  NUMBERS  GAME 

SIGNS  THAT  THE  RECOVERY  IS 
TAKING  ROOT  The  economic  rebound  is 
finally  starting  to  take  hold  and  broaden.  Tech 
is  back,  factories  are  humming,  companies  are 
hiring  again,  and  the  stock  market  is  up. 


TECH  SPENDING 
IS  SURGING... 


With  the  economy  growing, 
businesses  are  shedding  their 
cautious  outlook  and  investing 
in  new  capital  equipment, 
especially  tech  gear. 


.  PERCENT  CHANGE  FROM  A  YEAR  AGO 


...FACTORIES  ARE  REVVING  UP. 


The  turnaround  in  business  spending  is  proving  to  be  a  boon  for 
manufacturers.  Factories  are  finally  seeing  an  increase  in  demand, 
with  output  of  goods  from  computers  to  chemicals  on  the  rise. 
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NOW  THAT  JOBS  ARE  SLOWLY  COMING  BACK... 

Hf '  WTi 

Companies  can  no  longer  hold  out.  After  years  of  cost-  and  job- 
cutting,  demand  can't  be  satisfied  with  current  staff  levels.  As  the 
economy  grows  in  2004,  so  will  payrolls. 

,„c  MILLIONS 

132.5<te 

TO 

UL  NONF* 

<VRM  1 

'AYRC 

ILLS 

iii.o 

liV.o 

19Q  R 

^ 

—  ' 

MAR.  '01 
Data:  Labor  Dept..  Global  Insight  Inc. 

DEC.  '02 
Informa  Global  Markets                                           'ESTIMAT 

* 
E 

IT  COULD  BE  THE  START  OF  ANOTHER  BULL  MARKET 


In  December,  the  Dow  crossed  10,000  for  the  first  time  in  nearly  18  months,  and  it  finished  up  19%  for 
the  year. 
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...ANDPRODUCTIVr 
IS  HIGH 
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Business  productivity  jumpe< 
dramatically  in  2003,  ending 
the  third  quarter  with  the 
biggest  surge  in  20  years. 
Now  that  companies  are 
starting  to  hire  new  workers, 
productivity  growth  is  likely  tc 
ease  a  bit  this  year. 

ANNUALIZED  RATE  OF 
PRODUCTIVITY  GROWTH 

Fourth  quarter  2002 

1.6% 


First  quarter  2003 


MAR.  '01 

Data:  Commerce  Dept.,  Global  Insight  Inc. 


DEC.  '03 


Third  quarter  2003 

9.4% 


Data:  LaCof  Dept 
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The  future  of 


SI 


is  coming  to  a 
city  near  you. 

Atlanta  •  Baltimore  •  Bogota  •  Boston 
Buenos  Aires  •  Charlotte  •  Chicago 
Cincinnati  •  Cleveland  •  Dallas  •  Denver 
Detroit  •  Hartford  •  Houston  •  Indianapolis 
Kansas  City  •  Los  Angeles  •  Madison 
Mexico  City  •  Miami  •  Minneapolis 
Montreal*  New  York  •  Philadelphia 
Phoenix  •  Pittsburgh  •  Richmond 
Salt  Lake  City  •  San  Francisco  •  Sao  Paulo 
Seattle  •  St.  Louis  •  Tallahassee  •  Toronto 
Washington  DC 
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business  Objects 


crystal  decisions.. 


Business  Objects  has  acquired  Crystal  Decisions®  And  our  customers  have  acquired  a  complete 
business  intelligence  standard.  To  learn  more,  register  for  one  of  our  global  launch  events, 
"The  Future  of  Business  Intelligence,"  at  www.businessobjects.com/one. 


BUSINESS  OBJECTS' 

The  business  intelligence  standard. 
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Free  trade . . . 
has  imposed 
on  Mexico 
huge  losses  of 
jobs." 

-Edwin  P.  Reubens 
Weston,  Fla. 


A  talc 
of  what 
free  trade 
can  and 
cannot  do 


NAFTA:  THE  RIPPLES 
AND  THE  SHOCK  WAVES 

YOUR  ARTICLE  ("Mexico:  Was  NAFTA 
Worth  It?"  Special  Report,  Dec.  22)  re- 
counts Mexico's  impressive  aggregate 
growth— in  exports,  in  foreign  capital, 
and  in  total  output— but  also  reports  that 
over  half  of  Mexicans  "have  soured  on 
NAFTA."  This  is  not  really  a  paradox: 
While  NAFTA  has  been  good  for  many 
businesses,  it  has  been  bad  for  many  peo- 
ple. Free  trade  in  most  imports  and  ex- 
ports has  imposed  on  Mexico  huge  losses 
of  jobs  in  traditional  farming  and  small 
manufacturing.  It  has  also  depressed 
wages  (not  yet  fully  repaired),  worsened 
inequality  of  incomes,  and  intensified  the 
population  pressure  of  "surplus  labor"— 
all  of  this  aggravated  by  the  U.S.  econo- 
my's slump  in  2000-2003. 

-Edwin  P.  Reubens 
Weston,  Fla. 

ON  BEHALF  OF  the  1  million  or  more 
Americans  who  lost  their  jobs,  had  their 
pensions  cut  short  because  of  unemploy- 
ment, and  were  forced  to  take  jobs  at  low- 
er pay  levels,  NAFTA  is  a  great  example  of 
what  "free  trade"  really  is:  nothing  more 
than  a  legal  scheme  for  the  poor  to  steal 


from  the  rich.  The  plight  of  Mexico 
existed  for  200  years.  As  your  article  ir 
cated,  giving  away  1  million  Amerii  ogh 
jobs  will  not  solve  Mexico's  fundamei  pe 
problems,  which  are  many. 

-Etson  Hough  p 

Fort  Wayne,  1  n  \ 
let 
ASIDE  FROM  THE  MERITS  of  your  exc  V 
lent  article,  the  accompanying  photo  it 
page  71  is  simply  striking— and  power  h 
in  its  poignancy.  I  wondered  wl  V\ 
thoughts  were  going  through  the  mirfe 
of  those  brave  emigres  as  they  contefcii 
plated  the  descending  sun  and  the  d<  ^ 
gers  of  their  imminent  journey.  No  doi  m 
they  looked  forward  to  its  rising  on  soi  «, 
future  and  brighter  day  when  they  wou  j] 
one  hopes,  have  reached  their  destinati  k 
in  America  and,  perhaps,  found  t  R 
means  to  forge  a  better  life  for  themsel  r 
and  for  their  families  and  loved  ones  U  fa 
behind.  Vaya  con  Dios!  u 

-DickMcAdai  & 
Meadowbrook, }  ffi 

WHILE  REVOLVING-DOOR  trade  repr 
sentatives  were  sequestered  on  Washin 
ton's  K  Street,  and  while  obtuse  inves 
ment  bankers  and  the  Wall  Street  pre 
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ORRECTIONS  &  CLARIFICATIONS 

:annie  is  watching  its  back"  (Capital 
/rapup,  Jan.  12)  misstated  the  size  of  a 
annie  Mae  accounting  error.  The  company 
lade  a  $1.1  billion  restatement  in  2003, 
ot  $5  billion. 

Memo  to:  Ed  Zander"  (News:  Analysis  & 
ommentary,  Dec.  29)  said  that  Motorola 
ic.'s  wireless-networks  operation  lost 
1.322  million  over  the  first  nine  months  of 
1:003.  This  is  incorrect.  The  networks 
Iperation  earned  $109  million  over  the  first 
line  months  of  2003. 

ught  they  had  devised  and  sold  to 
gress  the  best  trade  arrangement 
r,  they  all  forgot  to  include  Wal-Mart 
i>res  Inc.  in  their  negotiations.  Wal- 
jut  saw  the  immense  openings  the 
de  pact  provided  for  export  nations  lo- 
:ed  outside  the  pact's  geographical  Te- 
rn to  sell  into  the  region. 
The  rest,  as  they  say,  is  history.  Wal- 
ut  has  become  the  world's  largest  re- 
ler,  while  manufacturers  remaining 
thin  the  confines  of  NAFTA  are  left 
hting  for  scraps  of  whatever  might  fall 
Mn  Wal-Mart's  procurement  table. 
>w,  the  same  principals  that  devised 
vPTA  are  working  on  a  "free"  trade 
ne  for  all  the  Americas.  I  don't  know  if 
ey  take  their  instructions  from  Wal- 
art  executives  or  not,  but  I  suspect  the 
larged  agreement  will  again  mean  little 
c  manufacturers  within  the  region  itself 
lile  greatly  increasing  the  market  for 
anufacturers  located  outside,  i.e.,  China. 
-Daniel  Eliason 
Santa  Barbara,  Calif. 

IMPROVIDENT  PLAYS  FAIR 
ITH  DISABILITY  CLAIMS 

HEN  BUSINESSWEEK  came  to  Unum- 
ovident  Corp.  for  a  response  to  allega- 
>ns  from  plaintiffs'  attorneys  about  our 
urns  practices,  we  were  pleased  to  sit 
iwn  with  your  reporter  and  share  a  wide 
nge  of  information.  We  were  disap- 
>inted,  then,  to  learn  that  relatively  little 
what  your  reporter  had  been  given— all 
which  clearly  contradicted  the  allega- 
ms— was  reflected  in  the  resulting  arti- 
s  ("Disability  claim  denied,"  Finance, 
2c.  22).  UnumProvident  processes  more 
an  420,000  claims  a  year. 
UnumProvident  is  dedicated  to  fair 
id  efficient  claims  processing.  Our  com- 
iny  paid  more  than  $3.7  billion  in  lost 
come  to  hundreds  of  thousands  of  pol- 
vholders  last  year  alone.  No  other  com- 
tny  in  the  world  pays  more  in  disability 


claims.  The  number  of  disputed  claims  is 
very  small.  To  meet  policyholder  obliga- 
tions, our  company  maintains  a  strong 
balance  sheet,  including  more  than  $27 
billion  in  statutory  reserves. 

-Tom  Watjen,  CEO 

UnumProvident  Corp. 

Chattanooga 

STOCK  OPTIONS  AND 
GLOBAL  COMPETITION 

SO  JOHN  T.  CHAMBERS  and  his  col- 
leagues are  lobbying  Congress  against  the 
Financial  Accounting  Standards  Board's 
proposed  standard  for  the  expensing  of 
stock  options  ("Will  expensing  cost  the 
U.S.  jobs?"  News:  Analysis  &  Commen- 
tary, Dec.  22).  According  to  Mr.  Cham- 
bers, if  American  technology  companies 
are  required  to  expense  stock  options, 
then  more  jobs  "will  go  offshore,  creating 
a  growing  competitive  advantage  over  the 
U.S."  Well,  if  expensing  stock  options 
does  indeed  make  U.S.  workers  competi- 
tive, then  why  stop  there? 

If  you  follow  Mr.  Chambers'  argument 
to  its  logical  end,  then  Cisco  Systems  Inc. 
should  also  lobby  FASB  to  prohibit  the  ex- 
pensing of  the  salaries  and  wages  of  its 
American  workers.  Surely  this  will  maxi- 
mize the  U.S.  competitive  advantage 
against  its  international  competitors. 

-Reagan  Ruslim 
Toronto 

WHAT'S  MORE  IMPORTANT: 
THE  LAW  OR  THE  TRUTH? 

"THE  SECRET  BEHIND  those  profit 
jumps"  (Information  Technology,  Dec.  8) 
is  one  more  sign  that  many  in  the  world 
of  corporate  management  still  don't  "get 
it."  Reversals  are  not  dishonest  so  long  as 
they  can  be  reasonably  justified  by  the 
facts.  What  is  amazing,  though,  is  the  ev- 
idence that  some  people  still  are  con- 
cerned only  with  revealing  what  is  re- 
quired by  law.  The  pervasive  question  is: 
Why  the  reluctance  to  tell  investors  the 
whole  truth,  no  matter  what  the  law  re- 
quires? After  all,  it  is  those  investors  who 
have  or  are  about  to  put  their  money  at 
risk.  If  management  has  to  manufacture 
an  alibi  for  not  revealing  a  part  of  the 
truth,  then  that  part  probably  should  have 
been  revealed  in  the  first  place.  To  "err  on 
the  side  of  full  disclosure"  is  not  to  err  at 
all.  It  is  the  correct  thing  to  do. 

-William  R.  Clarke 
Richland,  Wash. 

SEX  TALK  HAS  NO  PLACE 
IN  THE  WORKPLACE 

AM  I  THE  ONLY  ONE  who  finds  S.C. 
Johnson's  kickoff  of  "Gay  201"  quite  dis- 


turbing ("Coming  out  in  Corporate 
America,"  Workplace,  Dec.  15)?  For  a 
marketing  executive  to  walk  into  the  cen- 
ter of  a  room  and  start  "telling  stories— 
about  his  boyfriend,  his  romantic  life,  and 
his  experiences  as  a  homosexual"  is  not  at 
all  appropriate  for  the  workplace.  And 
whether  the  discussion  is  heterosexual  or 
homosexual  in  nature,  such  discussions 
in  the  workplace  are  out-and-out  wrong. 
There  is  a  huge  difference  between 
marketing  to  the  gay  segment  of  our  pop- 
ulation, and  for  companies  to  "cram"  a 
"lifestyle"  of  any  nature  down  the  throat 
of  employees.  I  am  almost  positive  that  if 
a  heterosexual  marketing  executive  had 
done  the  same  thing,  he  would  have  been 
immediately  reprimanded  and  potential- 
ly terminated.  Also,  I  would  be  interested 
to  know  if  there  was  an  "opt  out"  provi- 
sion for  taking  the  "class." 

-Lewis  Boore 
San  Diego 
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The  Great  Tax  Rip-Off 

PERFECTLY  LEGAL  The  Covert  Campaign  to  Rig  Our  Tax  System  to  Benefit  the  Super  Rich— and  Cheat  Everybody  Else 

By  David  Cay  Johnston;  Portfolio;  338pp;  $25.95 


Once  upon  a  time,  Washington  collected 
the  taxes  it  needed  to  pay  for  the  services 
it  provided.  Not  anymore.  Today,  the  feds 
gather  $400  billion  a  year  less  than  they 
spend.  And  pols  have  turned  revenue 
bills  into  endless  opportunities  for  the 
well-connected  to  dodge  their  obligation 
to  support  government  programs. 


In  such  an  environment,  David  Cay  Johnston  has  one  of  the 
best  jobs  in  journalism.  For  seven  years,  he  has  supplied  The 
New  York  Times  with  tales  of  tax  scams  and  schemes.  And 
thanks  to  President  Bush,  Congress,  a  toothless 
Internal  Revenue  Service,  and  a  bevy  of  clever 
lawyers  and  accountants,  Johnston  has  a  bottomless 
supply  of  stories.  It  is  the  journalistic  gift  that  keeps 
on  giving. 

In  Perfectly  Legal,  Johnston  collects  some  of  his 
greatest  hits  from  the  Times  and  lays  out  in  great 
detail  how  the  tax  laws  have  become  a  cesspool  of 
special-interest  benefits.  But  it  isn't  enough  simply 
to  expose  these  sweetheart  deals.  So  Johnston  spices 
up  his  book  with  analyses  of  how  the  rich  are 
getting  richer  and  blends  in  a  heavy  dose  of  populist 
outrage.  The  book's  subtitle  says  it  all: 
The  Covert  Campaign  to  Rig  Our  Tax 
System  to  Benefit  the  Super  Rich— and 
Cheat  Everybody  Else.  In  the  end,  the  author 
brings  together  a  wealth  of  information.  But  he 
never  quite  gets  a  handle  on  the  politics  of  taxation. 

Johnston's  thesis  is  simple:  The  rich  are  different  from  you 
and  me.  We  pay  taxes;  they  often  don't.  And  the  less  they  pay, 
the  more  it  eventually  costs  us.  Here  is  Johnston  on  the  recent 
round  of  tax  cuts:  "The  Bush  Administration  knowingly 
chose  to  squeeze  the  middle  class ...  to  give  unhindered  tax 
relief  to  the  people  with  the  very  highest  incomes."  And  here 
he  is  on  a  business  tax  shelter:  "Big  corporations  are 
shedding  their  tax  burden  and  shifting  it  on  to  you."  The 
rhetoric  is  hot  but  too  simplistic. 

Johnston  is  right  that  the  tax  code  is  utterly  corrupt.  When 
I  started  covering  this  stuff  in  the  1970s,  a  few  special-interest 
breaks  always  got  slipped  into  bigger  tax  bills.  But  now  if  s 
hard  to  find  anything  but  such  goodies.  The  energy  bill  that 
Congress  is  writing  is  promoted  as  a  broad  reform  that  will 
both  free  the  U.S.  from  the  need  for  foreign  oil  and  prevent 
blackouts.  In  fact,  it  is  little  more  than  a  tax  gift  for  the 
producers  of  oil,  coal,  and  gas.  It's  the  same  with  efforts  to  fix 
the  way  the  U.S.  taxes  multinational  corporations.  Reform  is 
needed,  but  the  legislation  is  becoming  a  feeding  frenzy  of  tax 
giveaways. 


PERFECTLY 
LEGAL 


Johnston  does  a  wonderful  job  of  burrowing  into  today1 
laws.  Want  to  know  how  business  execs  get  nearly  free 
personal  trips  on  their  corporate  jets?  Johnston  is  your  m 
The  trick  is  that  while  the  executives  are  supposed  to  pay 
taxes  on  the  value  of  those  flights,  the  law  lets  companies 
artificially  mark  down  their  true  cost.  So  the  bill  to  fly  from 
Los  Angeles  to  New  York  on  a  plush  corporate  jet  turns  ou 
be  a  mere  $260.  Johnston  has  revealing  chapters  on  how 
companies  save  billions  in  taxes  by  fleeing  the  U.S.  for  the 
Caribbean  and  on  the  abominable  alternative  minimum 
That's  the  largely  unknown  levy  that  requires  individuals  t(. 
recalculate  their  tax  liability  without  most  deductions.  Unl 
revised,  it  will  wipe  out  the  benefits  of  the  Bush  tax  cuts  for 
tens  of  millions  of  middle-class  people. 

But  Johnston  never  quite  nails  the  politics.  Nor  does  he 
offer  much  of  an  alternative  to  the  current 
system.  Consider  the  estate  tax  that  Congri 
has  voted  to  repeal  in  2010.  This  happened 
Johnston  asserts,  after  a  K  Street  lobbying 
campaign  and  a  clever  move  by  GOP  publi< 
relations  operatives  to  turn  the  benign 
"estate  tax"  into  the  ominous  "death  tax." 
And  Johnston  recounts  how  Bush  repeated 
cited  family  farmers  who  had  to  sell  their 
property  to  pay  the  onerous  levy.  The 
touching  tale  played  to  the  myth  of  the 
yeoman  farmer.  There  was  just  one  problei 
No  one  could  ever  find  a  single  family  that 
was  forced  to  sell  a  farm  to  pay  estate  taxes 
under  the  law  on  the  books  pre-2001.  It  wa 
the  WMD  of  taxes. 

There  is  something  else 
going  on  here,  however.  It 
wasn't  that  Bush  tricked  voter 
into  accepting  the  repeal:  For 
years,  polls  have  shown  that 
70%  of  Americans  want  to  get 
rid  of  the  estate  tax,  no  matter 
what  name  it's  called  by  and  n 
matter  that  they  have  little 

likelihood  of  paying  it 

^^^^^^^^  themselves— as  only  2%  of 

families  are  hit  by  the  levy. 
Ordinary  people  don't  care  what  others  pay,  but  they'll  oppo; 
any  tax  that  they  imagine  could  ever  hurt  them. 

The  tax  code  needs  a  major  dose  of  reform.  And  Johnston 
performs  a  useful  service  by  describing  some  aspects  of 
today's  broken-down  system.  But  for  real  change  to  take  hok 
it  will  take  more  than  stories  of  fat-cat  tax  chiselers.  Ordinan 
people  will  also  have  to  see  that  a  new,  simpler  tax  code  will 
mean  a  better  deal  for  them.  And  so  far,  neither  the  pols  nor 
the  polemicists  have  come  close  to  making  that  case.  ■ 

-By  Howard  Gleckma 


Johnston 
lays  out 
how  utterly 
corrupt  the 
U.S.  system  is 
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When  was  the  last  time  you  got  excited 
about  a  conference  phone? 


Hear  every  word 

with  Polycom's  stereo-like 

wideband  sound  quality 


•  Speak  up  to  20-feet  away  from 
the  microphone  and  be  heard 


'  Software  upgradeable  for 
future  investment  protection 


1  Part  of  The  Polycom  Office   - 
integrated  video,  voice,  data 
and  Web  collaboration 


Introducing  the  revolutionary  SoundStation  VTX  1000.''  For  more  information,  call  1-877-POLYCOM  or  visit 
www.polycom.com  and  take  advantage  of  our  30-day  risk  free  offer*  Now  that's  exciting! 


*  Certain  r<  KCtusions  apply  30  day  risk  (tee  offer  is  available  only  lo  qualified  puict 

ti  red  trademarks  and  SoundStation  VTX  1000.  Poly  mm  Office  and  the  SoundSialion  indu: 


ircha  "i      I  2003  Polycom.  Inc  AH  rights  reserved  Polycom  and  the  P 

iduslnal  design  are  trademark!  of  Polycom.  Inc  in  die  U  S  .mri  various  countries 


Technology  &  You 


BY  LARRY  ARMSTRONG 


A  Pocketful 
OfVideo  Miracles 


I  was  never  a  fan  of  camcorders.  Maybe  if  s  because  I  didn't  appreciate 
other  people's  home  movies  (and  don't  have  kids  of  my  own).  But  mostly 
it's  because  I  never  wanted  to  carry  around  one  of  these  big,  bulky 
machines.  They're  unwieldy,  with  flip-out  screens  and  pop-up  viewfinders 
they're  heavy,  at  a  pound  or  more;  and  they  require  their  own  bag  to  stow 


ALL  THUMBS 

Handling  the 
Fisher  is  a  snap 


all  the  accompanying  paraphernalia— from 
spare  batteries  to  adapters  and  cords.  A 
simple  point-and-shoot  camera  that  I  can 
slip  in  a  pocket  is  good  enough  for  me. 

Or  at  least  it  used  to  be.  In  the  past  two 
months,  two  companies  have  come  out  with 
digital  camcorders  roughly  the  size  of  a  deck 
of  cards— about  a  third  the  size  of  today's 
typical  camcorder.  Both,  Panasonic's  SV- 
AV100  and  the  Fisher  FVD-C1,  are 
small  enough  to  slide  easily  into  a 
trouser  pocket.  Fve  been  playing 
around  with  the  pair  for  a  few 
weeks  now,  and  I'm  convinced  that 
someday  all  camcorders  will  be  like  this. 

The  secret  to  their  diminutive  size?  No  moving  parts.  They 
record  on  solid-state  memory  cards  instead  of  tapes.  And  they 
do  a  much  better  job  than  digital  still  cameras,  which  shoot 
video  but  only  in  short,  grainy  clips.  They  also  outshine  card- 
based  "multimedia"  minicams  from  Gateway  and  others, 
which  at  best,  produce  herky-jerky  movies  viewable  only  in  a 
tiny  window  on  your  computer  monitor. 

Instead,  with  the  two  new  camcorders,  your  home  movies 
will  fill  your  TV  screen.  And  the  picture  quality  is  almost  as 
good  as  that  of  a  state-of-the-art  digital  video  (DV)  camcorder 
that  uses  MiniDV  tapes.  In  fact,  the  Panasonic  camcorder  uses 
the  same  recording  technique,  called  MPEG-2,  that's  used  to 
record  commercial  DVDs.  The  Fisher  model  uses  a  high- 
resolution,  full-screen  version  of  MPEG-4,  the  format  used  by 
the  cheaper  minicams.  Because  the  MPEG-4  scheme 
compresses  the  video  signal  more  than  MPEG-2,  the  picture 
isn't  as  good  as  the  Panasonic's,  but  it's  more  than  acceptable. 

The  downside  is  that  the  companies'  emphasis  on  video 
quality  means  those  postage-stamp-size  SD  memory  cards  fill 
up  fast.  Each  camera  comes  with  a  512-megabyte  card  that,  at 
the  highest-quality  setting,  lets  you  record  30  minutes  of  video 
on  the  Fisher  or  10  minutes  (20  minutes  if  you  lower  the 
quality  a  bit)  on  the  Panasonic.  At  the  lowest,  you  can  get  many 
hours  of  video— 10  hours  on  the  Panasonic,  3  on  the  Fisher— 
but  it's  probably  not  worth  watching.  Extra  cards  will  cost  you: 
The  high-speed  SD  cards  used  by  the  Panasonic  are  about  $220 


at  Ritz  Camera  stores  or  Amazon.com. 

As  with  anything  this  techno-chic,  the  m 
camcorders  aren't  cheap,  either.  Fisher's, 
made  by  Sanyo  Electric,  is  $899  and  is  sold 
only  at  Sears— at  least  for  now.  Panasonic's 
lists  for  $1,000,  but  Internet  retailers  sell  it 
the  $750-to-$900  range.  Each  comes  with 
docking  station,  which  makes  it  easy  to  watt 
movies  on  TV  or  transfer  them  to  your  PC 

I  liked  the  feel  of  the  Fisher  camcorder  ir 

my  hand  better:  It's  more  pistol-shaped,  an 

you  can  work  all  the  controls  with  your  thunri 

The  Panasonic  is  boxier  and  harder  to  grip. 

It's  also  trickier  to  use,  as  some 

T\A70  T1PW  buttons  are  hidden  behind  the 

LCD  screen.  Neither  camera  has 
viewfinder,  so  you  have  to 
compose  movies  on  the  flip-out 
display— 2/2  in.  on  the  Panasonic 
1/2  in.  on  the  Fisher,  a  difference 
that  didn't  matter  to  me.  What  di 
matter:  The  Panasonic  has  image 
stabilization  to  smooth  out  jitters 
and  its  auto-focus  was  faster  and 
smoother.  The  Fisher's  cool  trick 
You  can  use  it  as  a  3.2-megapixel 
still  camera. 
Because  of  the  short  recording  times,  neither  of  these  will 
make  tape-based  camcorders  obsolete  anytime  soon.  But  it's 
easy  to  see  where  they're  headed.  SD-card  slots  are  showing  up 
everywhere,  from  Palms  to  printers  to  DVD  recorders.  I  poppec 
the  card  out  of  the  Fisher  and  into  a  Kodak  kiosk  at  Sav-On 
Drugs  and  got  39<t  prints  in  five  minutes.  And  I  slid  the  card 
from  the  Panasonic  into  a  Panasonic  DVD  recorder  and  bumec 
my  home  movies  onto  a  DVD.  You'll  never  be  able  to  do  either 
with  tapes  from  a  camcorder.  ■ 

E-mail:  techandyou@businessweek.cor 


new 
ultrasleek 
camcorders 
offer  brilliant 
picture 
quality 


For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 


22  I  BusinessWeek  I  January  19.  2004 


Frustrated 
by  missed 
tax-saving 
ortunities? 


•  §  •  • 


Prudential  can  help  manage  your  tax  burden 

If  you're  like  most  investors,  you  promise  yourself  every  year  not  to  pay  the  IRS  a  penny  more 
than  its  fair  share.  A  Prudential  professional  will  work  to  help  you  and  your  tax  advisor  develop 
tax-smart  investment  strategies  for  keeping  more  of  your  hard-earned  dollars.  Strategies  that 
are  right  for  you.  Strategies  that  can  be  adjusted  as  markets  change  and  your  needs  change. 


Make  use  of  higher  contribution 
limits  to  retirement  accounts. 

Smart  use  of  new  tax  laws  can  make  a  big  difference 
to  your  nest  egg.  Take  advantage  of  IRA  "catch-up" 
provisions  for  those  50  or  older,  and  higher  yearly 
contribution  limits  to  401  (k)s  and  403(b)s.  These 
could  dramatically  boost  your  retirement  savings. 

Use  college  savings  plans  to  increase 
your  children's  education  assets. 

Section  529  plans  continue  to  provide  one  of  the  best 
tax-advantaged  vehicles  for  long-term  college  savings. 
Prudential  can  help  you  with  a  529  plan  that  meets 
your  needs.  We'll  show  you  how  to  capitalize  on  these 
and  other  investment  opportunities  to  help  secure 
your  children's  future. 

Treat  your  estate  plan  as  an 
ongoing  concern. 

Life  insurance  is  a  powerful  estate  planning  tool  that 
can  help  provide  the  money  your  family  will  need  to 
meet  their  obligations.  Our  financial  professionals 


can  help  you  pass  assets  to  future  generations  and 
minimize  estate  taxes.  We'll  also  help  you  keep 
current  with  changing  tax  laws. 

Utilize  strategic  gifts  to  your  advantage. 

Tax-efficient  gifting  remains  the  untold  story  for 
many  affluent  investors.  Prudential  can  help  you 
understand  the  tax  benefits  of  gifting,  and  show  you 
ways  to  help  achieve  your  philanthropic  and  family 
wealth  goals  while  maximizing  your  tax  savings. 

Get  a  head  start  on  easing  your 
tax  burden. 

Call  today  for  Prudential's  free  Tax  Planning  Guide, 
and  speak  with  one  of  our  professionals  about 
mistakes  to  avoid — and  smart  moves  to  make 
now  to  help  safeguard  your  future. 

Call  1-800  THE-ROCK  ext.  3345 

prudential.com 


Prudential  (&  Financial 

Crowing  and  Protecting  Your  Wealth® 


Prudential  is  not  a  tax  advisor.  Consult  your  tax  advisor  before  making  tax-related  decisions.  Life  insurance  issued  by  "me  Prudential  Insurance  Company  of 
America,  Newark,  NJ.  Securities  offered  by  Pruco  Securities,  member  SIPC.  Both  are  Prudential  Financial  companies. 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


Bush's  Borrowing  Is 
Sapping  Our  Strength 


Four  years  ago,  at  the  start  of  the  last  Presidential  campaign,  the  U.S. 
economy  was  enjoying  record  job  growth,  rising  incomes,  and  large  budge  !j 
surpluses.  Today,  after  three  years  of  the  Bush  Presidency,  the  economy  ha 
close  to  3  million  private  sector  jobs,  the  typical  family's  yearly  income  has 
fallen  by  nearly  $1,500,  and  there  has  been  an  unprecedented  reversal  in 


t 
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outlook— from  a  projected  10-year  surplus  of  more  than  $5 
trillion  to  a  projected  10-year  deficit  of  up  to  $5  trillion. 

When  President  Clinton  first  met  with  his  economic  team 
(of  which  I  was  a  member)  in  early  1993,  the  federal  deficit 
amounted  to  about  5%  of  gross  domestic  product,  and  the 
federal  debt  was  growing  faster  than  output.  Even  if  the 
anemic  economic  recovery  then  under  way  were  to  strengthen 
—an  eventuality  not  judged  likely  at  the  time— large  deficits 
were  projected  to  persist,  acting  as  a  drag  on  growth. 
Clinton's  advisers  warned  him  that  cutting  spending  or 
increasing  taxes  to  reduce  the  deficit  could  slow  the  economy 
in  the  short  run.  They  also  cautioned  that,  while  deficit 
reduction  would  reduce  interest  rates  and  stimulate 
investment  and  growth  in  the  long  run,  both  the  timing  and 
the  size  of  these  beneficial  effects  were  uncertain.  Despite 
these  warnings,  Clinton  embraced  deficit  reduction  as  a 
policy  to  restore  confidence  in  the  credibility  and 
creditworthiness  of  the  U.S.  government  in  global  markets 
and  get  the  economy  back  on  track.  His  decision  paid  off. 
Economic  causation  is  complex,  and  many  factors  played  a 
part  in  the  strong  economy  of  the  1990s.  But  without 
Clinton's  1993  economic  plan— which  did  not  attract  a  single 
Republican  vote  in  Congress— the  robust  recovery  of  the 
1990s  would  have  been  choked  off  by  rising  structural 
deficits,  rising  interest  rates,  and  declining  national  saving. 

Today's  economic  picture  bears  an  uncanny  resemblance  to 
the  one  confronting  Clinton  in  1993.  As  Alan  Greenspan 
observed  in  a  recent  speech:  "The  relatively  optimistic  short- 
term  outlook  for  the  U.S.  economy  is  playing  out  against  a 
backdrop  of  growing  long-term  concern  in  financial  markets 
about  our  federal  budget."  What  an  understatement!  The 
ratio  of  federal  receipts  to  federal  spending  has  collapsed. 
Large  budget  deficits— over  5%  of  GDP,  excluding  the  Social 
Security  and  Medicare  trust  funds— are  projected  every  year 
right  up  to  when  the  first  baby  boomers  start  to  retire. 

President  Bush  has  trashed  the  fragile  bipartisan 
consensus  that  emerged  at  the  end  of  the  1990s  to  dedicate 
the  temporary  surpluses  in  these  trust  funds  to  reducing 
government  debt.  The  Bush  economic  team  has  had  the 
audacity  to  argue  that  sizable  persistent  deficits  will  not  harm 
the  economy's  long-run  performance.  This  is  economic 


)C 


r 

L 

h 

c 


nonsense.  Sustained  reliance  on  government  borrowing  lea 
to  some  combination  of  a  reduced  domestic  capital  stock  an 
increased  indebtedness  to  the  rest  of  the  world.  Either  way, 
Americans'  claims  on  the  nation's  future  output  and  their 
future  living  standards  will  be  reduced. 

The  Bush  Administration  suggests  that  the  2001  and  20C 
tax  cuts— which,  if  made  permanent,  would  amount  to  mort  fe 
than  three  times  the  cost  of  making  Social  Security  solvent- 
will  boost  the  economy's  long-run  growth.  But  the 
Administration's  tired  supply-side  logic  has  failed  to  convin 
even  the  Republican- dominated  Congressional  Budget  Offk 
which  recendy  concluded  that  the  Bush  tax  cuts  were  likely 
reduce  future  economic  growth. 

Under  Bush's  leadership,  th 
government  has  made  a  series 
inconsistent  promises  that, 
taken  together,  cannot  be 
honored:  promises  of  future 
Medicare  and  Social  Security 
benefits,  promises  of  substantis 
investment  in  military  and 
homeland  security,  promises  of  |* 
leaving  no  child  behind, 
promises  of  generous  corporate 

subsidies  and  tax  breaks, 

^^^^^^^^™  promises  of  timely  repayment  c  a 

federal  debt,  and  promises  of  ta  * 
rates  far  below  those  necessary  to  cover  its  other  commitment  ^ 
Something  has  to  give.  But  what?  The  answer  is  apparent  ii  B 
die  basic  conservative  Republican  goal  that  has  guided 
Administration  economic  logic  from  the  beginning  and 
motivated  Greenspan's  support  for  the  Bush  tax  cuts:  a  big 
reduction  in  government  spending  on  social  programs. 
Wrapping  itself  in  discredited  supply-side  rhetoric  and 
occasional  self-serving  Keynesian  arguments,  the 
Administration  has  exposed  the  nation  to  a  long-term  fiscal 
crisis  to  achieve  this  goal.  In  the  process,  Bush  has  squandered 
America's  budget  surpluses  and  undermined  the  reputation  fo 
fiscal  responsibility  that  Clinton  bequeathed  to  the  nation. 

Laura  D'Andrea  Tyson  is  dean  of  London  Business  School 


The  GOP-led 
Congressional 
Budget  Office 
says  tax  cuts 
will  likely 
slow  growth 
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t  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


Manufacturing  Looks 
\  Lot  Healthier  This  Year 

roduction  is  up-but  industry's  long-term  problems  haven't  gone  away 


U.S.  ECONOMY 


The  travails  of  U.S.  manufacturing  are  exhaustively 
ocumented:  The  sector  generates  a  dwindling  share  of  Corporate 
merica's  profits.  Foreign  competition  is  relentless,  especially  outside 
£  high-tech  industries.  Pricing  power  has  vanished.  Factories  are 
emorrhaging  jobs.  There  is  little  hope  that  these  long-run  trends  will 


er  reverse.  But  in  2004,  these  burdens  won't  feel  as 
:avy  as  they  have  over  the  past  four  years.  That's 
•cause  the  swing  in  the  business  cycle,  which  is  always 
,lt  keenly  in  this  sector,  is  driving  industrial  activity  out 
its.doldrums. 

The  downturn  in  the  economy,  which  began  with  the 
Dck  market  bust  in  2000,  magnified  manufacturing's 
ructural  problems.  Now,  though,  short-term  forces— 
nging  from  stronger  U.S.  and  global  demand  to  a 
•dining  dollar  and  unusually  low  interest  rates— are 
ening  up  manufacturing's  oudook. 
Business  demand  for  new  equipment  and  inventories 
set  to  power  production  at  growth  rates  not  seen  since 
e  late  1990s.  The  dollar's  decline  and  stronger  global 
•owth  are  boosting  exports.  Import  prices  have  started 
rise  amid  stronger  demand,  so  pricing  power  is 
^ginning  to  firm  up.  And  most  important,  activity  is 
lally  accelerating  to  the  point  where  manufacturers  will 
!  looking  to  add  more  workers  in  coming  months. 
Clearly,  this  cyclical  relief  is  no  panacea  for  long-term 
irinkage  resulting  from  structural  problems.  But  the 
ct  is,  in  the  coming  year,  the  health  of  Industrial 
merica  will  revive  significandy.  And  that  will  enhance 
ie  overall  economy's  performance. 

HE  MOST  COMPELLING  EVIDENCE  of  improvement 
>mes  from  the  December  report  of  the  nation's  factory- 
:ctor  purchasing  managers,  compiled  by  the  Institute 
»r  Supply  Management  (chart).  The  ISM's  index  of 
idustrial  activity— a  composite  reading  of  orders, 
roduction,  employment,  delivery  times,  and 
iventories— rose  strongly  to  66.2%,  confounding 
irecasters,  who  had  expected  it  to  retreat  from  its  two- 
scade  high  of  62.8%  reached  in  November. 

Historically,  readings  at  those  levels  have  been  hit  only 
uring  manufacturing  booms.  In  fact,  the  ISM  index5 
(urth-quarter  average  of  62%  has  been  associated  with 
lanufacturing  output  growing  at  a  torrid  annual  rate  of 
Dout  12%.  That  means  November's  1%  jump  in  the 
ederal  Reserve's  measure  of  factory  production,  the 
rgest  monthly  gain  since  1999,  may  have  been  less  a 
nke  than  a  precursor  of  strength. 

Another  sign  of  sturdiness  to  come  was  the  ISM's  index 


of  new  orders.  It  rose  to  77.6%,  the  highest  level  in  its  53- 
year  history.  The  showing  strongly  suggests  that  the  1.4% 
November  drop  in  the  Commerce  Dept.'s  tally  of  new 
orders  will  be  reversed  in  coming  months. 

Much  of  the  gain  will  be  centered  in  the  tech  sector.  If 
there  is  one  structural  advantage  for  manufacturing,  it  is 
this:  The  U.S.  remains  the  prime  source  of  global 

innovation,  especially  for 


THE  FACTORY  SECTOR 

COMES  ROARING  BACK 
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technologically  advanced 
gear.  That's  why  output 
of  U.S.  tech  machinery 
has  been  so  impressive 
lately.  Business  spending 
on  high-tech  equipment 
has  grown  for  three 
quarters  in  a  row.  U.S. 
real  exports  of  computers 
are  up  almost  10%  from  a 
year  ago.  And  shipments 
will  continue  to  grow  in 
2004,  since  computers 


and  electronic  components  were  two  of  the  industries 
reporting  order  increases  in  the  ISM's  December  survey. 

Better  yet,  the  manufacturing  rebound  is  not  just  a  U.S. 
story.  A  monthly  index  of  global  factory  activity,  compiled 
by  J.P.  Morgan  Chase  &  Co.  and  covering  some  7,000 
companies  worldwide,  rose  in  December  to  its  highest 
mark  in  the  gauge's  six-year  history.  Morgan  economists 
say  the  increase  reflects  a  "powerful,  widespread"  global- 
manufacturing  recovery. 

Stronger  global  growth,  along  with  an  increasingly 
competitive  dollar,  will  add  more  fuel  to  the  factory 
rebound.  The  ISM  said  its  December  index  of  export 
orders  hit  a  14 -year  high.  In  the  six  months  ended  in 
October,  the  latest  available  government  data,  U.S. 
merchandise  exports  grew  at  an  annual  rate  of  15%.  In 
early  2004,  exports  appear  set  to  speed  along  at  an  even 
faster  pace. 

MORE  PRICING  POWER  is  on  the  way  as  well.  First, 
because  of  the  lower  value  of  the  dollar,  prices  of 
imported  goods  are  rising.  Not  by  a  lot,  but  that's  a  big 
turnaround  from  the  trend  of  declines  in  recent  years, 
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and  it  gives  U.S.  manufacturers  cover  to  lift  their  prices. 

In  addition,  U.S.  factories  are  starting  to  use  up  some 
of  their  idle  capacity,  and  they  will  take  up  more  slack  as 
the  recovery  continues.  Factory  operating  rates  are 
already  starting  to  rise  from  their  recession  levels.  The 
combination  of  faster  output  and  successful  efforts  to 
pare  excess  capacity  could  boost  utilization  rates  quickly. 

For  example,  since  the  late  1990s,  manufacturing- 
capacity  growth  has  slowed  from  more  than  8%  to  just 
over  1%  (chart).  If  production  grows  at  a  10%  annual  rate 
in  coming  months,  about  par  for  a  recovery,  then  the 
capacity  utilization  rate  will  hit  80%  by  summertime.  Of 
course,  foreign  competition  is  here  to  stay,  but  at  that 
operating  rate,  many  manufacturers  will  have  more 
ability  to  make  price  hikes  stick  than  they  do  now. 

Perhaps  the  best  sign  that  industrial  slack  is  being 
significantly  reduced  is  the  iSM's  index  of  supplier 
deliveries.  It  measures  the  percentage  of  companies 
reporting  slower  delivery  times,  a  sign  that  markets  and 
distribution  channels  are  tightening.  In  December,  this 
gauge  rose  to  its  highest  level  since  1995.  In  the  past,  the 
index  has  tended  to  foreshadow  movements  in  prices  of 
intermediate  factory  goods— those  items  that  are  one  step 
removed  from  finished  goods. 

LONG-SUFFERING  PAYROLLS  also  are  ready  to  turn  up. 
In  response  to  stronger  demand  and  production,  the 
manufacturing  workweek  has  risen  sharply.  Given  that 
factories  increasingly  rely  on  temporary  workers,  the 
steep  upturn  in  temp  jobs  since  April  bodes  well  for 


more  permanent  slots  to  open  up  in  manufacturing. 

Any  rise  in  factory  employment  may  not  change 
perceptions  about  the  long-term  downtrend  in 
nianufacturing  jobs.  But  the  hiring  certainly  will  begin 
support  overall  employment  instead  of  dragging  it  do\ 
Keep  in  mind  that  factory  layoffs  totaling  2.7  million  ha\ 

accounted  for  all  of  the 


FACTORIES  ARE  ADDING 
LITTLE  NEW  CAPACITY 


PEBCENT  CHANGE  FROM  A  YEAR  AGO 

MANUFACTURING 
CAPACITY  GROWTH 

job  losses  reported  over 
the  past  three  years. 
Excluding  manufacturi 
payrolls  hit  bottom  bac 
in  July,  2002,  not  in  Jul) 
this  year,  as  the  total 
number  shows. 
Nonmanufacturing  job: 
have  already  recovered  i 
of  their  recession  losses 

In  the  long  run, 
manufacturing's  destinj 
may  well  mirror  that  of 
U.S.  agriculture.  Better  productivity  means  more  will  be 
produced  with  less,  whether  by  smaller  farm  acreage  or  a 
shrinking  factory  sector  and  workforce.  And  because  of  tl 
cost  differential  between  the  U.S.  and  the  rest  of  the  worl 
more  and  more  American-brand  factory  goods  will  be 
made  abroad. 

In  the  near  term,  the  upswing  in  the  business  cycle  w^ 
provide  a  sizable  boost  to  the  factory  sector.  But  cyclical 
gains  can  only  function  like  seawalls  against  the  consta 
tide.  They  might  impede  erosion,  but  they  can't  stop  it. 
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Third-Quarter  Sizzle  Bodes  Well  for  2004 


A  COMBINATION  of  government 
stimulus  and  abundant  rain  boosted 
India's  growth  rate  in  the  third 
quarter  to  a  six-year  high.  And 
optimism  is  growing  for  2004. 

India's  third-quarter  real  gross 
domestic  product  increased  8.4%  from 
previous-year  levels.  Agriculture 
showed  vast  improvement  A  higher- 
than-normal  amount  of  rainfall  during 
the  monsoon  season  boosted  farm 
production.  Food- 
grain  output  probably 
hit  220  million  tons  in 
2003,  a  21%  surge 
from  the  drought- 
ridden  levels  of  2002. 

The  industrial  and 
service  sectors  also 
showed  accelerated 
growth  in  the  third 
quarter.  A  stimulative 
federal  budget  is 
boosting  consumer 
demand.  And  since 


GROWTH  JUMPS 
TO  A  SIX-YEAR  HIGH 


FERCENT  CHANGE  FROM  A  YEAR  AGO 
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April,  the  Reserve  Bank  of  India  has 
left  its  target  policy  interest  rate  at  6%, 
the  lowest  in  three  decades. 

Accommodative  economic  policy 
will  keep  the  momentum  going  into 
2004  at  the  same  time  that  increased 
harvests  will  boost  the  incomes  of 
rural  Indians,  who  make  up  the  vast 
majority  of  consumers. 

As  a  result,  India  is  set  to  be  one 
of  the  fastest-growing  economies 
this  year,  perhaps 
eclipsed  only  by 
China.  The  Jan.  4 
signing  of  the  South 
Asian  Free  Trade 
Area  pact  is  another 
plus  for  the  region,  as 
are  peace  talks 
between  India  and 
Pakistan  set  for 
February.  Already 
investors  have 
pushed  up  the 
Bombay  Sensex  stock 


or, 


I 


«i 


index  by  72%  over  the  past  year. 

The  upbeat  outlook  also  reflects 
India's  structural  shift  from  a  mainh 
agricultural  economy  to  a  more 
diversified  and  advanced  technology 
center.  Manufacturing  production 
was  up  6.2%  in  the  year  ended  in 
October.  And  rating  agency  ICRA 
projects  that  India  could  capture  56S 
of  the  new  outsourcing  business  ove 
the  next  three  years. 

The  main  risks  to  the  oudook  are  ujh; 
the  political  and  global  arenas. 
Because  of  the  rupee's  6%  rise  vis-a 
vis  the  dollar  in  2003,  export  growth  i 
slowing.  And  long-term  reforms,  sue! 
as  cutting  farm  subsidies,  could  take  * 
backseat  if  the  government  of  Prime 
Minister  Atal  Bihari  Vajpayee  moves 
up  the  national  elections  now 
scheduled  for  September.  But  despite 
such  possible  political  maneuvering, 
India  is  on  track  to  grow  by  at  least  6S 
this  year.  ■ 

-  With  Manjeet  Kripalani  in  Bomba 
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THE  GLOBAL  ECONOMY 


WORRYING 
ABOUT 


Is  it  growing  too  fast?  Can  Beijing 
hold  the  financial  system  together? 
Will  economic  reform  materialize? 


CHINA  IS  THE  WORLD'S 
most  dynamic  economy, 
and  hopes  for  vigorous 
global  growth  in  the  com- 
ing year  hinge  in  part  on 
a  continued  expansion 
there.  By  one  estimate, 
China,  while  it  represents  just  3%  of 
world  gross  domestic  product,  will  ac- 
count for  10%  to  15%  of  any  expansion 
the  global  economy  will  see  this  year.  But 
China  is  still  a  developing  country, 
fraught  with  social  instability  and  a  fi- 
nancial and  industrial  infrastructure  that 
is  often  rickety  at  best. 

Can  China  cope  with  the  challenges? 
Some  analysts  see  reasons  for  concern. 
Recent  electrical  brownouts  raise  new 
questions  as  to  whether  China's  energy- 
hungry  manufacturing   industries   are 
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taxing  the  ability  of  China's  power  sector 
to  feed  them.  The  abrupt  government 
takeover  of  debt-ridden  Shenzhen  bro- 
kerage China  Southern  Securities,  as  well 
as  the  $45  billion  bailout  of  two  state 
banks  that  was  announced  on  Jan.  6,  once 
again  highlight  the  fragility  of  China's  fi- 
nancial institutions.  The  government 
preaches  the  need  for  economic  reform, 
but  actual  reform,  especially  in  the  finan- 
cial system,  is  slow  to  materialize.  How 
much  should  Western  governments  and 
investors  worry?  Here  are  some  key  ques- 
tions and  answers. 

IJust  how  fast  is  China's  economy 
growing,  anyway? 
Fast— even  faster  than  you  think. 
Many  economists  are  convinced  China's 
GDP  growth  hit  double  digits  for  2003, 


though  the  government  claimed  ju 
8.5%  for  the  first  three  quarters.  Morg 
Stanley  notes  that  electricity  consumj 
tion— which  usually  correlates  close, 
with  GDP— has  grown  15%  annually  ov( 
the  past  two  years,  so  it  seems  pretty  cle; 
that  Beijing  has  been  lowballing  its  nun 
bers.  It's  not  that  China  necessarily  wan: 
to  hide  growth,  but  rather  that  it  hones 
ly  doesn't  know  how  fast  it's  growin} 
Beijing  sets  GDP  and  tax  revenue  targei 
for  the  provinces  and  major  cities,  an 
when  they  meet  those  goals  early,  regior 
al  officials  may  decide  they've  performe 
well  enough  for  the  year  and  save  som 
growth    for   next 


1 

ii 


year.  ''In  the  mid- 
dle of  last  year, 
local  governments 
started    telling 
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New  construction 
is  fast  outstripping 
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companies  not  to  pay  taxes  because  they 
had  already  met  their  targets,"  says  Mor- 
gan Stanley  economist  Andy  Xie. 

2  Does  that  mean  China  is  in  danger 
of  overheating? 
Not  really.  Normally,  an  overheated 
economy  suffers  from  inflation  and  a  tight 
labor  market.  China,  though,  only  recent- 
ly emerged  from  six  years  of  deflation. 
And  while  consumer  prices  grew  3%  in 
November,  most  of  that  was  the  result  of 
higher  energy  costs  and  rising  food 
prices  after  a  bad  harvest.  Similarly,  Chi- 
na's urban  unemployment  is  growing  as 
the  economy  restructures.  It  may  be  as 
high  as  15%,  way  above  the  official  figures 
of  just  over  4%. 

China's  real  problem  is  that  it's  stuck 
halfway  between  a  command  economy 
and  a  market  economy:  Capital  allocation 
is  still  largely  state-controlled.  So  officials 
too  often  steer  investment  through  the 
state-owned  banks  to  fund  uneconomic 
enterprises.  And  even  when  central  policy- 
makers try  to  stop  the  waste  of  resources, 
local  governments  often  ignore  Beijing's 
edicts,  pushing  local  banks  to  lend  to  their 
cronies'  real  estate  or  infrastructure  proj- 
ects. "The  problem  is  not  overheating,  if  s 
misallocation  of  resources,"  says  Andy 
Rothman,  China  strategist  at  CLSA  Asia- 
Pacific  Markets  in  Shanghai. 

That's  leading  to  overbuilding,  particu- 
larly in  steel,  real  estate,  and  autos.  In  the 
first  11  months  of  2003,  fixed-asset  invest- 
ment—money spent  on  plant  and  equip- 
ment—grew 29.6%,  while  steelmaking  ca- 
pacity more  than  doubled,  and  real  estate 
investment  was  up  325%.  "Construction  of 
new  [steel]  capacity  is  outstripping  growth 
in  demand,"  warns  Xie  Qihua,  president 
and  chairwoman  of  Shanghai  Baosteel 
Group  Corp. 

3  Why  should  the  rest  of  the  world 
worry  if  China's  economy  is  growing 
too  fast? 

If  Beijing  cannot  cool  down  the  economy 
to  acceptable  levels,  it  might  be  forced 
to  slash  government  spending  on  infra- 
structure and  cut  back  on  bank  credits. 
In  that  case,  growth  could  slow  dramat- 
ically—and the  effect  would  be  felt 
around  the  world.  China  is  replacing 
Japan  as  Asia's  most  important  economy, 
and  the  country  has  become  vital  to  cor- 
porations everywhere.  Germany's  ex- 
ports to  China— mostly  of  capital 
goods— are  expected  to  rise  20%  this 
year,  to  $24  billion,  well  ahead  of  its  $14 
billion  in  exports  to  Japan,  according  to 
the  Association  of  German  Chambers  of 
Commerce  &  Industry.  Some  14%  of  Mo- 
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China  is  a  driver 
of  growth 
for  lots  of 
multinationals 


torola's  sales,  or  $3.7 

billion,  came   from 

China  in  2002.  The 

country    accounted 

for  virtually  all   of 

Volkswagen's    sales 

growth  last  year.  Samsung  Electronics 

expects  to  sell  $8  billion  worth  of  chips, 

flat  screens,  cell  phones,  and  consumer 

electronics  there  this  year— about  12%-of 

its  total,  vs.  the  20%  the  company  sells  in 

the  U.S. 

To  get  a  taste  of  what  could  happen, 
consider  the  last  time  China's  economy 
seriously  overheated,  in  1993.  Beijing 
slammed  on  the  brakes  to  stifle  double- 
digit  inflation  and  slow  runaway  invest- 
ment in  real  estate  and  commodity  pro- 
duction. That  caused  a  sharp  drop 
in  both  economic  activity  and  demand  for 
products  from  abroad.  Steel  imports,  for 
example,  fell  to  22.8  million  tons  in  1994 
from  33.5  million  tons  in  1993. 
China  today  buys  20%  to  25%  of  the  trad- 
ed volume  of  many  commodities, 
including  iron  ore,  chromium,  and  man- 
ganese, according  to  market  researcher 
Global  Insight  Inc.  So  if  China  slows  even 
to  8%  growth,  commodity  prices  could 
tumble  by  15%,  Morgan  Stanley  predicts. 

The  second  reason  outsiders  should 
worry  about  a  Chinese  slowdown  is  that 
China  is  the  world's  biggest  manufac- 
turer of  just  about  everything.  So  if  do- 
mestic demand  dries  up,  China  might  try 
to  export  its  way  out  of  a  crisis.  While 
mainland  steel  is  mostly  low  quality,  and 
China  obviously  can't  uproot  unoccupied 
apartment  buildings,  the  world  could 
still  see  a  glut  in  many  goods.  China's 
production  of  steel,  aluminum,  autos, 
textiles,  ships,  and  machinery  are  all  ex- 
pected to  double  by  2007,  according  to 
investment  bank  Credit  Suisse  First 
Boston.  "China  is  on  a  wild  [capital  ex- 
penditure] spree,"  says  Dong  Tao,  the 
bank's  chief  economist  for  non-Japan 
Asia.  "Two  or  three  years  down  the  road, 
this  will  bring  a  major  supply  shock  to 
global  industry." 

4  What  is  Beijing  doing  to  deal  with 
the  problems? 
Premier  Wen  Jiabao  and  his  gov- 
ernment are  making  a  cautious  effort  to 
slow  things  down.  The  State  Develop- 

China's 
Economy 

Looks  Strong... 
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ment  &  Reform  Commission  has  issui  xlii 
new  rules  restricting  investment  in  ste  sj 
plants  and  aluminum  foundries  and  ink 
limiting  licenses  to  companies  seeking  en; 
produce  passenger  cars.  And  the  PeopU  <i 
Bank  of  China,  the  central  bank  ai  It 
banking  regulator,  is  putting  restrictio  i 
on  lending  to  some  luxury  housing  devt  r. 
opments.  The  trouble,  though,  is  enforc  i 
ment:  Beijing  may  say  "stop,"  but  thu 
doesn't  mean  local  officials  and  comp  2: 
nies  listen,  particularly  when  they  st  fa 
others  rushing  into  profitable  businesse 

The  central  authorities  keep  tryinj  I 
though.  People's  Bank  of  China  has  rais 
reserve  requirements  for  banks  to  7 
from  6%,  which  should  limit  the  capital 
available  for  new  loans.  Because  of  Ch  & 
na's  growing  savings  pool  and  the  $40  a 
billion  reserve  of  hard  currency  that  musli 
be  converted  into  yuan,  the  money  suppl  112 
has  been  increasing  at  20%  a  year— whic  i 
encourages  lending.  This  year,  China  say  n 
it  wants  to  hold  growth  of  the  money  sup  i< 
ply  to  between  12%  and  13%.  And  on  Jar  ] 
1,  the  central  bank  started  giving  com  a 
mercial  banks  a  bit  more  flexibility  in  set  is 
ting  interest  rates.  That  not  only  allow  1 
them  to  earn  better  margins  but  is  also :  j 
step  toward  more  commercially  soun<a 
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ding.  Hong  Kong-based  UBS  econo- 
iist  Jonathan  Anderson  says  the  People's 
ink  now  has  allies  elsewhere  in  govern- 
ient  in  its  effort  to  cool  off  the  economy, 
llefore,  it  was  a  lonely  battle  for  the  cen- 
J  bank,"  he  says.  As  a  result,  Beijing  can 
unt  some  successes.  Loan  growth  in  the 
urth  quarter  was  down  by  a  third  over 
e  year-earlier  period.  So  the  betting  is 
at  China  will  successfully  manage  a  soft 
riding  with  growth  this  year  some- 
here  in  the  7%  to  8%  range. 

5  Even  with  the  new  rules,  the  state- 
owned  banks  are  effectively  insol- 
vent. Is  there  still  a  danger  of  a 
lancial  meltdown? 

ot  likely  near  term.  The  banks  are  in  bad 
tape,  but  that's  been  true  for  years.  With 
I  deposits  in  the  big  state- owned  banks 
laranteed  by  the  government,  Chinese 
tizens— who  bank  33%  of  what  they 
im— feel  safe  putting  their  $1.32  trillion 
savings  into  savings  accounts. 
Still,  big  problems  remain.  Standard  & 
Kir's  estimates  that  bad  debt  could  be  as 
gh  as  45%  of  outstanding  loans,  so  a  full 
dlout  could  cost  about  $600  billion,  or 
•me  40%  of  last  year's  GDP.  Add  in  Chi- 
i's  other  liabilities,  including  the  under- 
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financed  social  security  system,  and  the 
price  tag  for  fixing  the  banks  could  equal 
or  exceed  GDP,  some  say.  Officially,  dud 
loans  in  September  made  up  21.3%  of  the 
portfolios  of  the  so-called  Big  Four  banks, 
down  from  26.1%  a  year  ago.  But  the  main 
reason  for  the  change  is  a  flood  of  new 
loans,  many  to  inefficient  state  enterprises. 
That's  bad  news  for  bank  balance 
sheets,  since  state  enterprises  often  don't 
repay  their  debts.  If  s  also  bad  for  the  fast- 
growing  but  cash-strapped  private  sector, 
which  struggles  to  find  adequate  financing. 
Like  Japan,  China  may  never  have  a  sud- 
den collapse  of  its  banks:  Instead,  it  will 
have  to  spend  more  and  more  to  keep  the 
financial  system  stable,  which  will  strain 
government  finances.  China's  "financial 
system  is  heading  for  a  Japan-style  quag- 
mire," says  Donald  Straszheim,  an  inde- 
pendent economist  who  is  generally  bull- 
ish on  China.  Already,  the  total  national 
debt  including  foreign  loans  stands  at 
176%  of  GDP,  estimates  Morgan  Stanley. 

6  What  is  the  significance  of  Beijing's 
$45  billion  bailout  of  the  Bank  of 
China  and  China  Construction  Bank? 

It's  good  news,  but  China  needs  to  go 
much  further  if  it  hopes  to  really  solve 
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the  banks'  problems.  The  infusion  con- 
tinues earlier  reform  efforts,  including  a 
1998  cash  injection  of  $33  billion  and 
the  creation  four  years  ago  of  asset  man- 
agement companies  to  help  dispose  of 
bad  debt.  Bank  of  China  and  China  Con- 
struction Bank  are  the  best  managed  of 
the  Big  Four,  and  the  government  says 
the  capital  infusion  is  in  anticipation  of 
stock  listings  for  the  pair. 

The  bailout,  though,  won't  be  enough 
to  force  the  banks  to  get  smarter  in  their 
loans.  As  long  as  they  are  still  owned 
by  the  government  and  controlled  by 
the  Communist  Party,  lending  decisions 
will  continue  to  be  driven  by  politics  and 
connections  rather  than  commercial 
considerations. 

7  One  way  to  slow  growth  would  be  to 
revalue  the  undervalued  yuan.  What 
are  the  chances  of  that  happening? 

Very  small.  The  Chinese  may  at  some 
point  expand  a  bit  the  very  narrow  band 
in  which  the  yuan  trades,  or  change  its 
peg  to  a  basket  of  currencies  rather  than 
the  dollar  alone.  But  Chinese  officials 
don't  want  to  revalue  the  yuan  for  fear  of 
slowing  exports— and  job  creation  at  ex- 
port-oriented factories.  A  revaluation 
that  really  reflected  China's  trade  surplus 
and  foreign  exchange  reserves  would 
probably  increase  the  yuan's  value  by 
40%.  That's  just  not  possible  for  Beijing 
right  now. 

8  Could  SARS  be  a  big  factor  again 
this  year? 
Despite  the  confirmation  on  Jan.  5 
that  China  has  a  new  case  of  SARS,  ex- 
perts are  saying  there  is  no  reason  for 
alarm.  Even  if  new  SARS  cases  begin  to 
emerge,  the  mainland  is  unlikely  to  face 
another  epidemic.  Beijing  seems  to 
have  learned  a  lesson  from  the  leader- 
ship's disastrous  failure  last  year  to  ad- 
mit to  the  problem  and  deal  with 
it  quickly. 

This  time  around,  the  government's 
top  health  officials  are  threatening 
to  deal  harshly  with  any  coverups  of  the 
disease's  spread.  In  any  event,  keep 
in  mind  that  China's  economy  threw 
off  the  impact  of  SARS  much  more 
quickly  last  year  than  anyone  had 
expected.  The  dangers  to  China  this 
year  are  of  the  economic  variety— and 
they  may  prove  harder  to  contain  than 
SARS.  ■ 

-By  Dexter  Roberts  in  Beijing, 

with  Bruce  Einhorn  in  Hong  Kong, 

David  Fairlamb  in  Frankfurt,  Moon 

Ihlwan  in  Seoul,  and  Nanette  Byrnes 

in  New  York 
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BY  RICH  MILLER 


The  Fed:  Too  Soon  for  a  Victory  Lap? 

Critics  worry  that  ultralow  rates  may  ultimately  wind  up  hurting  the  economy 


FEDERAL  RESERVE  CHAIRMAN 
Alan  Greenspan  was  in  a  self- 
congratulatory  mood  when  he 
spoke  to  the  annual  meeting  of 
the  American  Economic  Assn.  on 
Jan.  3.  In  a  lengthy  defense  of  his  16-year 
tenure  atop  the  central  bank,  the  grand 
master  of  money  argued  that  the  gather- 
ing recovery— and  the  mildness  of  the  re- 
cession that  preceded  it— vindicated  his 

much-maligned  hands-off  approach  to  the  roaring  '90s  stock 
market.  Instead  of  trying  to  rein  in  prices  by  tightening  mon- 
etary policy,  he  allowed  a  bubble  to  build,  but  then  cut  inter- 
est rates  sharply  to  contain  the  fallout  once  the  bubble  burst. 
"There  appears  to  be  enough  evidence,  at  least  tentatively,  to 
conclude  that  our  strategy  of  addressing  the 
bubble's  consequences  rather  than  the  bubble 
itself  has  been  successful,"  he  told  the  audience 
in  San  Diego. 

But  hold  on,  a  coterie  of  Fed  critics  warn— it 
may  not  be  time  to  declare  victory  just  yet.  They 
argue   that   the   Fed's   continued   ultra-easy 
monetary  policy  could  end  up  hurting,  rather 
than  helping,  the  economy  down  the  road  if  the 
central  bank  is  not  careful.  "A  1%  interest  rate  is 
an  emergency  rate,"  says  former  Fed  economist 
Sherry  Cooper,  now  global  economic  strategist 
for  Toronto-based  BMO  Financial  Group.  "Yet 
with  the  economy  growing  at  8.2%  in  the  third 
quarter,    industrial    production 
rebounding,  and  corporate  prof- 
its  surging,  this  is  hardly  an 
emergency." 

So  what  are  the  naysayers  fret- 
ting about?  Some  economists,  in- 
cluding Edward  E.  Learner  of  the  University  of 
California  at  Los  Angeles,  maintain  that  the  Fed's 
superlow  interest  rates  have  led  to  an  overhang  of 
consumer  debt  and  an  unsustainable  rise  in 
home  prices.  Learner  sees  a  risk  of  a  recession  in 
2005  as  strapped  consumers  finally  cut  back  on 
purchases  of  cars  and  homes.  "The  markets  for 
both  are  very  fragile,"  he  says. 

Others  worry  that  the  Fed  could  end  up 
reigniting  inflation  if  it  keeps  short-term  interest 


...our  strategy 
of  addressing 
the  bubble's 
consequences 
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bubble  itself 
has  been 
successful." 


-Federal  Reserve  Chairman 

Alan  Greenspan 

Jan.  3, 2004 


rates  at  their  current  45-year  lows  for  too  long.  In  fact,  sig| 
of  inflationary  pressures  from  the  Fed's  stimulative  monets 
policy  and  the  bulging  federal  budget  deficit  are  already ! 
ing  to  appear.  Commodity  prices  are  soaring,  with  crude : 
terial  prices  up  more  than  17%  over  the  past  year.  The  dollar| 
weakening,  pushing  up  import  prices.  "We're  seeing  the 
ginning  seeds  of  inflation,"  says  Brian  S.  Wesbury,  chief  eco| 
omist  of  investment  banker  Griffin,  Kubik,  Stephens 
Thompson  Inc.  in  Chicago. 

No  Small  Risk 

THE  PROBLEM  IS  THAT  THE  LONGER  the  Fed  waits  to  hi 
rates,  the  further  and  faster  it  may  ultimately  have  to  move 
keep  inflation  down.  That's  no  small  risk:  With  the  Fed  leery 
raising  rates  too  close  to  the  Presidential  election,  it  has  a  lir 
ited  window  to  act.  If  it  hasn't  tightened  rates  by  August,  it  m. 
put  off  a  hike  until  2005.  Given  that  it  takes  up  to  18  months  f< 
higher  rates  to  have  an  effect  on  inflation,  some  analysts  belie- 
the.  Fed  may  be  playing  with  fire. 

Why  is  Greenspan  smiling?  He  thinks  ti 
fears  of  the  Fed's  critics  are  overblown.  Tn 
enough,  consumer  debt  has  ballooned,  bi 
that's  partly  because  many  more  people  ow 
homes  and  have  mortgages.  And  yes,  housin 
prices  have  risen,  but  there  is  no  sign  of  a  m 
tionwide  bubble. 

As  for  the  risk  of  a  big  runup  in  inflatioi 
Greenspan  and  his  central  bank  colleagues  jui 
don't  see  it.  "The  recent  acceleration 
commodity  prices. ..would  likely  only  add  a  tent 
or  two  to  the  core  inflation  rate,"  Fed  Governo 
Ben  S.  Bernanke  told  the  economists'  associa 
tion  on  Jan.  4.  The  same  is  true  of  the  inflation 
ary  impact  of  the  dollar.  While  down  sharply  v; 
the  euro,  it  is  only  off  about  12%  against  a  broad 
basket  of  currencies  of  trading  partners 
Bernanke  said. 

In  his  AEA  speech,  Greenspan  said  tha 
monetary  policy  could  be  judged  as  too  loose- 
were  it  not  for  the  risk  of  deflation.  The  rationale 
While  the  prospect  of  deflation  is  remote  and  re 
ceding,  the  danger  it  would  pose  for  the  econo 
my  is  too  big  to  be  ignored  and  far  more  worri 
some  than  a  small  uptick  in  inflation  fron 
today's  very  low  levels.  Greenspan  is  willing  tc 
err  on  the  side  of  easing  policy  to  help  make  sun 
that  the  economy  is  well  clear  of  the  troubles  o 
the  bursting  bubble.  ■ 
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WHEN    CHANGING    G  K  A  R  S    IN 


L  I  F  E ,    A  LWAYS    R  E  M  E  M  BER: 
FIND    'EM,    DON'T    G  R  I  N  D    'EM. 


-  T  h  c      \Y  i  s  d  o  m      o  f     t  h  c      A  c  c  o  r  d  - 


'  4*9*. 


lor  further  inspiration,  drive  the  smooth-shifting  6-spccd,  240-hp  Accord  KX  V-6  ( loupe. 
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IMMIGRATION 


THIS  PLAN  MAY  NOT  GET 
A  GREEN  CARD 

Bush's  proposal  would  help  immigrants 
and  employers,  but  Congress  will  weigh  in 


THE  LONG-DELAYED  IM- 
migration  bill  President 
George  W.  Bush  proposed 
on  Jan.  7  marks  a  dramat- 
ic and  sweeping  reprise  of 
a  key  Administration  poli- 
cy that  got  sidelined  in  the 
wake  of  September  11.  The  Bush  plan, 
which  would  grant  temporary  work 
status  to  millions  of  undocumented 
workers,  will  no  doubt  face  a  fight  in 
Congress.  But  some  kind  of  program 
to  legitimize  America's  vast  illegal 
workforce  stands  a  good  chance  of  be- 
coming law. 

After  all,  repairing  an  all-but-broken 
immigration  policy,  which  the  Adminis- 
tration started  to  do  before  the  2001  ter- 
rorist attacks,  would  help  many  groups. 
Up  to  10  million  people  now  living  ille- 
gally in  the  U.S.— the  majority  of  them 
from  Mexico— would  be  able  to  come  out 
into  the  sunlight  for  the  first  time,  work- 
ing, renting,  and  driving  without  duplic- 
ity or  fear.  "We  need  to  make  our  immi- 
gration laws  more  rational  and  more 
humane,"  Bush  said  when  he  announced 
the  plan. 

But  if  s  not  just  workers  who  would 
benefit:  Many  employers  would,  too. 
They  would  no  longer  have 
to  worry  about  federal  raids 
and  lawsuits  alleging  that 
they  hire  undocumented 
workers,  like  those  that  have 
hit  companies  such  as  Tyson 
Foods  Inc.  and  Wal-Mart 
Stores  Inc.  More  broadly, 
companies  large  and  small 
would  have  a  more  stable 
supply  of  low-wage  labor, 
with  fewer  hiring  hassles 
and,  most  likely,  less 
turnover.  "If  [undocumented 
workers]  went  home,  we'd 
have  to  shut  down  this  coun- 


WALKINGAFINELINE 

Bush  risks  offending 
conservatives 


try"  because  there  would  be  nobody  to  do 
their  jobs,  says  U.S.  Chamber  of  Com- 
merce President  Thomas  J.  Donahue,  who 
supports  the  Administration's  plan. 

Still,  there  are  significant  economic 
consequences  involved  in  bringing  10 
million  illegal  residents  into  the  main- 
stream. Several  studies  have  found  that 
the  large-scale  flow  of  cheap  labor  into 
the  U.S.  has  contributed  to  holding 
down  wages  among  the 
working  poor.  While  a 
guest  worker  program 
could  temporarily  boost 
labor  costs  by  raising 
wages  and  benefits  for 
formerly  illegal  workers, 
in  the  long  run,  it's  more 
likely  to  lower  labor  costs. 
That's  because  an 
amnesty  program  could 
increase  illegal  labor 
flows  into  the  country  by 
making  it  clear  that  any- 
one who  gets  into  the  U.S. 
is  likely  to  remain  in  the 
long  run.  That's  exactly  what  happened 
after  Congress  extended  amnesty  to  3 
million  illegals  in  1986,  warns  John  Kee- 
ley,  a  spokesperson  for  the  Center  for 
Immigration  Studies  in 
Washington. 

Bush's  plan,  motivated  in 
part  by  an  election-year 
pitch  for  the  Hispanic  vote, 
also  faces  a  host  of  practical 
obstacles.  The  proposal 
would  allow  those  currently 
working  illegally  in  the  U.S. 
to  apply  for  a  three-year 
temporary-worker  permit, 
renewable  for  at  least  anoth- 
er three  years.  They  also 
could  apply  for  a  green  card 
to  get  permanent  residency. 
Workers  in  other  countries 


THE  STAT 


Under  Bush's  plan, 
8  million  to  10 
million  people 
currently  living  and 
working  illegally  in 
the  U.S.  could  gain 
legal  rights,  at  least 
for  several  years. 


could  apply  for  temporar  iy 
status,  too,  but  only  if  then  mi 
were  no  Americans  avail  in; 
able  for  the  job  the?  orc 
sought. 

However,  a  temporary  101 
worker  program  might  no:  i 
prove  all  that  attractive  tc  ■% 
many  workers.  The  Ad-,  nn 
ministration  wants  Con-  ^ 
gress  to  create  more  green  fa 
cards,  but  that  could  be  dif-  $ 
ficult.  Millions  of  people  on 
^^^^^^^  are  already  lined  up  for  the  %i 
scant  140,000  green  cards  u 
that  are  currently  issued  each  year,  k 
Adding  eight  million  workers  will  only  a 
lengthen  the  queue,  since  Congress  is  un-  «$ 
likely  to  enlarge  the  pool.  But  unless  it  r 
does,  many  workers  could  exhaust  their  m 
temporary  work  permits  before  they  he 
move  to  the  top  of  the  green-card  waiting  \ 
list.  Since  they  could  be  deported  if  that  hi 
happened,  many  might  decide  to  remain  id 
underground  instead. 

DETERMINING  FACTORS 

THERE'S  ALSO  A  big  question  as  to  how  hi 
the  feds  would  determine  when  a  job  is  q 
not  likely  to  be  filled  by  an  American.  Pro-  k 
grams  such  as  the  Hl-B  visa  have  re-  j 
quired  such  a  delineation  for  years,  but  b 
the  U.S.  has  never  effectively  enforced  it,  | 
even  for  higher-skilled  jobs  in  program- 
ming and  engineering.  It's  not  likely  to  do 
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y  better  with  low-wage,  high- 
Unover  jobs  such  as  housecleaning, 
hich  would  be  most  affected  by  a  tem- 
Drary-worker  program. 

I0LATI0N  OF  JUSTICE? 
r  LEAST  SOME  of  the  difficulties 
ould  ease  if  the  U.S.  granted  illegal 
timigrants  permanent  legal  status,  as 
ispanic  groups  have  long  demanded, 
owever,  that  would  inflame  Bush's 
ght  flank  all  the  more.  Staunch 
mservatives  are  already  dead  set 
gainst  the  idea  of  rewarding  immi- 
rants  who  sneak  in  illegally.  Many  in 
ush's  own  party  hate  the  idea  for  this 
;ason,  which  they  see  as  a  violation  of 
asic  justice. 

The  President  is  trying  to  walk  a  fine 
ne  between  his  conservative  base  and 
le  Hispanic  voters  he  is  courting, 
hat's  why  he's  being  vague  about  the 
uration  of  his  guest-worker  program, 
dministration  officials  say  Congress 
in  work  out  whether  or  not  workers 
in  stay  longer  than  the  six  years  Bush 
as  proposed.  But  that' s  the  nub  of  the 
isagreement.  Before  immigration  pol- 
y  is  reformed,  Congress  will  have  to 
ecide  whether  illegal  workers  can  stay 
lerely  as  temporary  guests  or  as  per- 
lanent  residents.  II 

-By  Aaron  Bernstein, 

.orraine  Woellert,  Paul  Magnusson,  and 

Alexandra  Starr  in  Washington 


COMMENTARY 

BY  AMY  BORRUS  AND  PAULA  DWYER 

How  to  Crack  Down  On 
Mutual-Fund  Fees 

The  SEC  should  require  uniform  cost  disclosure 


WHEN  NEW  YORK  ATTORNEY  GENERAL 
Eliot  Spitzer  settled  abusive-trading 
charges  with  Alliance  Capital  Manage- 
ment last  month,  he  insisted  that 
Alliance  cut  its  management  fee  20% 
for  five  years.  Now,  Spitzer  is  warning  other  scandal- 
tarred  mutual-fund  companies  that  they  may  have  to  do 
the  same— and  he  has  chastised  the  Securities  & 
Exchange  Commission  for  not  forcing  funds  to  lower 


fees,  too.  After  all, 
the  gung  ho  prose- 
cutor claims,  funds 
have  been  over- 
charging investors 
for  years. 

His  proof?  An 
obscure  2001  study 
in  the  University  of 
Iowa  Journal  of 
Corporation  Law.  It 
concludes  that  in- 
vestment advisory 
firms  charge  mutual  funds— which  are 
often  their  own  in-house  funds— twice 
what  they  charge  outside  pension  funds 
for  stock-picking  services.  If  true,  it 
means  mutual-fund  shareholders  are 
forking  out  an  extra  $10  billion  a  year. 

Wrestling  Match 

THE  IOWA  STUDY  is  now  at  the  center  of 
a  wrestling  match  between  Spitzer  and 
the  Investment  Company  Institute  (ICI), 
the  trade  group  for  mutual-fund  compa- 
nies. On  Jan.  6,  the  ICI  disputed  those 
figures.  But  cut  through  the  mind- 
numbing  statistical  arguments,  and  it's 
clear  how  to  settle  this  fight:  The  SEC 
must  force  mutual  funds  to  reveal  costs 
uniformly  and  clearly— to  spur  competi- 
tion and  help  confused  investors. 


SPITZER  Why  are 

pension-fund 
charges  far  less? 


The  controversy 
began  last  fall, 
when  Spitzer  tar- 
geted fees  in  settle- 
ment discussions 
with  fund  compa- 
nies. His  most  po- 
tent weapon:  the 
findings  of  Univer- 
sity of  South  Caroli- 
na law  professor 
John  P.  Freeman 
and  Florida  State 
University  finance 
professor  Stewart 
L.  Brown.  They 
concluded  that  the 
average  actively  managed  mutual  fund 
investing  in  large-cap  stocks  paid  0.52% 
of  fund  assets  for  investment  advice,  vs. 
the  0.21%  that  pension  funds  paid  for 
large-cap  portfolio  management.  The 
gap  arises,  says  Freeman,  because  most 
fund  boards  rubber-stamp  the  advisory 
fees.  Why?  The  fund  chairman  is  also 
usually  chairman  of  the  advisory  firm 
that  runs  the  fund. 

On  Jan.  6,  the  ICI  shot  back,  charging 
that  the  authors  ignored  key  differences 
between  mutual  funds  and  pension 
funds.  Pension  funds  don't  have  to  pre- 
pare prospectuses  or  shareholder  re- 
ports. Nor  must  they  keep  track  of  the  tax 
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consequences  of  their  trading  for  each 
individual  account.  And  many  man- 
agers bundle  the  costs  of  rent  and  com- 
puters into  the  fees  they  charge  funds. 
For  an  "apples-to-apples"  comparison, 
insists  the  ICI,  look  at  the  fees  some 
funds  pay  subadvisers— outside  portfo- 
lio managers  who  specialize  in  specific 
sectors  or  strategies.  Measured  this 
way,  mutual  funds  pay  just  3  basis 
points  more  for  stock-picking,  ICI  Pres- 
ident Matthew  P.  Fink  says. 

Not  so  fast,  says  Spitzer.  He  says  the 
Id's  rebuttal  focuses  on  a  sliver  of  the 
fund  industry  because  only  10%  to  20% 
of  mutual  funds  use  subadvisers.  who 
must  compete  for  business.  "With  re- 
spect to  the  vast  majority  of  mutual- 
fund  dollars  under  management,  the 
fees  being  charged  are  exorbitant  and 
not  the  result  of  an  arm's-length  negoti- 
ation," says  Spitzer. 

Shell-Shocked 

THE  BROUHAHA  helps  make  Spitzer's 
point:  There's  no  way  for  average  in- 
vestors to  know  what  they  are  paying 
for  core  advisory  services.  Currently, 
fund  documents  must  reveal  the  man- 
agement fee  that  shareholders  pay  as 
part  of  the  overall  expense  ratio.  But 
that  fee  may  include  costs  such  as  rent 
and  legal  bills.  At  a  time  when  shell- 
shocked  investors  are  being  told  to  shop 
carefully,  they  need  to  know  what 
they're  paying  for  stock-picking  expert- 
ise to  invest  wisely. 

The  SEC  has  opposed  Spitzer's  quest 
to  force  fees  down  through  settlements, 
arguing  that  the  government  shouldn't 
be  setting  fees  and  can  use  its  rule-mak- 
ing authority  to  require  more  disclosure. 
The  agency  plans  to 
shine  a  brighter  light 
on  hidden  trading 
costs  and  "soft  dol- 
lars," the  rebates 
funds  receive  from 
brokers  that  execute 
their  trades.  But  if 
the  SEC  is  going  to 
rely  on  disclosure,  it 
must  ensure  uniform 
standards  on  how 
costs  are  revealed. 
That  means  it 
must  make  funds  unbundle  the  man- 
agement fee.  That  way,  investors  can 
separate  the  funds  with  astute  practices 
and  smart  asset  managers  from  those 
that  are  wasteful  or  that  hire  mediocre 
portfolio  managers.  Only  then  can  in- 
vestors be  smart  shoppers.  ■ 
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THE  ICI'S  FINK 

Taking  issue 
with  Spitzer 


JOBS 


NOT JUST A 
TEMPORARY  LIFT? 

Temp  hiring  seems  to  be  on  a  steady  rise  at  last— 
and  that5 s  a  good  sign  for  the  whole  job  market 


o: 


JO 


HELP  WANTED, 
FINALLY 


2.30 
225 
2.20 


MILLIONS 


AFTER  MONTHS  OF 
fruitless  job -hunting, 
Albert  T.  Longden  final- 
ly lucked  out  four 
months  ago.  The  for- 
mer book  publisher 
found  a  temporary  post 
as  finance  director  at  the  Internet  unit  of 
the  New  York-based  American  Bible  So- 
ciety. And  it  could  be  more  than  tempo- 
rary. "The  chances  are  good— at  least  Fm 
knocking  on  wood— that  it  will  turn  per- 
manent," says  Longden,  57. 

Longden  is  on  the  leading  edge  of  a 
classic  jobs  recovery- 
one  that  begins  with  a 
lift  in  temp  employ- 
ment. Research  by 
Daniel  Sullivan,  a  sen- 
ior economist  at  the 
Federal  Reserve  Bank 
of  Chicago,  and  others 
shows  that  an  uptick  in 
temp  jobs  precedes  an 
increase  in  overall  em- 
ployment by  three  to 
six  months.  And  with 
temp  jobs  beginning 
to  grow  last  May,  sure 
enough,  total  nonfarm  payrolls  began  to 
inch  up  in  September. 

The  fact  that  temp  employment  has 
picked  up  since  bodes  well  for  more  jobs 
overall  in  2004.  The  temp-job  total  rose 
nearly  8%  from  April  through  Novem- 
ber, when  it  hit  2.3  million,  and  could 
rise  6%  to  7%  in  2004,  estimates  the 
Harris  Nesbitt  Gerard  brokerage  firm. 
Forecasters  at  Economy.com  Inc.  say  that 
overall  payrolls  could  grow  at  a  rate  of 
150,000  to  175,000  a  month  by  summer, 
vs.  an  average  of  roughly  100,000  in  re- 
cent months.  "We're  on  the  right  track," 
says  Brian  Nottage,  a  senior  economist  at 
the  West  Chester  (Pa.)  consulting  firm. 

With  demand  for  goods  and  services 
rising  fast,  many  U.S.  companies  are 
ready  for  more  workers.  Fearful  that  de- 
mand won't  last,  however,  few  will  risk 
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big  staff  hikes.  Even  now,  only  a  fifth 
some  16,000  U.S.  employers  surveyed  t 
Manpower  Inc.,  the  staffing  comp 
expect  to  hire  in  this  year's  first  quart< 
Another  survey,  by  starring  firm  Robe 
Half  International  Inc.,  found  only  7% 
some  1,400  chief  financial  officers  e: 
peering  to  hire  permanent  accountin  m 
and  finance  professionals.  x 

BUILDING  CONFIDENCE  ei 

AS  A  STOPGAP  measure,  companies  fac  ^ 
ing  strong  demand  have  been  hirin 
temporary  workers.  But  the  longer  th  ^ 
recovery  lasts,  th  ppl 
more  confidence  the  U: 
will  gain  that  the  e>  oc 
pansion  is  durable.  A  it: 
ready,  they're  begir  t: 
ning  to  make  some  c  ar 
their  temps  perma  en 
nent,  while  also  boost  E] 
ing  overall  hiring  stf; 
their  workforce  isn'  se. 
overstretched.  Evei  as 
long-suffering  indus  do 
tries  have  selectivel;  in; 
resumed  hiring.  Sili  Hi 
con  Valley  was  "deac  n 
as  a  dormouse"  for  the  past  couple  o  e 
years,  says  San  Jose  (Calif.)  enginee  ■ 
June  B.  Babilla,  who  has  worked  on  i  tie 
temporary  contract  for  the  past  l:  od 
months  running  computer  systems  at  i  \ 
major  electronic-hardware  maker.  Now  in 
she  says,  "I  expect  a  good  year." 

Of  course,  optimism  about  a  reawak-  nc 
ening  economy  rose  early  in  2003,  too  io! 
That  was  before  the  Iraq  war  put  a  chill  d 
on  things.  This  time  around,  before  com-  a 
mitring  to  permanent  slots,  companies  yi 
want  to  make  sure  that  "this  economy  » 
truly  does  have  legs,"  says  Brett  A.  Good,  o 
a  San  Francisco  director  of  Robert  Half  s 
Accountemps  unit.  That's  why  temp  em-  i 
ployment  is  still  increasing.  If  the  eco- » 
nomic  expansion  lasts,  a  surge  in  overall  i 
employment  is  likely  to  follow.  ■ 

-By Joseph  Weber  in  Chicagok 
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<  JOHN  CAREY 


iphedra:  One  Down,  More  to  Go 

aws  should  be  changed  to  let  the  FDA  remove  dangerous  supplements  faster 


DR.  RAY  WOOSLEY  HAS  FINAL- 
ly  won  the  battle  he  has  been 
fighting  for  more  than  a 
decade:  He  helped  prod  the 
Food  &  Drug  Administration  to 
an  the  controversial  dietary  supplement 
phedra.  But  Woosley,  vice-president  for 
earth  sciences  at  the  University  of  Ari- 
pna,  is  hardly  celebrating.  In  the  face  of 
[rowing  concern,  the  $4  billion  herbal 

implement  industry  has  been  flooding  the  shelves  of  health- 
od  stores  with  ephedra-free  products  that  purport  to  boost  ath- 
tic  performance  and  weight  loss.  Trouble  is,  says  Woosley,  "it 
I  very  likely  that  the  substitutes  for  ephedra  are  going  to  be  just 

toxic."  And  without  a  change  in  the  law,  it  would  take  many 
?ars  for  the  FDA  to  amass  enough  evidence  to  take  each  one  of 
tern  off  the  market  if  problems  arise,  just  as  with  ephedra. 

Ephedra  was  banned  because  the  active  ingredient  in  ephedra 
ipplements,  ephedrine,  causes  blood  pressure  and  heart  rate  to 
se.  Chemically  similar  to  amphetamines,  or  "speed,"  ephedrine 
used  in  products  that  have  been  linked  to  heart  attacks,  strokes, 
id  deaths.  Those  effects  are  even  more  pronounced  when  com- 
med  with  caffeine,  yet  many  so- 
dled  natural  dietary  supplements 
tat  include  ephedrine  also  contain 
ie  stimulant.  That's  one  reason 
hy  over-the-counter  drugs,  regu- 
ted  separately  by  the  FDA,  cannot 
>mbine  the  two. 

The  new  products,  such  as  Diet 
uel  Ephedra  Free  from  Twinlab 
orp.,  Metabolife  International 
ic.'s  Ultra,  and  Cytodone  Tech- 
ologies'  Xenadrine  EFX,  typically 
lbstitute  an  herb  called  bitter  or- 
fige.  But  bitter  orange  contains 
mephrine,  a  chemical  kissing 
jusin  of  ephedrine  that  produces 
)me  of  the  same  effects.  Already, 
lere  are  reports  of  adverse  reac- 
ons  to  the  new  ephedra-free 
roducts,  says  pharmaceutical  sci- 
ices  professor  Bill  J.  Gurley  at  the 
niversity  of  Arkansas.  The 
ohedra  ban  is  "like  putting  your 


Lengthy  Process 


Why  it's  tough 
for  the  FDA 
to  ban 
supplements: 


finger  in  the  dike  when  the  river  is  overflowing,"  says  Dr.  Mar- 
vin M.  Lipman,  chief  medical  adviser  for  Consumers  Union. 

Industry  representatives  concede  that  bitter  orange  can  raise 
blood  pressure  and  heart  rates,  yet  insist  it  is  safe.  "We  have  re- 
viewed all  available  publications,"  says  Metabolife  spokesperson 
Jan  Strode.  "None  indicate  any  significant  side  effects  in  normal 
individuals."  Twinlab  and  Cytodyne  did  not  return  calls. 

No  Data,  No  Action 

HOW  DID  WE  GET  INTO  this  mess?  Blame  Congress  for  a  1994 
dietary  supplement  law.  Makers  don't  have  to  show  that  a  prod- 
uct works  or  that  it's  safe.  They  don't  even  have  to  report  prob- 
lems to  the  FDA,  as  drugmakers  must.  To  order  a  product  off  the 
market,  the  agency  must  prove  that  it  poses  "imminent 
harm"— a  standard  met  only  by  a  sudden,  dramatic  rise  in  in- 
juries or  deaths— or  "unreasonable  risk."  To  make  its  case,  the 
FDA  must  rely  largely  on  doctors'  or  consumers'  voluntary  re- 
ports. But  under  1%  of  problems  are  reported,  and  those  reports 
are  often  vague. 

That's  why  it  took  years  for  the  FDA  to  build  its  case  against 
ephedra.  It  had  been  trying  to  regulate  the  products  since  the 
mid-1990s,  only  to  be  undercut  by  Congress  and  the  courts  for 
lacking  sufficient  evidence.  Now,  the  FDA  has  reports  of  more 
than  16,000  adverse  events,  including  at  least  155  deaths.  And 
lab  results  show  that  ephedra  can  cause  heartbeat  changes  as- 
sociated with  higher  risk  of  heart 
attacks.  Even  so,  there's  no  guar- 
antee that  the  agency  will  win  an 
expected  court  challenge,  though  a 
loss  might  ultimately  give  it  more 
authority.  "If  the  judge  says  we 
don't  have  enough  evidence,  it's 
pretty  clear  the  FDA  is  out  of  the 
game  and  Congress  has  to  change 
the  law,"  says  one  top  official. 

With  the  potential  threat  of 
harm  from  ephedra-free  products, 
leaving  the  law  unchanged  is  too 
great  a  risk.  But  unless  the  FDA  can 
argue  that  the  synephrine  in  bitter 
orange  is  chemically  close  enough 
to  ephedrine  to  be  covered  by  the 
coming  ban,  the  agency  will  find  it 
tough  to  restrict.  "A  lot  of  people 
will  die  waiting  to  get  it  off  the 
market,"  Woolsey  says.  If  that  hap- 
pens, the  ephedra  ban  would  be  lit- 
tle more  than  a  hollow  victory.  ■ 


■  The  industry's  expected  challenge 
to  the  agency's  ephedra  ban  could  win 

■  Manufacturers  don't  have  to 
demonstrate  safety  and  aren't  required 
to  report  consumer  complaints  

■  It  takes  years  for  the  FDA  to  build 
a  case  based  on  anecdotal  evidence 
and  independent  studies 
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HEADLINER 

WILLIAM 
LAUDER 


^^ 


GRANDMA'S 
PRIDE 

After  a  four-year  hiatus  from 
the  corner  office  of  Estee 
Lauder,  a  member  of  the 
Lauder  family  will  once  again 
run  the  $5  billion  cosmetics 
giant.  William,  43,  grandson 
of  founder  Estee  and  son  of 
former  CEO  and  current 
Chairman  Leonard,  will 
become  CEO  on  July  1.  He 
replaces  Fred  Langhammer, 
who  in  2000  became  the  sole 
outsider  ever  to  run  the  58- 
year-old  New  York-based 
company.  Lauder,  whom 
analysts  credit  with  smart 
new  products  and  distri- 
bution, inherits  a  strong 
company  from  Langhammer, 
who  becomes  chairman  of 
global  affairs.  Operating 
income  rose  15%  in  the  year 
ended  last  June,  and  the 
stock,  which  is  52%-owned 
by  the  family,  is  up  43%  in  the 
past  12  months.  Lauder,  who 
has  been  chief  operating 
officer  for  the  past  year,  sees 
room  to  expand  in  fast- 
growing  markets  like  China 
and  Eastern  Europe.  He  is 
confident  he's  up  to  the  job:  "I 
joined  the  Estee  Lauder 
companies  43  years  ago.  I've 
only  been  paid  for  it  the  last 
17  years,"  he  jokes. 

-Nanette  Byrnes 


SPIFFING  UP 
THE  NYSE 

Interim  New  York  Stock 
Exchange  Chairman  John 
Reed  is  fast  paring  his  to-do 
list.  On  Jan.  5,  he  met  with 
New  York  Attorney  General 
Eliot  Spitzer,  who  agreed 
to  help  recoup  some  of  the 
$140  million  the  NYSE  paid 
ex-Chairman  Richard  Grasso. 
For  now,  Spitzer  plans  only  to 
review  an  internal  report  on 
Grasso's  package,  a  source 
familiar  with  the  talks  says, 
and  may  meet  with  Grasso  to 
urge  him  to  repay  some.  And 
on  Jan.  8,  the  NYSE  board 
was  expected  to  name  ex- 
NASDAQ  Stock  Market 
President  Richard  Ketchum 
as  its  new  top  regulatory 
officer.  Ketchum  had  been 
general  counsel  to  Citigroup's 
investment  banking  unit  after 
being  passed  over  for 
NASDAQ's  top  post.  Reed 
earlier  recruited  John  Thain 
from  Goldman  Sachs  to 
become  CEO  on  Jan.  15.  Still 
to  come:  a  new  chairman. 


BOEING'S  NEW 
MR.  CLEAN 


Boeing  also  moved  closer  this 
week  toward  cleaning  up  its 
image.  On  Jan.  6,  the 
tarnished  aerospace  giant's 
board  named  James  Bell  to 
take  over  as  chief  financial 
officer.  Bell  had  been  acting 
CFO  since  the  Nov.  24  firing 
of  his  predecessor,  Michael 
Sears,  for  ethical  misconduct. 


Following  last  year's  bid- 
rigging  and  other  scandals, 
Bell  will  need  to  reassure 
investors  that  Boeing  is 
focused  on  financial  openness 
and  won't  overpay  for 
acquisitions,  as  it  has  in  the 
past.  Bell,  55,  appears  well 
suited  for  the  high-stakes 
job:  He's  a  31-year  veteran  of 
corporate  finance  in  the 
aerospace  industry,  and  for 
the  last  three  years  he  has 
served  as  Boeing's  controller. 
CEO  Harry  Stonecipher  calls 
Bell  "a  proven,  highly  skilled 
manager  who  has  intimate 
knowledge  of  our  strategy 
and  champions  fiscal 
transparency." 


A CALL  FOR 
SKY ARMOR 

The  Homeland  Security  Dept. 
asked  three  large  companies 
to  produce  designs  for 
protecting  commercial 
airliners  from  missile  attacks. 
Defense  contractors  BAE 
Systems  and  Northrop 
Grumman  are  exploring  ways 
to  equip  planes  with  lasers 
that  could  deflect  shoulder- 
fired  missiles.  And  United 
Airlines  has  teamed  with  a 
number  of  defense 
companies  to  develop  a 
system  using  decoys  to 
distract  missiles.  While  some 
such  systems  are  currently 
deployed  on  military  aircraft, 
equipping  the  nation's  6,800 
commercial  jets  could  cost  as 
much  as  $1  million  per  plane. 


IPOD'SBABY 
BROTHER 

Apple  Computer's  diminutive 
iPod  digital  music  player  is 
looking  more  and  more  like  a 
blockbuster.  Apple  sold 
730,000  of  the  $300-plus 
devices  in  the  December 
quarter,  roaring  past  analysts' 
estimates  of  500,000  or  so.  On 
Jan.  5,  Apple  unveiled  the 
$249  iPod  Mini  to  expand 


downmarket  Small  as  a 
business  card,  it  holds  1,00C 
songs  on  a  one-inch  hard 
drive,  vs.  up  to  10,000  songAi 
on  the  larger  iPods.  Critics  c 
it  too  pricey.  But  CEO  Steve 
Jobs  thinks  Apple  can  gain 
share  and  juicy  profit  margu 
too:  "I  don't  think  anyone  is 
going  to  beat  us,"  he  says, 


)i 
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ETCETERA... 
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»  The  government  lifted  h  ™ 
ban  on  MCI  bidding  for  new! 
federal  contracts. 
»  Duke  Energy  will  book  a 
$3.3  billion  fourth-quarter 
charge,  partly  to  scale  back   i 
its  merchant  energy  busines  i 
»  Sales  of  cold  remedies 
will  help  Procter  &  Gamble 
top  its  second-quarter 
estimates. 


CLOSING  BELL 


Nortel  Networks' 
stock  surged  19%, 
to  $5.68,  on  Jan.  7 
after  Verizon 
Communications 
agreed  to  buy 
voice-over-Internet  - 
technology  from  the 
telecom-gear  maker. 
Analysts'  upgrades 
followed  the  deal, 
which  some 
estimated  may  be 
worth  $1  billion  over 
five  years. 

DOLLARS 
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RICHARD  S.  DUNHAM 


)ick  Gephardt's 
arst  and  Last  Stand 


IE  TEMPERATURES  HAD  DIPPED  into  the  single  digits,  and  a  biting 
wa  blizzard  was  on  the  way,  but  Representative  Dick 
ephardt  found  the  reception  inside  the  Baxter  Community 
mter  anything  but  frosty.  Indeed,  about  a  fifth  of  the  town's 
OOO-plus  residents  cheered  loudly  as  the  first  candidate  to 

it  this  out-of-the-way  burg  blasted  him  into  the  top  tier  of  finishers  in  the 

de  pacts  and  greedy  corporations  he  New  Hampshire  primary  eight  days  later. 

d  were  exporting  jobs  and  bankrupting      "If  he  wins  Iowa,  he's  in  a  position  to  get 

ya's  family  farms.  While  many 

mocratic  insiders  dismiss  Gephardt's 

le-collar  populism  as  a  relic  of  a  bygone 

i,  the  Missouri  congressman  labors  on. 

/e  believe  in  loyalty,"  says  Baxter  Mayor 

ug  Bishop,  a  local  United  Auto  Workers 

Jicial.  "One  guy  has  been  standing  with 

,  and  that's  Dick  Gephardt." 


ie  Community  Center  at  a  Time 

,  POLITICS,  THOUGH,  loyalty  goes  only 

far.  Despite  Gephardt's  decade  as 

3use  Democratic  leader,  many  activists 

ve  flocked  to  new 

irriors  in  their  zeal  to 

pple  George  W.  Bush. 

)ward  Dean  has  captured 

E  fancy  of  the  Internet 

neration,  Iraq  war  foes, 

d  white-collar  unions. 

•tired  General  Wesley 

ark  is  the  nonpolitician 

th  the  buzz  and  a  fast- 

ttening  campaign  kitty. 

:epticism  about 

jphardt's  second  White 

3use  quest  in  16  years  is 

strong  that  longtime  ally 

hn  J.  Sweeney,  president 

the  AFL-CIO,  couldn't  

gineer  a  national  labor         "^^™ 
dorsement  from  a  federation  divided 
tween  pro-Gephardt  industrial  unions 
td  pro-Dean  government  and  service 
iployees.  Still,  Gephardt  is  fighting  for 
rvival  one  community  center  at  a  time, 
f  you're  looking  for  the  fresh  face  or  the 
vor  of  the  month,  I'm  probably  not  your 
ndidate,"  he  repeats  at  stop  after  stop. 
Iowa  is  Gephardt's  first  and  last  stand, 
id  he  knows  it.  He  needs  a  big  bounce 
it  of  the  state's  Jan.  19  caucuses  to  lift 


FAMILIAR  FACE 

Even  victory  in 
Iowa  could  prove 
to  be  Pyrrhic 


people  to  take  a  second  look,"  says 
Democratic  National  Committee  member 
James  Zogby.  Gephardt  hopes  to  race  past 
front-runner  Dean  on  Feb.  3,  when  seven 
states,  including  South  Carolina,  Okla- 
homa, and  his  native  Missouri  hold  con- 
tests. Then,  with  money  flowing  in  to  re- 
fill his  depleted  coffers,  he  would  deliver 
the  coup  de  grace  in  the  megastates  of 
New  York  and  California  in  early  March. 
But  as  campaign  manager  Steve  Murphy 
concedes:  "For  this  scenario  to  come 
together,  Dick  Gephardt  has  to  win 
in  Iowa." 

And  such  a  triumph  is  far 
from  certain.  While  the 
Missourian,  thanks  to  a 
coalition  of  17  industrial 
unions,  has  the  best  ground 
game  in  his  neighboring 
state— and  has  all  but  lived 
there  for  two  years— he  has 
fallen  behind  Dean  in 
recent  polls.  What's  more,  a 
Gephardt  victory  in  Iowa 
could  prove  Pyrrhic:  His 
sparse  support  and  resources  in  the 
important  states  that  follow  could 
dull  his  momentum.  "Even  if  he 
wins  Iowa,  there  isn't  much  hope  for 
him,"  concludes  independent  New 
Hampshire  pollster  Dick  Bennett. 

The  62-year-old  Gephardt  is  doing  his 
best  to  prove  the  doubters  wrong,  and  his 
campaign  remains  relentlessly  "on 
message."  Still,  there's  a  growing  sense 
among  his  friends  in  the  Democratic 
Establishment  that  despite  a  powerful 
message,  the  milkman's  son  from  St. 
Louis  is  too  familiar  and  too  identified 
with  the  old  Washington  crowd  to  lead 
the  cyber-revolution  of  2004.  ■ 


Gore  and 
Bradley  in 
his  corner 
may  show 
Dr.  Dean 
can  unite 


CAPITAL 
WRAPUP 

WHAT'S  AN 
ENDORSEMENT  WORTH? 

WHILE  VOTERS  rarely  choose 
candidates  because  of  another 
politician's  endorsement, 
lining  up  backers  isn't  a 
completely  pointless  exercise. 
Endorsements  can  carry 
symbolic  value:  Former 
Vermont  Governor  Howard 
Dean  on  Jan.  6  argued  that  the 
support  he  has  received  from 
2000  rivals  Al  Gore  and  Bill 
Bradley  shows  that  he's  a 
uniter,  not  a 
divider,  for 
Democrats. 

Candidates 
can  also  use 
endorsements 
to  fill  gaps. 
Dean,  seeking 
to  diversify 
his  Internet- 
driven 
campaign, 
has  zealously 
courted 

minority  congressmen, 
snaring  such  prominent 
supporters  as  Representative 
Jesse  Jackson  Jr.  (D-Ill.). 
Likewise,  Wesley  Clark 
boasts  the  backing  of  Harlem 
Representative  Charles 
Rangel.  But  Dick  Gephardt 
may  have  scored  the  biggest 
coup  in  an  early  showdown 
state  when  South  Carolina's 
sole  black  congressman,  James 
Clyburn,  signed  on.  Clyburn 
is  lending  Gephardt  his 
well-oiled  political  machine, 
has  cut  a  TV  ad,  and  will 
record  phone  messages  on 
Gephardt's  behalf. 

But  endorsements  that 
add  value  are  still  exceptions. 
Senator  John  Kerry  scored 
in  New  Hampshire  when 
popular  former  Governor 
Jeanne  Shaheen  joined  his 
campaign.  But  neither 
Shaheen's  support  nor  her 
organization  will  be  enough  to 
save  Kerry. 

-By  Alexandra  Starr 


January  19.  2004  I  BusinessWeek  I  39 


NGWS  International  Business 


GERMANY 


THIS  SUV  CAN  TOW 
AN  ENTIRE  CARMAKER 

Porsche's  hot-selling  Cayenne  has  kept  the  company 
rolling  as  it  readies  launches  of  new  sports-car  models 


PORSCHE  REVS  UP 


MILLIONS  OF  DOLLARS 


ORSCHE  CHIEF  EXECU- 
.tive  Wendelin  Wiedeking 
I  took  a  risky  bet  in  1998 
when  he  decided  to  steer 
the  German  sports- car 
icon  into  the  market  for 
big,  bruising  sport-utility 
vehicles.  Porsche  aficionados  cringed. 
Even  the  Porsche  family  shareholders 
balked,  fearing  the  company's  sports-car 
tradition  and  exclusive  brand  name  didn't 
befit  bulky  off-roaders.  But  a  determined 
Wiedeking  prevailed— and  after  one  year 
on  the  market,  the  Cayenne  SUV,  which 
sells  for  $56,000  to  $110,000,  is  powering 
record  sales  and  profits  at  the  Stuttgart 
auto  maker.  On  Dec.  3, 
Porsche  announced  a 
22%  increase  in  net 
profit,  to  $684  million 
for  the  year  ending 
July  31,  a  period  during 
which  the  global  auto 
industry  retracted. 

But  Wiedeking  had 
about  as  much  time  to 
enjoy  Cayenne's  suc- 
cess as  a  driver  gets  in  a 
Formula  One  pit  stop. 
Sales  of  Porsche's  aging 
hit  model,  the  Boxster, 
which  starts  at 
$43,000,  slumped  40% 
from  August  through 
November  compared  with  the  same  pe- 
riod last  year,  while  sales  of  the  pricier 
911  model  fell  14%.  As  rivals  target 
Porsche  with  a  slew  of  hot  new  prod- 
ucts, from  BMW's  Z4  roadster  to  Hon- 
da's Acura  NSX,  pressure  is  rising  on 
Wiedeking  to  speed  Porsche's  next  big 
model  launch. 

Wiedeking,  who  has  spent  most  of 
his  career  at  Porsche,  is  cagey  about  his 
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•FISCAL  YEAR  ENDING  JULY  31 
Data:  Porsche.  Metzler  Bank 


next  move.  "Rest  assured  we  have  some- 
thing up  our  sleeves,"  he  says,  declining  to 
give  any  details.  But  market  experts  believe 
Porsche  will  launch  a  new-generation  911 
next  September  to  revitalize  the  company's 
seven-year-old  core  product,  followed  by  a 
second-generation  Boxster  in  2005.  Luck- 
ily, the  perfectly  timed  launch  of  the 
Cayenne  has  more  than  compensated  for 
dechning  sales  of  Porsche's  two  sports-car 
lines.  "It's  the  toughest  year  for  Porsche  in 
this  [model]  cycle,  but  if  s  still  going  to  be 
a  good  year,"  says  Jurgen  Pieper,  auto  ana- 
lyst at  Metzler  Bank  in  Frankfurt.  Porsche 
expects  to  sell  at  least  30,000  Cayennes 
next  year,  boosting  total  sales  by  9%  to  a 
record  70,000  to 
75,000. 

But  with  only  three 
model  lines,  the  $6.7 
billion  company  re- 
mains vulnerable  to 
market  vagaries.  Wied- 
eking's  biggest  chal- 
lenge comes  down  to 
one  looming  decision: 
whether  to  step  on  the 
accelerator  for  a  fourth 
model.  Many  expect  it 
to  be  a  four-seater 
sport  coupe  coming 
out  in  2006.  "If  s  really 
hedging  their  bets.  The 


sports-car  market  is  very  fickle,  very  cy 
cal,  and  fashion-driven,"  says  George 
Peterson,  president  of  AutoPacific  Inc. 
Tustin,  Calif.  In  seeking  higher  volum 
Wiedeking  must  tread  carefully  to  avc 
diluting  Porsche's  exclusive  image.  "Th 
are  some  prototypes,  but  not  even  I  am 
lowed  to  drive  them  yet,"  he  says. 


BOTTOM-LINE  RESULTS 

WIEDEKING'S  TRACK  record  at  Porsc 
has  expectations  running  high.  Over  t 
past  decade,  the  51-year-old  engineer  r 
transformed   an   ailing   icon   into   t 
world's  most  profitable  auto  maker.  Witi 
net  profit  margin  of  10.1%,  Porsche  oi 
paces  even  the  Japanese.  Nissan  and  T( 
ota  have  net  margins  of  7.25%  and  6%  l 
spectively.    Porsche    also    easily    be 
homegrown  rivals  BMW  and  Daimk  ' 
Chrysler.  "Ifs  bottom-line  results  th P 
count,"  says  Wiedeking,  insisting  it  is  n  n 
profit,  not  operating  results,  that  separa  f 
strong  auto  makers  from  the  weak.  "TI  _ 
biggest  challenge  is  to  make  sure  there 
enough  cash  in  the  pipeline  to  develc  ' 
new  products,"  he  says, 

No  problem  there.  Thanks  to  surgir  >c 
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sales  of  the  Cayenne,  Porsche  generate 
$1.6  billion  in  cash  flow  in  the  fiscal  ye:  * 
ending  July  31.  Wiedeking,  who  is  also  si^ 
ting  on  a  cash  horde  of  $2.1  billio 
insists  he  won't  borrow  a  pfennig  for  tr 
next  new  model.  Porsche's  tot 
debt  stands  at  only  $128  millioi 
Thaf  s  a  far  cry  from  the  liquidii 
crisis  that  catapulted  Wiedekin 
to  the  CEO's  office  in  1993,  a  yet 
when  Porsche's  sales  plunged  t 
a  nail-biting  14,263  cars.  Moun 
ing  losses,  product  problem; 
and  a  sharp  decline  in  the  dolls 
nearly  forced  Porsche  to  cede  it 
independence 


ITIEDEKING  Will  he 

ecide  to  make  a 
[)ur-seat  coupe? 


To  save  the  company,  Wiedeking,  the 
)rmer  head  of  production,  overhauled 
verything  from  products  and  manufac- 
aring  to  marketing.  He  adopted  methods 
"om  Japanese  auto  makers  to  streamline 
reduction  and  cut  costs.  The  new  ap- 
roach  helped  slash  production  time  by 
0%  to  50%  and  boosted  Porsche's  pro- 
uctivity  by  15%  a  year  for  four  years  run- 
iing.  "The  Japanese  showed  me  I  had  no 
iea  what  I  was  doing,"  says  Wolfgang 
trauss,  a  former  production  manager 
/ho  is  now  part  of  a  Porsche  squad  of  30 
hat  uses  these  techniques  at  Porsche's 
luffenhausen  factory  outside  Stuttgart. 

IPEED  RACER 

yiEDEKING'S  LEGACY  IS  an  efficient 
lanufacturing  base  that  outsources  all  but 
5%  to  20%  of  production.  With  the 
layenne,  for  example,  he  gained  a  huge  in- 
rease  in  capacity  with  minimum  capital 
xpenditure  by  handing  off  90%  of  basic 
manufacturing— from  metal  stamping  to 
hassis  assembly— to  Volkswagen's  new 
UV  plant  in  Slovakia.  Porsche  kept  high- 
alue  processes  such  as  engine  production, 
ransmissions,  and  final  assembly  in- 
louse.  Wiedeking  also  outsourced  up  to 


90%  of  the  production  of  the 
Boxster  model  to  Finland's 
Valmet  Automotive  Inc.  "We 
are  able  to  develop  new 
sports  cars  at  prices  larger 
companies  can't  achieve," 
says  Wiedeking. 

A  hands-on  CEO  who  de- 
lights in  speeding  around 
the   company's   racetracks, 
Wiedeking  also  has  proven 
skillful  in  product  develop- 
ment and  marketing.  He  has 
added  14  versions  of  the  911 
since  the  late  1990s.  Sales  of  new  higher- 
margin  models,  including  the  $128,000 
Turbo  convertible  and  $93,000  Carrera  4S 
convertible,  are  buoying  sales  and  profits. 

To  give  sales  of  its  aging  sports  cars 
an  extra  kick  this  year,  Porsche  has  cre- 
ated a  loyalty  program  for  existing  own- 
ers, handing  them  up  to  $3000  in  free 
options  when  they  buy  a  2003  model  911 
or  Boxster.  "It  keeps  resale  values  artifi- 
cially high.  It's  a  completely  innovative 
incentive  program,"  says  Philipp  Rosen- 
garten,  senior  market  analyst  at  Global 
Insight  Inc.  in  Frankfurt. 

Wiedeking    also    must    make    sure 


Of  all  the 
world's 
carmakers, 
Porsche  has 
the  highest 
margins 


Porsche  can  continue  to  sell 
30,000  or  more  Cayennes  a 
year  after  the  novelty  of  the 
new  model— the  fastest 
SUV  in  the  world— has  sub- 
sided. So  far,  so  good.  Only 
18%  of  Cayenne  buyers  are 
Porsche  clients,  helping  the 
sports-car  maker  broaden 
its  customer  base.  And  de- 
mand is  surging  for  the 
highest-margin  model,  the 
450-horsepower  Cayenne 
Turbo,  which  starts  at 
$90,000.  A  less  costly  six-cylinder 
Cayenne  is  hitting  the  market  in  Europe 
now  and  will  arrive  in  U.S.  showrooms  in 
the  spring. 

The  wild  card  going  forward  is  the  val- 
ue of  the  U.S.  dollar.  Porsche  depends  on 
the  North  American  market  for  nearly 
50%  of  its  sales.  But  Wiedeking's  iron  grip 
on  costs  and  product  savvy  are  likely  to 
help  Porsche  keep  its  momentum.  ■ 
-By  Gail  Edmondson  in  Zuffenhausen 


BusinessWeek  online 


For  more  on  Porsche's  strategy,  see 
www.businessweek.com/magazine/extra.htm 
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SOFTWARE 


ASIA  IS  FALLING 
IN  LOVE  WITH  LINUX 

As  more  IT  managers  and  state  agencies 
ditch  Windows,  Microsoft  is  scrambling 


ILL  GATES  HAS  NEVER 
met  Chen  Yongguang, 
but  the  Chinese  business 
exec,  and  thousands  like 
him,  may  have  a  profound 
effect  on  Microsoft  Corp.'s 
future  in  Asia.  Chen  is  in 
charge  of  information  technology  for  the 
city  of  Xiaolan,  and  recendy  became  a 
convert  to  Linux,  the  free  alternative  to 
Microsoft's  flagship  Windows  operating 
system.  Chen  uses  Linux  to  run  the  Xiao- 
lan government's  18  servers.  It's  cheaper 
than  Windows,  but  more  important,  Chen 
says,  is  that  Linux  is  less  vulnerable  to 
viruses,  and  he  has  access  to  the  source 
code  for  the  software,  which  allows  him  to 
adapt  it  more  easily  to  his  needs.  "Win- 
dows is  not  open,"  he  says.  "You  can't 
change  it." 

Although  Microsoft  still  rules  Asian 
desktops,  open-source  software  is  starting 
to  win  fans  across  the  region.  Govern- 
ment officials  are  adopting  Linux  because 
it  costs  up  to  70%  less  than  Windows. 
Others  like  the  fact  that  it  is  so  adaptable. 
China,  Japan,  and  South  Korea  are  to- 
gether developing  an  operating  system 
attuned  to  their  character-based  lan- 
guages that  will  likely  be  modeled  after 
Linux.  "Promotion  of  Linux  is  very 
important,"  says  Li  Wuqiang,  a  deputy 
director  at  China's  Science  &  Technology 
Ministry.  "Government  should  give  it  a 
hard  push." 

Asia  is  a  latecomer  to  Linux.  The  re- 
gion does  not  have  legions  of  Linux-sawy 
employees  able  to  install  and  maintain 
the  software.  So  it's  easier  to  use  off-the- 
shelf  programs  written  for  Windows— es- 
pecially since  pirated  versions  sell  for  next 
to  nothing.  Less  than  5%  of  the  servers  in 
the  region  operate  on  Linux,  and  almost 
no  cell  phones,  according  to  researcher 
Gartner  Inc. 

But  Linux  is  getting  a  boost  as  govern- 


Looking  to 
Linux 

The  alternative  to  Windows  is 
making  inroads 

■  China,  Japan,  and  South  Korea  have 
an  alliance  to  develop  an  open-source 
operating  system  based  on  Linux 

■  Sun  Microsystems  plans  to  sell 
software  for  Linux-based  servers  in  China 

■  Thailand  is  pushing  to  deliver  low-cost 
PCs  running  Linux  to  rural  areas 

■  India's  National  Infomatics  Centre  is 
developing  Linux  systems  for  itself  and 
the  Defense  Ministry 

Data:  Business 


ments  start  to  crack  down  on  piracy  al(J 
look  for  ways  to  make  technology  accesl 
ble  to  the  masses.  The  number  of  Linf 
servers  in  Asia  will  grow  some  30% 
nually  through  2008,  to  10.5%  of  the  toi 
market  from  1%  today,  estimates  i 
searcher     International     Data     Cor  J, 
Growth  could  be  slowed  by  a  lawsuit  th  1  ( 
SCO  Group  Inc.  has  brought  against  IB 
alleging  that  some  of  Big  Blue's  enhanc 
ments  to  Linux  were  copied  from  sccj 
code.  But  so  far  there  has  been  no  effecl 


< 


MAKING  THE  SWITCH  I 

TECH    COMPANIES    FROM    across    tl 
globe  are  doing  their  best  to  ensure  th 
Linux  gain  traction  in  Asia.  Some  Chine 
PC  manufacturers  are  now  selling  con 
puters  with  Linux  installed.  Korean  gia 
Samsung  Electronics  Co.  and  Shan{ 
hai  startup  E28  have  recendy  unveiled  ce 
phones  that  use  the  operating  system 
2003,  Hewlett-Packard  Co.  started  supph 
ing  Linux-based  servers  to  a  govemmei 
computing  center  in  Taiwan.  Sun  Mien' 
systems  Inc.  in  November  annoui 
plans  to  cooperate  with  government-ru 
China  Standard  Software  Co.  to  establish 
Linux-based  desktop  system  as  a  natior  \\\ 
wide  standard.  And  IBM  has  helped  Ch] 
na's  postal  authority  and  railway  ministr 
change  over  to  Linux  servers. 

Corporate  users  are  also  making  thfcve 
switch.  Hong  Kong-based  Van  Shun  rs 
Chong  Holdings  Ltd.,  a  steel  trader  tha  e; 
operates  an  online  steel  exchange  m 
worked  with  Oracle  Corp.  to  move  it  ^ 
server  computers  to  Linux  two  year  trj 
ago.  "We've  got  the  whole  team  focused  oi  it. 
Linux,"  says  Sean  Wan,  Van  Shunj  k 
Chong's  chief  information  officer.  He  say  n 
the  company  saved  $100,000  in  th<  ] 
switch  to  Linux  by  putting  off  the  purchas*  fc 
of  new  servers. 

Microsoft   is   responding  vigorously  n 
Asia  accounts  for  just  10.7%  of  the  compa-  n 
ny's  overall  revenues   now,  but  Peteiio 
Moore,  chief  technical  officer  for  Mi-  i 
crosoft  in  Asia,  says  the  region  represent*  ie 
"the  biggest  opportunity  for  us  in  the  n 
world."  While  Linux  wasn't  much  of  a  o 
worry  a  few  years  ago,  "now  it's  something  [ 
that  keeps  Microsoft  on  its  toes."  In  de-  a 
fending  its    turf,  Microsoft  argues  thatsj 
commercial  programs  such  as  Windows  i 
are  less  expensive  to  maintain.  And  for 
every  dollar's  worth  of  software  Microsoft 
sells,  says  Sanjay  Mirchandani,  Asia-Pacif- 
ic president  for  the  company,  local  vendors  o 
sell  eight  dollars'  worth  of  applications. 
Powerful  arguments— but  the  lure  of  free 
open-source  software  is  powerful  too. 

-By  Bruce  Einhorn  in  Singapore  and 
Jay  Greene  in  Seattle 
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i^ong  Kong  May  Be  Starting 
\  Long  March  Toward  Democracy 

hina's  leaders,  faced  with  unrest,  may  allow  some  reform 


OR  CHINESE  PRESIDENT  HU 
Jintao,  Hong  Kong  is  a  headache 
that  just  won't  go  away.  Last 
summer,  when  half  a  million 
people  took  to  the  streets  to 
rotest  Hong  Kong's  unpopular  Beijing- 
ppointed  chief  executive,  Tung  Chee- 
Iwa,  and  his  plan  to  ram  through  tough 
new  security  laws,  Hu  and  the  Chinese 
^adership    suffered    an    embarrassing 

•versal:  Tung  backed  down,  the 
rst  time  in  China's  history  that 
le  government  gave  in  to  people 
ower.  To  defuse  tensions,  Bei- 
ng introduced  measures  aimed 
t  boosting  the  territory's  econo- 
ly,  which  was  then  ravaged  by 
le  SARS  outbreak  and  the  after- 
lath  of  a  property  bubble. 

Beijing's  strategy  has  helped 
long  Kong's  economy  to  re- 
ound,  but  recovery  has  not 
ranslated  into  support  for  Tung, 
n  November,  pro -government 
ols  lost  big  in  local  elections.  On  Jan.  1,  thousands  again 
larched  for  democracy.  Now,  democrats  have  their  eyes  on 
eptember's  legislative  elections,  in  which  they  could  win  a 
lajority.  Then,  they  could  push  Tung  to  meet  their  demand 
Dr  a  direct  election  of  the  chief  executive  in  2007.  Hong 
bong's  constitution  has  vague  statements  about  having  a 
lore  democratic  system  by  then,  but  it  leaves  out  the  crucial 
pecifics.  "There  will  be  more  demonstrations,"  says  pro- 
emocracy  lawmaker  Lee  Cheuk-yan.  "Even  if  the  Chinese 
overnment  opposes  [democracy],  it  makes  no  difference  to 
s.  We  will  fight  for  it." 

Tung  is  still  playing  for  time:  In  his  annual  policy  address, 
n  Jan.  7,  he  disappointed  democrats  when  he  appointed  sev- 
ral  deputies  to  consult  with  Beijing  about  political  reform, 
ut  he  said  nothing  about  when  he  would  consult  the  Hong 
long  public  about  the  2007  question.  "We  definitely  need  to 
nderstand  the  full  implications  of  these  important  issues,  be- 
3re  making  appropriate  arrangements,"  Tung  said.  Even 


though  Tung  doesn't  want  to  give  in  to  the  democrats  again, 
he's  in  a  bind:  Taiwanese  President  Chen  Shui-bian,  whom 
China's  leaders  loathe,  is  running  for  reelection  in  March  on 
an  anti-Beijing  platform.  A  nasty  face- off  between  Hong  Kong 
demonstrators  and  the  government  would  demonstrate  to 
Taiwan's  voters  that  Beijing  will  not  tolerate  democracy— and 
thus  help  Chen. 

Is  there  a  way  out  of  this  impasse?  Probably  not  in  the  short 
term.  But  don't  be  surprised  if  the  Chinese  start  to  show  more 
flexibility.  Hu,  a  dyed-in-the-wool  party  operative,  is  no  closet 
democrat.  But  he  has  already  shown  more  pragmatism  than 
his  predecessors— and  may  do  so  again.  That  may  include  giv- 
ing Hong  Kongers  a  measured  dose  of  democracy.  Indeed, 
some  Chinese  officials  are  now  talking  privately  about  com- 
promises. Surprised  by  the  depth 
of  anti-Tung  feeling,  Beijing  has 
been  sending  more  of  its  own 
people  to  Hong  Kong.  While  Bei- 
jing hard-liners  oppose  conces- 
sions to  the  democrats,  some 
Chinese  emissaries  are  more  ac- 
commodating, says  Allen  Lee, 
former  chairman  of  the  pro-busi- 
ness Liberal  Party  and  now  a 
Hong  Kong  representative  to  the 
National  People's  Congress. 
"They  are  looking  for  a  way  out 
of  this  jam,"  says  Lee,  who  says 
he  has  met  with  the  Chinese 
emissaries.  "Some  kind  of  re- 
form is  coming."  One  idea:  Al- 
low a  direct  election  for  the  chief 
executive  in  2007,  but  only  after 
a  committee  of  pro-government 
Hong  Kong  people  vets  the 
candidates. 

Some  of  the  city's  elite  still  be- 
lieve these  experiments  won't 
happen.  Democrats  "think  that 
by  putting  enough  people  on  the 
street,  they  can  get  what  they  want,"  says  Shiu  Sin-por,  execu- 
tive director  of  the  One  Country  Two  Systems  Research  Insti- 
tute, a  pro-government  think  tank.  "Beijing  will  be  very  con- 
servative." That's  certainly  the  instinct  of  many  in  the  Chinese 
leadership.  But  with  Hong  Kong  more  politicized  than  ever, 
stiff-arming  the  democrats  may  not  be  a  viable  strategy.  ■ 
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A  key  goal: 
Direct 
election  of 
the  chief  exec 
in  2007 
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an  India  Parlay  Its 
3rosperity  Into  Power? 


LL  EYES  WERE  ON  ISLAMABAD  in  early  January,  when  Pakistan 
resident  Pervez  Musharraf  and  Indian  Prime  Minister  Atal 
ihari  Vajpayee  met  for  the  first  time  in  more  than  two  years— 
nd  agreed  to  begin  talks  to  resolve  their  50-year-old  dispute 
^er  the  territory  of  Kashmir.  The  thaw  between  the  region's 

iclear  powers  capped  a  three-day  aside  old  border  differences  with  China, 

immit  involving  seven  South  Asian  talk  trade,  and  assuage  Muslim  discomfort 

itions,  which  also  produced  a  decision  to  over  India's  new  friendship  with  Israel.  He 

•eate  a  free-trade  zone  in  2006  in  a  bid  to  has  also  signed  a  free-trade  deal  with 


ing  greater  prosperity  to  the  region. 
The  peace  and  trade  moves  are  part  of  a 
uch  wider  effort  by  Vajpayee  to  reassert 

^dia's  role  both  in  South  Asia  and  on  the 

obal  stage.  For  the  decades  of  the  Cold 

rar,  India  adopted  the  Soviet-style 

:onomic  system  and 

Sieved  itself  to  be  the 

ader  of  the  nonaligned 

itions.  Then,  in  the 

990s,  finding  itself 

early  bankrupt,  it 

egan  to  liberalize  its 

:onomy  and  tilt  more 

olitically  toward  the 

.S.  Since  September  11, 

001,  India  has  been 

laying  a  nuanced 

iplomatic  game. 

ajpayee  has  squarely 

Hied  India  with  the 

I.S.  to  fight  terrorism 

nd  is  building  defense 

es  with  Washington 

nd  Tel  Aviv.  At  the 

ame  time,  he  is  using 

is  country's  emerging 

conomic  clout— India's  economy  is  one 

f  the  world's  fastest-growing— to 

evelop  trade  ties  with  new  partners,  as 

/ell  as  ease  political  tensions  with 

eighbors. 

liplomatic  Flurry 

£  A  RESULT,  Vajpayee  has  both  kept  the 
J. S.  as  an  ally  while  reaffirming  ties  to 
egimes  that  are  not  always  in 
Washington's  camp.  A  major  diplomatic 
rip  by  Vajpayee  last  year  included  stops  in 
leijing,  Moscow,  Tehran,  and  Damascus, 
le  has  been  using  these  missions  to  set 


NEW  TALKS 

Vajpayee  and 
Musharraf 


Thailand  and  indicated  that  India  would 
like  to  join  the  Association  of  South  East 
Asian  Nations  trading  bloc.  "Vajpayee 
wants  to  build  more  influence  for  India 
regionally  and  geopolitically,"  says  Brahma 
Chellaney,  professor  of  security  studies  at 
New  Delhi's  Centre  for 
Policy  Research. 

Rewards  and  Risks 

MUCH  IS  at  stake.  India 
has  a  200  million-strong 
Muslim  population,  and 
a  history  of  discord. 
Keeping  good  relations 
with  the  Middle  East— 
where  3  million  Indian 
nationals  work  and  send 
$4  billion  in  remittances 
home  every  year— is 
important  to  keeping 
internal  religious  peace. 
India  also  depends  on  imports  for  70%  of 
its  oil  and  is  looking  to  Iran,  Russia,  and 
Central  Asia  to  fulfill  its  increasing  energy 
demands.  Encouraged  by  New  Delhi, 
Indian  businesses  are  also  looking  for 
new  export  markets  for  their  high-tech 
services  and  low-cost  engineering 
products. 

Of  course,  Vajpayee's  moves  are  fraught 
with  risk,  especially  the  talks  with  Pakistan 
in  February.  Past  efforts  at  negotiation 
have  foundered:  War  almost  broke  out  in 
2002.  One  danger  is  the  weak  position  of 
Musharraf,  who  recently  suffered  two 
assassination  attempts.  Even  so,  Vajpayee, 
78,  seems  determined  to  create  a  legacy  of 
peace,  and  lead  India's  most  sustained 
diplomatic  offensive  in  decades.  ■ 

-By  Manjeet  Kripalani  in  Bombay 


GLOBAL 
WRAPUP 

LONDON'S  MAYOR  IS 
BACK  IN  LABOUR'S  FOLD 

TONY  BLAIR  took  a  big  bite  of 
humble  pie  on  Jan.  6  when  he 
gave  the  green  light  for 
maverick  London  Mayor  Ken 
Livingstone  to  be  readmitted  to 
the  Labour  Party.  Livingstone 
was  booted  out  in  2000  when 
he  was  denied  Labour's 
endorsement  for  mayor  and  ran 
as  an  independent,  trouncing 
Labour's  candidate.  Then,  Blair 
warned  that  Livingstone  would 
be  a  "disaster"  for  London. 
Now  he  says  he  was  wrong. 

Livingstone's  biggest  success 
has  been  his  scheme  to  charge 
fees  to  drivers  in  central 
London,  which  has  reduced 
congestion.  He  is  the  odds-on 
favorite  to  win  this  June's 
mayoral  election,  and  Blair 
probably  figured  it  was  better  to 
bring  him  back  now  rather  than 
lose  to  him  again. 

A  TIGHT  SPOT  FOR 
GEORGIA'S  NEW  LEADER 

THE  LANDSLIDE  victory  of  37- 
year-old  Mikhail  Saakashvili  in 
Georgia's  presidential  election 
on  Jan.  4  is  a  ray  of  hope  for 
most  Georgians.  The  U.S.- 
educated  lawyer  has  promised 
to  kick-start  economic  reform 
and  strengthen  Georgia's  ties 
with  the  West. 

But  his  victory  involves  risks 
as  well  as  opportunities.  It  is 
causing  unease  in  Russia,  which 
has  backed  separatists  in 
Abkhazia  and  South  Ossetia,  two 
enclaves  occupied  by  Russian 
troops.  In  the  wake  of  his  victory, 
Saakashvili  has  stressed  the 
importance  of  friendship  with 
Russia  as  well  as  the  West, 
retreating  from  his  earlier  anti- 
Russia  rhetoric.  But  he  will  need 
to  tread  carefully  to  avoid 
tensions  with  Moscow.  If 
relations  between  Russia  and 
Georgia  deteriorate,  that  would 
be  a  headache  for  the  U.S.,  which 
backs  the  newly  elected  leader. 
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What's  Beyond  for 
Bed  Bath  &  Beyond? 

The  retailer  is  pursuing  rapid  expansion, 
but  that  could  strain  its  winning  formula 


IN  A  LOW,  UNADORNED,  YELLOW 
brick  building,  around  the  bend 
from  a  stretch  of  middle-class 
homes  in  suburban  Union,  N.J.,  sits 
the  headquarters  for  Bed  Bath  & 
Beyond  Inc.  A  single  small  sign 
lists  the  home-furnishings  retailer 
as  one  of  the  building's  several  tenants. 
To  find  the  actual  entrance,  you  have  to 
drive  around  back. 

That's  typical  of  a  chain  where  the  style 
is  aggressively  low-key.  CEO  Steven  H. 
Temares  and  co-founders  Warren  Eisen- 
berg  and  Leonard  Feinstein  rarely  give  in- 
terviews. They  also  don't  like  to  pose  for 
photos,  speak  at  conferences,  or  accept 
awards.  Their  quarterly  conference  calls 
with  analysts  often  last  only  15  minutes, 
after  which  they  skip  the  usual  question- 
and- answer  time. 

But  then,  you  can  afford 
to  keep  mum  when  your 
numbers  speak  so  elo- 
quendy.  The  retailer  rang 
up  $3.7  billion  in  sales  in 
fiscal  2002,  which  ended 
last  February.  That  figure 
is  expected  to  climb  22% 
this  fiscal  year,  to  $4.5  bil- 
lion. Meanwhile,  2002  op- 
erating profit  jumped 
39%,  to  $480  million,  and 
double-digit  gains  are  ex- 
pected again  this  year  and  ■ 
next.  In  fact,  in  December,  W 
when  competitors  such  as 
Pier  1  Imports,  Target,  and 
Wal-Mart  Stores  were 
warning  of  weak  Christ- 


mas trends,  Bed  Bath  &  Be- 
yond raised  its  earnings  es- 
timate for  the  year  to  $1.27 
a  share,  from  $1.25.  Ifs  a 
performance  that  earned 
Bed  Bath  &  Beyond,  with 
569  locations,  the  No.  12 
slot  on  the  BusinessWeek  50 
ranking  of  top-performing 
companies. 

Bed  Bath  &  Beyond  became  a  big 
chain,  in  large  part,  by  operating  like  a  lit- 
tle one.  It  has  been  vigilant  about  catering 
to  local  tastes  to  draw  in  customers.  Man- 
hattan stores,  for  instance,  are  now  be- 
ginning to  stock  wall  paint.  But  you  won't 
find  it  in  suburban  stores,  where  cus- 
tomers are  well-served  by  home-im- 
provement giants  like  Home  Depot  Inc. 


The  Best  Performers 
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In  Bed  Bath's  style  of  retailing,  in  f 
store  managers  pick  70%  of  their  c 
merchandise.  That  fierce  local  focus 
helped  the  chain  evolve  from  one  that  1 
gan  by  selling  little  more  than  liner 
into  one  that  can  stock  everything  fro^ 
picture  frames  to  imported  olive 
And  it  does  so  with  operating  margii 
of  13%,  better  than  smaller  rivals 
as  Pier  1  and  more  than  double 
Mart's.  The  strategy  has  stoked  a  decs 
of  torrid  returns,  with  a  stock  price  thai 
has  risen  fortyfold  since  a  1992  initi^ 
public  offering. 

But  now  some  worry  that  the  chain^ 
quirky  character  may  be  hard  to  maint 

as  it  expands.  "They've  ha| 
an  incredible  run,  and  it  ] 
been  a  wonderful  gro\ 
story.  But  every  opporrunit 
has  its  limits,"  warns  Sa 
ford  C.  Bernstein  &  Co.  i 
lyst  Colin  McGranaha 
who  is  recommending  tha 
investors  sell  the  stock.  Hi 
worries  that  with  a  dearth  1 
prime  locations  for  ne 
stores,  the  chain  will  be  forced  into  le 
lucrative  smaller  markets  or  larger  one 
crowded  with  such  rivals  as  Wal-Ma 
and  Linens  'n  Things  Inc.  Moreover,  ex-j 
pansion  could  threaten  each  location'; 
unique  personality.  That  variation  ha 
been  possible  in  large  part  because  sup  I 
pliers  deliver  direct  to  the  stores.  But  the| 
practice  becomes  unwieldy  as  mor 
stores  are  added. 

All  those  growth  is-i 
sues  must  be  faced  while 
management     is     ii 
transition.  Co-founder 
Eisenberg,  73,  and  Fein- 
stein, 66,  are  now  co- 
chairmen      and      have 
stepped  away  from  day-| 
to-day      managemenLj 
Wrestling  with  the  chal- 
lenges of  growth  whilel 
maintaining  the  spirit  j 
that  has  made  the  com- 
pany a  success  falls  tol 
Temares,  45.  A  lawyer 
without  a  day  of  retail 
experience,  he  joined  the 
chain  in  1992  to  deal] 
with  real  estate.  Temares 

NO  REST 

CEO 

Temares, 
flanked  by  | 
founders 
Eisenberg  j 
(left)  and 
Feinstein 
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or  you  to  improve  your  game? 
Or  is  it  your  goal  to  change  the  game  itself? 


High  performers  are  recognized  not  just  for  reaching 
the  peak,  but  for  staying  there.  To  see  how  we  help 
high-performance  businesses  innovate,  adapt  and 
continue  to  prosper,  visit  accenture.com 

•  Consulting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered 
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CHOCOLATE  RIS 


YES,  THE  NEW  MITSUBISHI  GALANT  GIVES  YOU  G-FORCE 


INDUCING  ACCELERATION.  And  yes,  it  confidently  takes 


on  inclines  that  leave  lesser  sedans  falling  to  the 


FIG.  1:  IT'S  GOT  24  OF  THESE  BAD  BOYS. 


right,  compliments  of  its  24-valve,  3.8L  engine!  But  unlike  a  lot  of  sedans  designed  with 


the  road  in  mind,  this  new  Galant's  also  been  designed  with  real  life  in  mind.  With  interior 


surfaces  custom-engineered  for  stain  resistance  (in  technical  terms,  the  "white  chocolate 


test").  And  smart  air  bags  that  can  tell  the  difference  between  a  real  live  passenger  and  a 


bag  of  groceries,  and  only  deploy  when  there's  a  grown-up  in  the  passenger  seat*  So  get 


behind  the  wheel  of  a  new  Galant.  Open  up  a  candy  bar. 


Then  find  the  nearest  straight  stretch  of  road  and  open 


up  the  Galant.  Need  more?  Go  to  mitsubishicars.com.  fig.  2-  bring  on  the  chocolate' 


m! 


FIG.  3  DO  YOU  KNOW  WHERE 
YOUR  FUEL  OOOR  IS? 


idle  on  LS  and  GTS  models  Base  model  Galant  OE.  standard  with  2  4L  MIVEC  engine  'Right  front  air  bag  will  deploy  if  sensor  detects  more 
than  66  lbs  of  weight  on  the  fron'  passenger's  seat  Place  infant  in  rear-facing  infant  seat  in  rear.  Always  transport  children  up  to  12  years  in  the  rear 
seat  with  appropriate  child  restraints  Always  buckle  safety  belt.  Keep  at  least  10"  between  center  of  the  Iront  air  bag  and  your  breastbone  Sit  well  back 
and  upriu'  I  m  or  door  "2004  Galant  DE  starling  at  $17,997  MSRP  2004  Galant  GTS  shown,  $25,977  MSRP  Prices 

exclude  $595  destination 'handling  (Alaska  $720),  tax,  title,  license,  etc.  Vehicle  availability  may  vary.  Actual  prices  set  by  retailers.  1 •888-MITSU-2004 


INTRODUCIN 


CRUSHING  TORQUE 
ISTANT  SEATS. 
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DE'S  THE  FUEL  DOOR  ON?  Did  I  turn  off  my  lights?  Do  I  have  to  close  the  power  windows  before  I  take  out  the  keys?  In  the  Galant.  you  don't  have  to  remember  stuff 
Because  the  Galant  remembers  for  you.  With  an  indicator  mat  shows  where  the  fuel  door  is.  A  sensor  that  turns  off  your  headlights  if  you  forget.  And  a  power  reserve 
you  close  the  windows  with  the  key  out.  Chances  are.  you've  got  enough  on  your  mind.  Thanks  to  Mitsubishi's  real -world  problem  solving,  the  Galant  won't  add  to  it. 


i:  H  si  ~*  J^r'-^ 


HE  2004  GA L A N T  starting  under  $18,000" 


MITSUBISHI 
MOTORS 
wake  up  and  drive 


orooration  Strategies 


was  reluctant  at  first.  He  came  back 
six  times  for  interviews  before  tak- 
ing the  job.  It  turned  out  to  be  a 
good  fit;  by  1997,  he  was  running  all 
of  operations.  Director  Klaus  Ep- 
pler  says  that  when  the  board  con- 
sidered him  for  CEO,  his  manage- 
ment skill  was  a  big  plus.  "Steve  is 
very  good  on  detail,"  he  says. 

He'll  have  to  be  to  achieve  his 
goal  of  expanding  to  1,050  stores 
over  the  next  few  years.  A  self-criti- 
cal type  who  speaks  so  quickly  he 
sometimes  trips  over  his  own  ^^ 
words,  Temares  has  already  made 
some  important  moves.  When  he  joined 
in  1992,  Bed  Bath  operated  with  only  a 
single  personal  computer.  Now  its  infor- 
mation systems  reach  every  store  and  are 
serviced  by  a  staff  of  more  than  160. 
Temares  has  also  begun  the  company's 
first  vendor  compliance  rules,  which  pe- 
nalizes them  for  incomplete  or  late  ship- 
ments. In  addition,  he's  working  on  lo- 
gistics. While  some  suppliers  still  ship 
direct,  Temares  is  encouraging  central- 
ized shipping  for  some  widely  sold  goods. 
He  also  added  three  independent  board 
members  last  year  to  a  group  criticized 
for  its  close  ties  to  management. 

DEVOTED  APOSTLE 

TEMARES  BRUSHES  AWAY  criticism  that 
finding  the  real  estate  to  expand  profitably 
may  be  hard.  He  say  the  company  has 
identified,  not  just  by  town  but  by  inter- 
section, where  it  wants  every  additional 
store  to  go.  He  is  also  expanding  existing 
stores  where  the  market  warrants  it.  Of 

RETAILING 


Growth 
Story 

Steven  Temares,  the  new 
CEO  at  Bed  Bath  & 
Beyond,  inherits  a 
formidable  record  of 
growth.  Can  he  keep 
things  humming  as  the 
chain  doubles  in  size? 


+3,980% 

Rise  in  stock  price 
since  1992  IPO 

+30.3  % 

5-year  annualized 
earnings  growth 


+85  % ' 

Planned  increase  in 
number  of  stores 


Data:  Bloomberg  Financial 


his  roughly  19  million  square  feet  of  retail 
space  he  estimates  12  to  14  million  could 
be  profitably  expanded. 

But  this  is  no  revolution.  Indeed  there 
seems  to  be  no  more  devoted  apostle  of 
the  founders  of  the  chain  than  Temares. 
Eisenberg  and  Feinstein  started  Bed 
Bath  with  two  stores  in  1971,  just  as  "big 
box"  retailing  was  catching  on.  But  they 
were  also  savvy  enough  to  keep  manage- 
rial peace  by  instituting  a  division  of  la- 
bor as  the  chain  grew.  For  the  most  part, 
Eisenberg  stuck  to  merchandising, 
while  Feinstein  focused  on  everything 
else.  "Maybe  that  separation  helped," 
says  Ron  Eisenberg,  Warren's  son,  who 
is  now  a  retailer  in  his  own  right  (box). 
"I  marvel  at  their  relationship.  The  cul- 
ture they  created  at  the  company  is  al- 
most an  outgrowth  of  how  they  are  with 
each  other,  their  mutual  respect."  In  fact, 
no  one  can  remember  ever  seeing  the 
two  men  fight. 

Even  after  they  brought  the  company 


Like  Father.  Like  Son 


public,  they  continued  to  play 
their  own  rules.  Bed  Bath  avoicB 
most  advertising  in  favor  of  dire 
mail.  That  helps  keep  prices  lo 
compared  with  department  store 
Managers  are  always  promote 
from  within— even  experience 
ones  start  on  the  floor,  so  they  ca 
learn  the  culture.  The  chain  has  n 
debt  and  until  this  year  hadr 
done  an  acquisition.  "We  run  tl 
company  the  same  way  today  ; 
when  we  were  private,"  saj 
Eisenberg.  "When  we  were  priva 
we  didn't  plan  the  profits.  We  ju 
did  everything  we  thought  was  righj 
and  the  profits  were  always  there 
still  do  everything  that  we  think  is  righj 
long  term  and  short  term,  and  it  com 
out  right." 

FORAY  INTO  ACQUISITIONS 

TODAY  EISENBERG  AND  Feinstein  foe 
on  strategy  rather  than  operations.  In  xh\ 
last  two  years  they  negotiated  the  pur| 
chase  of  two  small  chains.   Harmoi 
Stores  Inc.,  a  health  and  beauty  retailer,  i 
already  being  brought  into  some  Bee 
Bath  stores.  Christmas  Tree  Shops,  a  24{ 
store  chain  that  sells  closeout  and  disj 
counted  products  year-round,  is  likely  tc| 
be  expanded  on  its  own.  Maintaining 
growth  will  be  tough,  but  it's  hard  to  ar  I 
gue  with  the  company's  track  record  oil 
management's    unabashed    optimism  f 
"The  opportunities  are  all  ahead  of  us,"  ] 
says  Temares.  A  bold  promise  he  just 
might  keep.  ■ 

-By  Nanette  Byrnes  in  Union,  NJl 


buy  buy  BABY 


Walk  into  one  of  the  seven 
buybuyBABY  stores  in  the 
mid-Atlantic  region,  and 
you  could  be  forgiven  for  a 
sense  of  deja  vu:  The  floor- 
to-ceiling  shelves  crammed  with 
merchandise,  the  racetrack  layout,  the 
variety  of  everything  from  Winnie-the-Pooh 
lamps  to  size  2T  jackets,  and  those 
checkout  lines  that  actually  move.  If  it  all 
reminds  you  of  Bed  Bath  &  Beyond,  there's 
good  reason.  This  baby-goods  store  is  the 
brainchild  of  Jeffrey  and  Richard  Feinstein, 
sons  of  Bed  Bath  &  Beyond  Inc.  co-founder 
Leonard  Feinstein.  Both  worked  at  the 
mother  ship  until  1995,  when  Richard-then 
a  new  dad-realized  there  wasn't  a  Bed  Bath 


&  Beyond-type  store  for  new  parents.  So  he 
and  his  brother  started  one.  "The  way  we 
grew  up,  retail  is  in  the  blood,"  says  Jeffrey, 
who  remembers  preparing  daily  deposit 
slips  and  cleaning  store  bathrooms  as  a  kid. 

The  apple  fell  close  to  the  tree  for  the 
Eisenbergs,  too.  Warren's  son  Ron  worked  at 
Bed  Bath  for  15  years  before  striking  out  to 
start  an  emporium  for  foodies,  Chef  Central. 
Its  two  suburban  New  York  stores  offer 
gourmet  food,  upscale  kitchenware,  and  live 
cooking  presentations.  "It  has  been  an 
unbelievable  school,"  says  Ron,  who  also 
worked  at  Bed  Bath  while  growing  up. 

So  why  didn't  the  kids  stay  in  the  family 
business?  Eisenberg  and  Feinstein  decided 
early  on  that  to  keep  the  peace,  none  of  their 
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IN  NEW  YORK:  Borrowing  from  Bed  Bath 


children  would  ever  run  the  chain.  "I  don't 
want  to  say  this  kid  is  smarter  than  this  kid, 
my  kid's  smarter  than  your  kid,"  says 
Eisenberg.  "Then  you  don't  have  a  family.  We 
wanted  a  family,  and  we  wanted  a  business." 
Feinstein  nods  in  agreement:  "There's  no 
such  thing  as  constructive  criticism  of 
someone  else's  child." 

-By  Nanette  Byrnes 
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PURSUE  A  BETTER  RETURN  ON  YOUR 
OUTSOURCING  DECISION." 


FIDELITY 

WORKPLACE 

SERVICES* 


Defined  Benefit 
Health  &  Welfare 
Defined  Contribution 
Human  Resources 
Stock  Plans 
Payroll 


Your  HR/benefits  outsourcing  decision  should  be  measured  against  two  critical 
benchmarks  -  exceptional  employee  service  and  an  improved  bottom  line. 
So  selecting  a  provider  who  understands  performance  is  essential.  For  solutions 
based  on  state-of-the-art  technology,  superior  service  and  financial  expertise, 
visit  us  today  at  fidelity.com/workplace  or  call  Joe  Dattilo  at  866.733.1033. 
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COVER STORY 


BY  RONALD  GROVER  AND  TOM  LOWRY 

ive  stories  above  the  frenzied  Twentieth  Cen- 
tury Fox  studio  lot  near  Los  Angeles,  Rupert 
Murdoch  eases  back  in  a  leather  sofa  to  reflect 
for  a  moment.  A  bank  of  TV  sets  flickers  near- 
by. "I  am  a  blessed  man  these  days,"  says  the 
72-year-old  News  Corp.  chairman,  looking  as 
fit  as  ever  in  a  French-blue  shirt  sans  tie.  After 
all,  Murdoch  has  beaten  prostate  cancer— in 
remission  now  for  three  years.  His  two  sons, 
Lachlan,  32,  and  James,  31,  hold  top  positions 
in  the  company,  and  daughter  Elisabeth,  35, 
may  soon  rejoin.  So  someone  named  Murdoch  is  clearly  in  the 
wings  to  succeed  him  one  day.  Right  on  time  for  a  late  breakfast 
of  fruit  salad,  Murdoch's  third  wife,  model-thin  Wendi,  35,  ar- 
rives with  their  2-year-old  daughter,  Grace,  a  cherub  in  a  man- 
darin-collar dress.  (A  second  girl,  Chloe,  was  born  to  the  couple 
in  July.)  And  Murdoch  is  just  days  away  from  departing  for  a 
two-week  vacation  in  his  native  Australia,  where  he'll  visit  his 
95-year-old  mother,  Dame  Elisabeth.  On  this  sun-scorched  Cal- 
ifornia morning,  Murdoch  is  on  top  of  the  world. 

Yet  Murdoch  is  feeling  blessed  by  so  much  more.  He  just  re- 
ceived a  phone  call  from  his  top  Washington  lobbyist,  Michael 
Regan,  with  news  that  federal  regulators  were  set  to  announce 
their  approval  later  that  day,  Dec.  19,  of  News  Corp.'s  $6.8  bil- 
lion acquisition  of  a  controlling  interest  in  DirecTV.  The 


-. 


agency's  move  would  give  Murdoch  the  missing  link  in  Ne^ 
Corp.'s  worldwide  satellite  distribution  system,  creating  the  tr  f 
ly  global  media  empire  he  has  dreamed  about  for  years.  All  thi 
and  his  company  is  more  financially  sound  than  ever.  Still,  Mu 
doch  characteristically  downplays  his  jubilation.  "Don't  won 
We  don't  want  to  take  over  the  world,"  he  says  with  a  wic 
smile  across  his  creased  face.  "We  just  want  a  piece  of  it." 


Potent  Mix 


THE  SUN  NEVER  SETS 
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THAT  SAME  SMILE,  THE  ONE  that  warms  Wendi  and  Grac  i 
sends  chills  halfway  around  the  world,  from  Hollywood  to  Ne  ifa 
York  and  beyond.  Capturing  a  34%  stake  in  DirecTV  and  its  1  *■ 
million  subscribers  in  the  U.S.  marks  a  pivotal  turn  in  Mui  t  ' 
doch's  50-year  rise  from  Australian  newspaperman  to  one 
the  world's  most  powerful  executives.  He  will  now  oversee  H£ 
media  empire  with  businesses  that  generate  $30  billion  a  yea  He 
and  reach  into  just  about  every  corner  of  the  world.  That's  big  bft 
ger  than  every  U.S.  media  player  but  Time  Warner  Inc.  The  pi  5.  - 
rate  outsider  from  Down  Under,  who  prints  Bibles  and  at  th  C- 
same  time  favors  bare-chested  women  in  his  London  tabloid  ax 
and  sexy-and-salty  TV  shows,  has  always  been  formidable  as  ion 
publisher  and  TV  programmer.  But  DirecTV  is  the  crown  jewe  me 
for  Murdoch,  giving  him  a  unique  set  of  powers.  No  other  me  it 
dia  company  controls  such  a  potent  mix  of  programming  an<  Mi 
the  means  to  deliver  it  to  households  from  Melbourne  to  Maine  k  i 

"  K 


Murdoch's  worldwide  distribution  footprint  for  satellite  and  cable  systems  (in  red)— including  DirecTV, 
BSkyB,  Sky  Italia,  Star  TV,  Innva,  Sky  Brasil,  Sky  Chile,  Sky  Colombia,  Foxtel,  and  DirecTV  Latin  America 


it, 
pi 
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Vith  the  span  of  assets  he's  assembled,  he 

ares  the  heck  out  of  just  about  everyone," 

ys  Leo  T.  Hindery,  veteran  cable  operator 

d  currently  head  of  Yes  Network,  a  New 

»rk  sports  channel. 

Consider  Murdoch's  domain:  His  satel- 

es  deliver  TV  programs  in  five  continents, 
but  dominating  Britain,  Italy,  and  wide 

raths  of  Asia  and  the  Middle  East.  He  pub- 

hes  175  newspapers,  including  the  New 

<rk  Post  and  The  Times  of  London.  In  the 

S.,  he  owns  the  Twentieth  Century  Fox 

udio,  Fox  Network,  and  35  TV  stations  that 

ach  more  than  40%  of  the  country.  Fox's 

ational  Football  League  broadcasts  on 
iinday  afternoons  are  still  some  of  the  high- 

t-rated  sports  programs  in  the  world.  His 
[ble  channels  include  fast-growing  Fox 
lews,  which  has  zoomed  past  CNN  in  view- 

s,  the  FX  general  entertainment  channel, 
nd  19  regional  sports  channels  that  in  some 
tarkets  outdraw  ESPN  2  to  1.  In  all,  as  many 
;  one  in  five  American  homes  at  any  given 
me  will  be  tuned  into  a  show  News  Corp. 
ther  produced  or  delivered. 

Murdoch's  unprecedented  reach  will  ig- 
ite  a  new  and  decisive  phase  in  the  media 
ars.  Today,  TV  is  delivered  in  three  ways  to 
te  108  million  homes  in  the  U.S.  with  sets: 
ible,  satellite,  and  over-the-air  broadcast, 
ow,  Murdoch  is  girding  for  a  battle  that 
ill  pit  satellite  against  cable  for  supremacy 
i  the  carrier  of  choice— and  in  the  process 
juld  shift  the  balance  of  power  in  the  in- 
ustry  his  way.  Traditionally,  creators  of  TV 
rogramming  battle  for  dominance  against 
lose  distributing  their  shows.  DirecTV 
lakes  Murdoch  a  general  in  both  the  con- 
:nt  and  the  distribution  camps.  "This  is 
'here  Rupert  has  always  wanted  to  be,"  says 
ir  Howard  Stringer,  CEO  of  Sony  Corp.  of 
jnerica,  which  sells  programming  to  Mur- 
och.  "He's  in  an  enviable  position." 

Murdoch  coyly  says  he's  buying  control  of 
)irecTV  to  ensure  that  his  own  channels 
on't  get  stomped  by  the  likes  of  cable-dis- 
ibution  giants  Comcast  and  Time  Warner. 
>ut  it's  the  wily  Murdoch  himself  who  is  set 
3  become  the  more  fearsome  gatekeeper, 
nth  increased  say  about  what  gets  into  peo- 
le's  living  rooms  and  on  what  terms.  He'll 
e  able  to  do  so  in  two  ways:  No  longer  be- 
olden  to  other  distributors,  industry  insid- 
rs  predict,  he  will  drive  down  the  prices  of 
thers'  entertainment  and  sports  program- 
ting.  With  so  many  viewers  hooked  up  to 
)irecTV,  the  argument  goes,  no  programmer 
/ill  dare  risk  getting  kicked  off  his  system,  so 
tieyTl  bend.  At  the  same  time,  he'll  have  leverage  to  force  his  ca- 
•le  and  satellite  rivals  to  carry  his  programs— at  premium  prices. 
Jways  willing  to  wager  big,  Murdoch  will  also  endure  tempo- 
ary  losses  to  gain  share.  A  possible  tactic:  giving  away  $300 
•ersonal  video  recorder  set-top  boxes  to  lure  cable  subscribers  to 
)irecTV,  a  maneuver  similar  to  one  he  used  in  Britain  in  the  ear- 


SHOWDOWN 

Rupert  Murdoch's 
DirecTV  and  Brian  Roberts' 
Comcast  will  square  off  for 
distribution  dominance. 
Here  are  their  arsenals: 


DIRECTV 

»  The  exclusive  NFL  Sunday  Ticket 
of  out-of-market  games  is  a  big  lure 
for  subscribers 

»  No  sweat  having  to  persuade 
subscribers  to  upgrade  to  a  digital 
service-they're  already  all  digital 

»  Service  can  deliver  international 
programming  from  Rupert's  global 
outlets,  particularly  sports 

»  Has  pricing  power  over 
programmers  and  has  the 
leverage  to  get  premium  prices 
for  his  shows 


COMCAST 

» It  delivers  two-way  technology, 
allowing  for  programming  with 
interactivity  and  Net  access 

»  Can  offer  telephone  service  over 
the  same  system  and  put  it  on  the 
same  bill 


» It's  buying  up  regional  sports 
rights  in  local  markets— perhaps  the 
building  blocks  for  a  national  sports 
channel 

»  Has  more  bandwidth  to  offer 
high-definition  channels  and  not 
eat  up  too  much  capacity 


ly  1990s  when  he  handed  out  digital  boxes 
free  to  vanquish  cable  foes  there. 

Not  since  newspaper  magnate  William 
Randolph  Hearst  in  the  first  half  of  the  20  th 
century  has  one  man  had  such  means  to 
shape  mass  media.  Murdoch  dismisses  this 
notion,  saying:  "Sometimes  I  get  too  much 
credit."  But  there's  no  denying  Murdoch  has 
become  the  poster  boy  for  all  that  is  bad  about 
Big  Media.  For  one  thing,  the  Oxford- educat- 
ed Murdoch  loves  to  tweak  the  cultural  Es- 
tablishment, using  his  scale  to  push  tawdry 
programming  out  to  the  masses.  His  tabloids 
regularly  feature  scantily  clad  starlets  and 
sensationalist  crime  stories,  and  his  TV 
shows  have  cornered  the  low-brow  market 
with  their  attack  dogs  and  fat  nances. 

What  worries  his  critics  far  more  is  that 
Murdoch  is  not  shy  about  using  his  media 
outlets  to  pursue  agendas,  whether  they're 
politically  conservative  causes  or  his  own 
business  interests.  Now  his  audience  will  be 
much  greater.  Murdoch  would  deny  he's  a 
right-winger,  and  many  conservatives  say 
such  rivals  as  CNN  and  network  news  shows 
are  liberal  outlets.  But  there's  little  doubt  that 
he  has  made  Fox  News  a  soapbox  for  a  col- 
lection of  shrill,  right-of-center  commenta- 
tors like  Bill  O'Reilly  and  Sean  Hannity.  Cov- 
erage on  Fox  and  in  the  New  York  Post  during 
the  Iraq  war  was  widely  criticized  for  being 
outright  jingoistic  and  for  eschewing  the 
usual  journalistic  distance. 

Still,  Murdoch  is  not  above  reversing  his 
positions  to  boost  business.  In  his  most  fa- 
mous about-face,  he  stripped  the  outspoken 
British  Broadcasting  Corp.  from  his  Star 
satellite  network  in  China  in  1994  after  Chi- 
nese complaints,  replacing  it  with  Chinese- 
language  films.  He  also  had  his  Harper- 
Collins book  unit  publish  a  biography  by 
Deng  Xiaoping's  youngest  daughter,  Deng 
Rong,  in  a  move,  some  critics  say,  to  curry  fa- 
vor with  Communist  leaders. 


Slugging  It  Out 

NO  ONE  HEARS  the  coming  battle  cry  more 
loudly  than  Brian  Roberts,  CEO  of  Comcast 
Corp.,  the  country's  No.  1  cable  system— with 
plenty  of  market  muscle  of  its  own.  Right 
now,  cable  has  an  important  advantage,  of- 
fering high-speed,  two-way  Net  access,  even 
phone  capability.  Satellite  is  still  mostly  a 
one-way  service.  Murdoch  understands  that 
edge  all  too  well.  Had  he  moved  into  satellite 
in  the  U.S.  earlier,  perhaps  "cable  wouldn't 
have  made  those  investments  and  would  have  been  more  vul- 
nerable," concedes  Murdoch.  Now  both  systems  are  scrambling 
to  be  big  players  in  hot  new  consumer  technologies  like  the  dig- 
ital video  recorder  (DVR),  high-definition  TV,  and  a  host  of  giz- 
mos that  are  making  home  entertainment  the  new  media  fron- 
tier. As  cable's  foremost  rival,  Murdoch  secures  himself  a  seat  at 
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the  table  as  everyone  from  TV-equipment  makers  to  sports 
leagues  to  Hollywood's  most  powerful  moguls  slugs  it  out  for 
consumers'  loyalties.  His  new  power  is  also  likely  to  spur  further 
consolidation  among  cable's  smaller  players  scurrying  for  shel- 
ter from  the  big  guns. 

Murdoch's  new  power  isn't  absolute,  however— not  yet.  To 
get  approval  for  the  deal,  Murdoch  agreed  to  play  fair.  The  Fed- 
eral Communications  Commission  had  already  banned  large 
cable  operators  from  discriminating  against  rival  programmers, 
and  Murdoch  volunteered  to  follow  those  rules.  That  means  he 
can't  muscle  shows  off  DirecTV.  And  he  must  submit  to  arbi- 
tration if  cable  operators  accuse  him  of  using  his  most  popular 
channels  as  bargaining  tools,  much  as  he  did  last  year  when  he 
yanked  Fox  Sports  off  the  air  in  some  Time  Warner  Cable  mar- 
kets in  a  contract  dispute.  Similarly,  his  Fox  unit  forced  RCN 
Corp.,  a  small  Princeton  (N.J.)  outfit  that  competes  with  cable 
and  phone  operators,  to  take  Fox  Sports  Espanol  in  Boston  in 
order  to  get  Fox's  The  Simpsons  and  NFL  football.  The  problem? 
RCN  had  no  Spanish-speaking  customers  on  its  Boston  system, 
says  John  Murawski,  director  of  programming  for  RCN. 

But  the  restrictions  are  temporary:  They  expire  in  six  years, 
when  Murdoch  figures  he'll  have  6  million  more  subscribers. 
The  rules  are  "Band-Aids  in  several  places,"  wrote  FCC  Com- 
missioner Michael  J.  Copps  in  his  dissenting  opinion,  arguing 
that  the  DirecTV  approval  was  "putting  too  much  power  in  one 
conglomerate's  hands."  Anyway,  Murdoch  will  probably  find 
ways  to  gain  advantage— he  always  has.  "Rupert  loves  those 
loopholes,"  says  Viacom  ex-CEO  Frank  J.  Biondi.  "If  he  and  his 
lawyers  can  find  one,  he's  going  to  use  it" (table,  page  60). 


Even  before  Murdoch  got  the  nod,  Big  Cable  w 
preparing  for  his  juggernaut.  "[Rupert]  has  broadca 
news,  sports,  movies,  cable  channels,  and  now  distrib 
v  tion.  You'd  have  to  be  crazy  to  not  take  that  seriousb 
says  Comcast's  Roberts.  "That's  going  to  cause  a  lot 
people  to  reassess  their  businesses."  The  44-year-old  c 
ble  boss  recently  struck  an  important  deal,  locking  tl 
bevy  of  must-have  Viacom  channels,  such  as  MTV  ai 
Nickelodeon,  into  his  21  million-subscriber  system  for 
long  as  five  years.  What's  more,  the  deal  also  gives  hi 
Viacom  programming  for  Comcast's  growing  video-o 
demand  (VOD)  business,  a  service  that  could  help  cab 
hold  on  to  its  customers. 


Family  Business 

IN  THE  14  MONTHS  SINCE  Comcast  closed  its  $54  bi 
lion  acquisition  of  AT&T  Broadband,  Roberts  has  pU 
sued  decidedly  Murdochian  maneuvers  of  his  own:  F 
has  held  firm  on  fees  for  pricey  cable  channels,  won  fi 
vorable  deals  for  equipment,  and  even  begun  to  pressui 
Hollywood  to  blow  apart  its  long-standing  movie-releas 
formula  so  he  can  get  movies  ahead  of  video  stores  an 
sell  them  over  cable.  Murdoch  clearly  has  more  pre 
gramming,  but  Roberts  is  already  working  to  bulk  up  th 
content  side  of  his  empire,  partnering  with  Radio  One  t 
launch  a  new  channel  targeting  African  Americans  an' 
snapping  up  TechTV  to  cater  to  video  gamers.  And  o 
Dec.  2,  he  struck  a  deal  with  Chicago's  major  sport 
teams— the  Bulls,  Cubs,  White  Sox,  and  Blackhawks- 
create  a  new  sports  channel,  leaving  Murdoch's  Fo 
Sports  Chicago,  a  partnership  with  Cablevision  System 
Corp.,  without  its  biggest  draws. 

It's  all  hardball  for  these  two  men,  both  of  whom  ar 
second-generation  scions  who  sit  atop  family-controlled  bus 
nesses.  Both  would  rather  eat  glass  than  lose.  In  their  off  hour? 
Roberts  swats  away  opponents  in  national  squash  tournament; 
while  Murdoch  lets  off  steam  boxing  with  a  personal  trainer. 

Yet  the  Aussie-turned-U.S.-citizen  has  been  warming  up  fo 
this  fight  with  cable  for  far  longer.  Look  no  further  than  Britaii 
to  see  how  Rupert  will  be  able  to  use  his  trifecta  of  pricing  pow 
er,  programming  clout,  and  indifference  to  losses  to  level  hi: 
competitors.  Starting  in  1989  with  four  channels  and  films  fron 
only  half  the  Hollywood  studios,  Murdoch  eventually  took  i 
controlling  interest  in  British  Sky  Broadcasting  Group.  He  pro 
ceeded  to  spend  heavily  on  BSkyB,  at  one  point  losing  $1  billior 
to  roll  out  digital  boxes,  giving  viewers  more  than  400  channel; 
and  the  ability  to  shop  or  gamble  over  the  telly,  and  even  choost 
camera  angles  for  key  sporting  events.  The  Brits  ate  it  up:  To- 
day, BSkyB  has  more  than  7  million  subscribers,  or  about  30% 
of  Britain's  25  million  TV  homes. 

It  wasn't  long  before  BSkyB's  success  helped  to  crush  iti 
largest  cable  competitors,  forcing  one  to  liquidate  and  the  othei 


IN  BRITAIN  IT  TOOK 
MURDOCH'S  BSKYB 
LITTLE  TIME  TO  CRUSH 
CABLE  RIVALS 
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two  into  financial  restructurings.  The  cable  companies  didn't 
help  themselves  by  spending  lavishly  in  the  face  of  the  competi- 
tion, but  Murdoch's  newspapers  also  heavily  promoted  BSkyB, 
says  Adam  Singer,  former  CEO  of  Telewest  cable.  "Competing 
against  them  is  like  running  an  800-meter  race  every  day  and  al- 
ways getting  the  outside  track,"  he  says.  What's  more,  die  hefty 
prices  BSkyB  charged  its  cable  rivals  for  sports  and  movies  con- 
tributed "in  some  measure"  to  the  cable  operators'  woes,  as  Bar- 
clay Knapp,  former  chairman  of  NTL  Inc.,  told  local  newspapers. 
Knapp  didn't  reply  to  phone  requests  for  an  interview. 

Now,  Murdoch  will  get  a  chance  to  repeat  that  performance 
in  the  U.S.  Of  course,  American  cable  outfits  are  formidable,  but 
now  Murdoch  has  a  strong  hand.  Suppose  Time  Warner  wants 
to  raise  the  78<t-per-subscriber  monthly  fee  it  gets  from  DirecTV 
to  carry  its  popular  TNT  channel.  To  squeeze  those  pennies  out 
of  Murdoch,  the  media  giant  may  have  little  choice  but  to  cough 
up  more  than  the  30<t  Time  Warner  Cable  pays  News  Corp.  for 
its  FX  Networks.  On  the  news  channel  front,  a  big  fight  is  like- 
ly to  erupt  when  highly  rated  Fox  News  begins  to  push  for  a  fee 
comparable  to  the  38$  that  Time  Warner's  CNN  commands, 
says  CIBC  Worldwide  analyst  Michael  Gallant.  Murdoch  won't 
comment  on  that,  but  he  will  surely  press  other  programming 
companies  to  cut  fees.  "We've  inherited  a  lot  of  charges  at  Di- 
recTV that  are  outrageous,"  says  Murdoch.  "If  [programmers] 
want  us  to  carry  their  channels,  they  are  going  to  have  to  prom- 
ise they  can  get  an  audience." 


Churning  Out  Hits 

HACKING  AWAY  AT  HIGH  COSTS  will  only  benefit  an  already  ro- 
bust News  Corp.  Less  than  a  decade  after  nearly  losing  his  debt- 
loaded  company  to  his  bankers,  Murdoch's  empire  is  among  the 
media  world's  healthiest  outfits.  Its  stock  is  up  38%  in  the  past 
year,  to  about  $36.  Also  in  its  most  recent  year,  the  company  re- 
ported net  earnings  of  $1.1  billion,  a  70%  increase,  on  revenues 
of  $175  billion.  That's  not  including  sales  from  companies  in 
which  it  has  minority  stakes,  such  as  BSkyB  and  DirecTV,  bring- 
ing total  revenues  to  more  than  $30  billion.  The  movie  studio  is 
churning  out  hits  like  X2:  X-Men  United  and  the  budget  Bend  it 
Like  Beckham  that  are  selling  well  on  DVD.  TV  successes  such  as 


I  THE  AUSSIE 
DODGER 

Few  executives  can 
match  Murdoch 
in  the  fine  art  of 
finding  loopholes. 
Some  examples: 

2000  Despite  a  1996  law 
restricting  companies  from 
owning  TV  stations  that  reach 
more  than  35%  of  U.S. 
households,  News  Corp.  pays 
$5.3  billion  in  stock  to  buy 
Chris-Craft's  10  stations, 
exceeding  40%.  A  year  later, 
News  Corp.  wins  a  waiver, 
while  the  FCC  reexamines  its 
35%  cap. 


1985  Aussie  Murdoch  gets 
around  the  FCC's  ban  on 
foreign  ownership  of  U.S. 
TV  stations  when  he  pays 
$1.5  billion  for  six  Metromedia 
stations-and  then 
becomes  a  U.S.  citizen  four 
months  later. 

2002  British  regulators  took 
no  action  after  investigating 
whether  News  Corp.'s  BSkyB 
behaved  anti-competitively  in 
pricing  for  sports  and  movies. 


U- 


MURDOCH'S  EMPIRE  IS  IF 
ROBUST  HEALTH,  WITH 
NEWS  CORP.  STOCK  UP 
38%  SINCE  LAST  YEAR 


The  X-Files,  The  Simpsons,  and  King  of  the  Hill  are  pulling  in  bij 
bucks  in  syndication,  and  earnings  by  News  Corp.'s  cable  chan 
nels  doubled,  to  $430  million,  last  year,  boosted  by  rating: 
spikes  at  Fox  News  and  FX.  Since  the  company  used  cash  anc 
stock  for  DirecTV,  its  debt  remains  at  about  $9  billion. 

Such  health  gives  Murdoch  flexibility  to  invest  in  DirecTV 
His  plan  is  to  add  1  million  subscribers  a  year,  using  technolo 
gy  as  the  lure.  That  challenge  falls  to  Chase  Carey,  a  former  col- 
lege rugby  player  and  onetime  News  Corp.  co-chief  operating 
officer.  Murdoch  put  Carey  in  charge  of  DirecTV  when  the  twc 
companies  closed  the  deal  on  Dec.  22.  The  50-year-old  exec 
aims  to  improve  service  and  spend  upwards  of  $1  billion  to  of- 
fer local  TV  in  all  210  markets  by  2008— a  big  selling  point  in 
the  drive  to  lure  customers  away  from  cable,  which  shows  local 
channels  in  every  market.  Using  excess  feeds  from  NFL  games 
on  his  Fox  TV  stations  or  from  reporters  at  Fox  News  Channel, 
DirecTV  will  soon  give  viewers  the  ability  to  choose  their  angle 
at  sports  events  or  create  their  own  video  newsmagazines. 
Murdoch  can  make  such  pledges  because  he  intends  to  buy 
new  DVRs  in  bulk— up  to  20  million  at  a  pop,  says 
Carey,  who  figures  mass  purchases  will  drive  the 
current  $300-per-box  price  to  below  $200. 
Pressed  on  whether  he  would  actually  give  away 
the  boxes,  Murdoch  bristles.  "[EchoStar  Commu- 
nications CEO]  Charlie  Ergen  is  already  giving 
away  some  of  his  boxes.  We  will  be  matching 
him,"  he  says.  "We  can't  have  him  out  there  with  a 
financially  superior  offering."  At  the  moment,  Di- 
recTV offers  the  machines  for  $99,  a  price  that  will ! 
likely  drop,  he  concedes. 

Another  trump  card  for  Murdoch  vs.  cable:  Amer- 


1987  He  sidesteps  an  FCC 
rule  forbidding  movie  studios 
from  owning  a  broadcast 
network  when  he  launches  Fox 
by  eventually  offering  14  hours 
of  weekly  programs-one  hour 
short  of  the  technical  definition 
of  a  network. 

2003  After  the  Indian 
government  began 
investigating  whether  Murdoch 
circumvented  laws  on  foreign 
ownership,  the  mogul  struck  a 
deal  for  an  Indian  publisher 
house  to  buy  a  74%  stake  in  his 
Star  TV  news  channel  there, 
on  the  condition  that  if  laws 
change,  he  would  resume 
majority  control. 


1993  Five  years  after  being 
forced  to  sell  the  New  York  Post 
so  he  could  buy  a  TV  station  in 
the  same  market,  Murdoch 
reacquires  the  bankrupt 
tabloid.  The  FCC  decides  that 
Murdoch's  ownership  is  "pivotal 
to  the  newspaper's  survival." 

2003  Withstands  EU  anti- 
trust probe  that  BSkyB  unfairly 
locked  up  Premier  League 
soccer  games,  but  must  give 
some  games  to  broadcasters. 


58  I  BusinessWeek  I  January  19.  2004 


NEW  CARS 


'04  DVD  Navigation,  leather.  Totally 
loaded,  Chrome  wheels.  Power 
everything,  Priced  to  sell!  Call  today 

55S-6758W 


'04  New!  New!  New! 

Coupe,  Silver  all  the  extras,  chrome 
18"  wheels  Tnptrontc,  CD/Cassette 

Sunroof  ABS,  Keyless  entry  Leather 


'04V-6  Cruise  Control  tease  or  buy, 
Supercharged  engine.  H.K.  sound, 
moon  rooL  Spotless  finish  This  car 
has  it  all!  555-6712 


'04  Midnight  Blue,  silver  int. 
Power  everything.  Limited  edition 
This  car  was  made  for  you!  CARS! 
CARS!  CARS!  555-8943 
ft  '04  Drive  this  home  today! 
^^  Last  one  on  the  lot!  Great 
Financing  Red  Coupe  w/tan  int. 
Air/CD/Auto  All  power  everything. 
Leather.     Sunroof,     tinted     glass, 

'04  Magna  red/  stone,  V6.  phone 
panorama  roof,  keyless  entry,  sport 
package,  comfort  package,  loaded. 
Drive  the  car  of  your  dreams! 
CARS!  CARS!  CARS!  555-1239 
04  Closeout  sate!  Dark  green  Tan 
intenor,  X-tra  wide  tires,  AT;  A/C,  PS 
CD  4w/d,  leather  Tilt  cruise,  roof 
rack,  Great  Financing!  Can  555-1333 


'04  drive  home  tins  black  beauty, 
Espresso  leather  int.  V6,  PS,  tilt  auto- 
matic, hard  top.  8  speakers  muki  disc 
CD.  fully  toaded,  only  one  left  on  the 
lot!  555-6674 


'04  DVD  Navigation,  leather.  Totally 
loaded^  Chrome  wheels.  Power 
everything,  Priced  to  sell!  Call  today 
555-67581!!' 


Coupe,   Silver,   all   the   extras 

18"  wheels  Triptronic  CO/Cassette 
555-0099 


'04V-6  Cruise  Control  lease  or  buy, 
Supercharged  engine,  H.K.  sound, 
moon  roof.  Sporjess  finish  This  car 
has  it  all!  555-6712 


'04  Midnight  Blue,  silver  int. 
Power  everything  Limited  edition 
This  car  was  made  for  you*  CARS' 

CARS!  CARS!  555-8943 

'04  Magna  red/  stone,  V6,  phone 
panorama  roof,  keyless  entry,  sport 
ackage.  comfort  package,  loaded. 
_inve  the  car  of  your  dreams'  CARS! 
CARS!  CARS!  555-1239 


'04  convertible  with  black  top  This 
jewel  has  all  of  the  toys.  Privacy  glass. 
power  everything  Rear  new  camera 
and  DVD  Call  before  it's  9one!  555- 
7772 


"04  Excellent  car  for  you!  A/C 
Power  doors  and   locks.   Loaded 

Moving  sale.  Musi  go.  555-3423 

*'04  Closeout  sale!*  Dark  green 
Tan  intenor.  X-tra  wide  tires,  AT  A/C, 
PS.  CD  4w/d.  leather  Tilt  cruise,  roof 


ml  '04  drive  home  a  Mack  beauty. 
Espresso  leather  int.  V6,  PS.  tilt, 
automatic,  hard  top  8  speakers  muto 
disc  CD,  fully  loaded,  only  one  left  on 
the  lot!  555-6674 


'04  New!  New  !New!  Coupe,  Silver, 
all  the  extras.  Iff'  wheels  Triptronic. 
CD/Cassette  Sunroof  ABS.  Keytess 

entry  555-0090 

Last  one  on  the  lot!  Great  Financing 
Red  Coupe  w/tan  int.Air/CD/AutoAII 
power  everything.  Leather,  Sunroof, 
tinted  glass,  ABS  555-0099 


04  V-6  Cruise  Control  lease  or 
buy.  Supercharged  engine,  H.D. 
CD/sound,  moon  roof.  Financing. 
Spotless  finish  This  car  has  it  all' 

****  555-6712  **•  * 
WHidnlgWBIuer  silver  int 
Power  everything.  Limited  edition 
This  car  was  made  for  you!  CARS! 
CARS!  CARS!  555-8943 


04  Drive  this  home  today!  Last 
one  on  the  lot!  Great  financing  Red 
Coupe  w/tan  int.  Alr/CD/Auto  All 
power  everything.  Leather,  Sunroof. 
hnt^glaK.ABSS55^09g 


04  Magna  red/  stone,  V6,  phone 
panorama  roof,  keyless  entry,  sport 
package,  comfort  package,  loaded. 
Drive  the  car  of  your  dreams1  lARS! 
CARS)  CARSI 555-1239 

O'04  convertible  with  black  top 
This  jewel  has  all  of  the  toys, 
Privacy  glass,  power  everything  Rear 
vie*  camera  Call  before  it's  gone' 
555-7772 


'04  Excellent  car  for  you!  A/C 
Power  doors  and  locks.  Loaded 
Moving  sate.  Must  go.  555-3423 

'04  Closeout  sale!  Dark  green 

Tan  interior.  X-tra  wide  tires,  AT, 

A/C.  PS,  CD  4w/d,  leather  Tilt  cruise, 

roof  rack.  Great  Financing'  555-1333 


'04  drive  home  this  Mack  beauty. 
Espresso  leather  int.Vo,  PS,  bit  auto 
mabc,  hard  top.  8  speakers  multi  disc 
CD,  fully  loaded,  only  one  left  on  the 
lot.555-6674_         

GREAT  TERMS!  LOW  PAYMENTS! 
Trade  in  your  old  car  for  one  of  our 
new  ones.  All  models  fully  loaded,  all 
colors  available.  Call  555-9376 


SUV  BLOWOUT!  Great  pnees  on  all 
04  models.  All  trade-ins  accepted. 
You'll  love  our  low  finance  rates.  Find 

jour  dream  SUV  today!  555-3057 


"04  convertible  with  black  too  This 
jewel  has  all  o!  rhe  toys.  Privacy  glass, 
power  everything  Rear  viev.  camera 
DVD  fall  before  it's  gone'  555- ,'772 


•04  EXCELLENT  CAR  FOR  YOU! 

A/C  Power  doors  and  locks.  Loaded 

O  Movinq  sale.  Must  go.  O 

555-3423 


t)4  Hardtop  Convertible  Auto, 
cruise,  pw.  six-speed,  CD  and  more! 
All  for  a  low,  low  once  Get  it  before 
rs9pne_Call  555-384A_ 
LEASE  OR  "BUY!"  04  Silver  sedan, 
moonroof.  pert,  tires,  navi  system. 
custom  audio  systemo-speed  V-6. 


NEW  CARS 


All-new  Luxury  Sedan.  3.5  V6 
engine,  automatic,  power  windows, 
power  door  locks,  tilt,  cruise,  air  con- 
ditioning, 15"  dlloy  wheels.  AM/FM 
with  CD  player,  head  curtain  side  air 
bags  and  more!  Get  this  red  hot  deal 
today'  555-1831. 


Cant  afford  a  new  car?  Our  con- 
sultants tailor  your  deal  to  fit  your 
financial  needs.  Get  a  new  sedan, 
coupe  or  SUV  with  payments  you  can 
deaf  with.  555-525-T 


Get  S2500  cash  back  on  every  tM 
in  stock!  For  your  lowest  pnee,  call  us 

at  555-2720. 

Who  knows  where  the  great  deals 
on  new  cars  are?  We  do!  They're 
here!  Get  W  gas/diesel  2wd/4X4s 
with  our  discount  plus  factory  rebate. 
Only  at  this  savings.  Get  in  your  old 
car  now  and  come  on  down.  555- 
3006. 


©World's  greatest  Tent  Sale!  Get 
an  "04  car,  truck  or  SUV  and  you'll 
have  no  payments  tor  90  days.  On 
approved  better  than  average  credit 
You  wont  believe  these  low  lease 

payments.  555- 32  3 13 1 . 

Auto  Bonanza'  0%  Financing  on  all 
2004  sedans  on  approved  credit.  Best 
selection  in  the  area!  Call  us  tor  your 
best  price  at  555-3501. 


•  Year  End  Clearance  Event.  • 

•04  SUV  6-cyl  engine.  Auto  Trans,  Air 
Cond.,  Power  windows.  Power 
Locks.  Cruise  Control,  Tilt  Wheel. 
kmxxx  Call  555-3739. 


Ne\v~04  SUVT  V6,  Auto.  Front  and 
Rear  Air,  AM/FM  CO  and  more!  1  at 
lowest  pnee.  others  at  sjmilar  sav- 
ings.  Check  it  out  today.  555-5391. 
Open  during  construction!  Were 
renwieling  to  serve  you  better.  NoWs 
the  time  to  get  the  best  deals  on  a 
new  car.  You  name  it,  we  stock  it.  555- 
5759. 


Get  $200  worth  of  gas  with  every 
new  car  purchase.  For  a  limited  time 
only!  We  II  put  you  in  the  new  car  you 
never  dreamed  you  could  afford,  555- 

3216 

New  '04  automatic  sedan  at  an 
incredible  pnee.  Buy  or  lease  with  $0 
down.  Auto,  leather,  V6,  Full  Power, 
Top  of  the  Line.  Only  2  at  this  price  so 
call  now.  555-3303. 


♦  Brand  new  just  in!  SUV  with  5 
star  safety  rating.  V6,  auto,  AC, 
AM/FM  CO  and  more!!!!  Net  sales 
price  after  factory  rebate  and  incen- 
tives is  so  low.  Dont  let  this  dream 
machine  get  away.  555-1360. 
Escape  from  your  current  lease  o. 
loan.  Your  new  car  is  a  new  T34  semi- 
luxury  sedan  with  auto  transmission, 
blk /charcoal,  equipped  with  premi- 
um ^norTb  prcvage 


The  Time  to  buy  or  lease  is  now  at 
our  Close  Out  Event  These  models 
wont  last  at  these  prices.  New  wag- 
ons, soft  top  convertibles,  monster 
mjckST-weVe  got  it  all.  555-1415 


"04  silver/gray  sedan,  custom 
wheels,  moonroof,  premium  sound 
system  We'll  match  or  beat  any  com- 
petitors current  advertised  price  or 
offer  on  any  vehicle  in  stock.  555- 
4533. 


1*1  DONT  MISS  THIS  ONE!!*! 

Luxury  TJ4  minivan,  V6,  Auto,  7-8 

pass,  LS  Alloy  wheels,  cruise.  Great 

low  pnee!  Family  owned  and  operat 


Drive  your  dream.  New  luxury  04 
sedans  and  coupes,  fully  loaded  and 
ready  for  you  to  take  home.  Free  oil 
changes  for  life  with  every  new  car 

purchase.  555-5229, 

04  sedan.  This  beauty  hasAC.  Single 
CO.  rear  spoiler  and  many  other 
options.  With  the  largest  inventory  in 
the  area,  you'll  pay  less!  555-5520. 


OCome  test  drive  this  all-new 
tM  coupe.  V6LAT,  AC,  PS_,  PW,  PL 
bit  CC.  AM/FM  CD.  alloys.  Get  more 
than  a  good  deal.  2  at  this  low  low 
price  so  dont  let  thts  one  get  away. 

555-0121. 

Owned  by  a  customer,  not  a  car 
dealer.  New  '04  truck  that  has  it  all. 
6-cyl.,  Auto  Trans,  Air  Cond.,  Power 


Somewhere 

Between 

New  And  Used 

Is  Lexus 

Certified 

Pre-Owned. 


USED  CARS 


'00  Convertible  with  all  the  bells 
and  whistles,  you  must  see  thts 
b,itiy.  Turf.o.  L21  im.es  Green  on  Beige 

SSS1255 __ 

'99  Super  clean!!!  XLNT  in  and  out 
runs  great  Silver/Blk  leather,  chrome 
HfheeR  pqwei  nerythnRL  5  speed 
low  mites,  fully  toaded  555-9899 
'98  6  speed  manual  trans,  Yellow 
Loadedl  Aluminum  trim,  moon 
Roadster,  anti  lock  brakes.l9k  miles, 
One  owner  New  trade  in.  5551222 

■**03  must  sell.  Priced  to  move. 
Blue/  blk  all  the  extras,  tow  miles,  5 
sped  555-9988  "04  Sunroof.  CO,  fully 
loaded.  Leather  temp  control  seats 
Btack  on  NkLA/C  Sport  PkgNEW 

C AAS4 YOU  555;1244 

1991  COUPE  'has  Warranty!  *  This 
two  door  vehicle  includes  Low 
Mileage,  Power  Steering,  Power 
Brakes,  Power  Door  Locks,  Power 
Windows.  Power  Driver's  Seat,  Power 
Passenger  Seat.  AM/FM  Stereo 
Radio,  Cassette  Player.  Trip  Odometer, 
and  Tachometer.  My  dream  car  can  be 

yours!  555-7733     

01  Sports  Wagon.  Premium  pack- 
age. Save  $3000  in  registration  (Only 
2800  miles!  Why  buy  NEW  when  this 
is  so  much  better?  Way  below  blue 
bookjhrsjar 1S  P6!*^!^ 5S; 2 256  _ 
AVERY  CLEAN  TJ2  CAM  -  5spd,  ithr. 
fufl  power,  tilt,  cruise,  cass,  traction 
control,  dual  power  seats,  spoiler  and 
4  NEW  tires.  Locally  owned  no  acci- 
dents -  looks  perfect  and  drives  the 
same!  Mechanic's  inspection  wel- 
come. Financing  available  -  for  more 


In'.H'^HVf^MH 


This  one's  got  everything!!!!!  Late 
model  red  4-door  sedan  with  Traction 
Control.  ABS,  All  Power,  AM/FM/CD, 
Premium  Sound  System,  Dual  DVD 
Screens  with  headphones.  Leather. 
Dual  Power-Heated  Seats,  W/Rear 
Spoiler,  Dark  Window  Tint,  Premium 
Wheels  &  Tires,  and  Much  Morel!!! 

2003  Sports  Coupe  *  Balance  of 
Factory  Warranty!  *  This  late  model 
ventae  features  Power  Driver's  Seat, 
AM/FM  Stereo  Radio,  Tnp  Odometer, 
A/C,  Tilt  Steenng  Wheel,  and  Cruise 
Control.  Well  guarantee  you  our  low- 
est No  Hassle,  No  Haggle*  price, 
right  over  the phon e !  Ca II }B \i H£93 
Need  a  car?  Weve  got  used  cars 
with  low  miles.  Many  makes,  many 
models.Your  good  credit  will  put  you 
in  one  today.  Call  FORECLOSED 
MOTORS  at  555-0844. 


01   Sport   Wagon  V6,   22K   mi, 

loaded,  black,  fthr  int,  CD,  auto,  war 
rsntv.  Call  for  tow  pnee  today.  555- 

•  "98  STOrrTSS€DANV~ 

V6, 1  owner  Auto,  PL  &  W  loaded 
immaculak.  Low  mileage.  Must  sell. 

CALL  555-3262. 


"97  coupe.  6.5  k  mi  Auto,  AC.  PW  & 
L.  loaded,  immaculate,  remaining 
warranty  included.  Long  term  financ- 
ing on  approved  credit.  555-3282 


Luxury  "03  SUV  w/  nav.  Pnor  dealer 
demo.  Only  10K  miles  on  this  baby.  1 
at  this  price.  Fully  loaded,  blk  on  blk 
Call  today  at  555-3301. 


'02  coupe  4  sale. This  car  is  an  auto- 
mate, has  great  a/c  and  heat.  Its  a  2 
door  coupe  and  drives  well  Tires  are- 
good,  no  rust  and  no  engine  prob- 
lems. 24k  miles.  Must  see  to  appre- 
ciate. 555-3430. 


1998  Luxury  Car,  Powered 
Everything;  front  seats,- Window- 
Mirror  Etc.  Fully  Loaded,  Heated 
Seats,  Leather  Intenor,  Speakers,  CD, 
Tape,  AM-FM.  V6,  Low  50000  Mi., 
Moonroof,  Climate  Control,  Clean, 
Beige.  Very  Dependable  Car. 
Exc.Cond  .Like  new  Inside  and  out- 
side 1  Owner,  Great  Deal.  Best  offer. 

555:3561 

•86  Classic  Sports  Car.  Garage  kept 
all  the  time!  Great  condition,  runs 
great!  Only  3,000  miles.  Call  for 
appointment  and  take  it  for  a  spin. 
555-3591 


01  Silver  Roadster.  5spd  manual 
transmission.  Front  Wheel  Drive 
Convertible.    CO    Changer,    Sport 


There  should  be  a  section  in  the  paper  for  cars  that  aren't  quite  new  and  aren't 
quite  used.  That  section  would  be  for  Lexus  Certified  Pre-Owned  Vehicles.  After 
undergoing  a  thorough  inspection  and  reconditioning  process,  each  Certified 
Pre-Owned  Lexus  comes  with  an  impeccable  warranty  and  the  prestige  of  the 
Lexus  ownership  experience.  You'll  find  peace  of  mind  knowing  the  previous 
owner  wasn't  a  person,  it  was  a  company.  The  previous  owner  was  Lexus. 


CERTIFIED 

Pre-Owned 


ONLY  AT  YOUR  LEXUS  DEALER 


USED  CARS 


2000  Blk/gm  sedan.  Perfect  condi- 
tion, clean,  nas  some  extra  options. 
Low  miles  Pnee  is  negotiable.  Call 
555-1434  exi  So. 

•99  Coupe.  29.000  miles  Light  Gray 
Int.,Sitve'  Ext.,  6-Speed  Trans., 
Memory  Package,  Climate  Control, 
p/w  Windows,  p/w  Locks,  Dual  6- 
Way  p/w  Memory  Seats,  Cruise,  Tilt, 
Sound  System,  Dual  Airbags  ABS, 
Tinted  Windows,  Keyless  Entry 
Remote  w/ Alarm.  Chrome  Wheels. 
Always  Garaged  Kept,  Dealer 
Serviced,  Accident  Free,  Have  All 
Maintenance  Records,  Non-Smoker  & 
In  Excellent  Condition.  555-5554. 

♦  1953  Pick-up.  Finished  in  bur- 
gundy with  black  interior  and 
nicely  finished  bed.  Very  onginal  look- 
ing but  has  a  very  smooth  running 
327  V8  with  auto  trans  This  car  really 
drives  great!  Low  miles.  555-5 574 


*  "02  BLUE  SPORTS  WAGON.  • 
Leather  trim.  2.4L.  4  cylinder  16V 
engine,  4  speed  automatic  tra;>smis- 
sion,  front  and  side  airbags,  air  con- 
ditioning, speaker  sound,  cruise, 
power,  steering,  brakes,  windows, 
driver  seat,  n»oon  roof,  doors  locks 
and  mirrors.  5  year  extended  war- 
ranty from  October  2001. 
•  Showroom  condition  • 
LESS  THAN  3000  MILES! 
!!!!CALL  555-6405!!!! 


1991  Convertible,  leathe;  Intenor. 
Extra  car  now.  want  to  sell.  Needs 
work.  Call  for  details.  116.000  miles. 

555-7315. 

*99  Compact  Car.  Front  Wheel 
Drive,Air  Conditioning, Power 

StfenimPower  WMow^POWGV  Door 
Locks.  Tilt  Wheel,  Cruise  Control, 
AM/FM  Stereo  Cassette.  50,701 
mites.  Perfect  to  park  in  compact 
spape^Call L555:90&. 


1990  SedaruAC,  4  X  4.  CD  Player.  5- 
speed.  Great  Condition.  99.000  mites. 

C31I5S5-1721 

2003  Van  Come  down  to  Wneel-O- 
Rama  Used  Cars  and  test  drive  this 
beaut.  Silver,  26.847  Miles  Minivan 
3.3  liter  6  cyl.  Well  make  you  a  deal 
you  cant  pass  up.  555-8402. 


O"01  Red  Sport  Wagon.  Smoke 
^^free.  Power  Windows,  Power 
Mirrors,  Power  Locks,  Power 
Steering,  Cmise  Control,  Dual 
Climate  Control.  Rear  AC,  Tilt  Wheel, 
Dual  Airbags,  Keyless  Entry/Alarm, 
ABS,  Roof  Rack,  AM/FM  Cass,  2  child 
car  seats,  Privacy  Glass.  39,000  Miles, 
Dealer  Serviced,  Regular  Oil  Changes. 
Maintenance  Records,  Very  good  con- 
dition, We  have  a  large  family  and 
need  a  larger  vehicle.  555-2232 


02  red/blk  sedan,  4  doors. 

Automatic,  A/C,  Heating,  AM  FM 

Stereo,  Tape  player  and  too  much 

more  to  let.  15.000  miles. 

For  more  informabon 

mssESESsm 

Limited  production  2002  Coupe. 
Never  Registered!!!  Needs  good 
home.  Can  ship  nationwide!!!  Only 
2000  miles  Call  555^426 


♦♦♦  2000  Economy  Sedan  ♦♦♦ 
This  car  runs  great  and  is  in  great 
condition  inside  and  out.  It  is 
extremelv  dean  and  me  body  is 
straight.  The  liresarenew,  oniy 
15000  miles  on  them  and  they  have 
a  70000  mite  warranty.  Super  cold 
AC,  AM/FM  cassette,  cruise  control. 
Great  gas  mileage,  awesome  com- 
muter car!!  If  you're  interested 
pieasecafi  555-2825. 


"89  2-door  Coupe.  Only  106K 
Miles,  CD  Player,  5spd,  New  tires  6 
months  ago,  30  +  MPG,  Light  Blue, 
Runs  Great,  Great  Commuter!  I'm 

selling  this  cheap  because  1  am 
moving  out  of  the  country. 


•93  gm/gry  minivan.  Excellent  con- 
dition, rebuilt  transmission,  dual  A/C. 
built-in  child  seats,  gold  trim,  pwr 
windows/locks.  85K  miles.  555- 
3133. 


2003  Convejtible,  fully-loaded,  only 
9K  miles!  Call  555-7135. 


2003  Luxury  Sedan.  Loaded. 
Loaded,  Loaded  with  every  option 
Purchased  new  in  2003.  Call 
Us  NOW  555-3556. 


•  ■%  CONVERTIBLE  • 

5  speed.  Full  transferable  factory 

warranty  until  75k.  68,000  miles. 

White/ bm  brand  new  top.  1  am  a 

mechanic  so  everything  works  great 

MUST  SEE  MUST  SELL. 

555-4576. 


•97  Coupe.  Auto.  AC,  dual  airbags 
alloy  wheels,  cassette,  rear  detruster- 
LOADED!  Priced  below  blue  book  for 
Quick  sale.  NICE!  Only  116  000  miles. 
Call  us  at  555-6097 
02  Compact  2  Doors,  cd  player, 
alloy  wheels,  automabc,  cool,  fast  car 
to  drive  around  in.  Low  miles.  For 
more  information  please  us  call 

!°tey^JJS5:l04O 

^95  beige  sedan.  Leather.cruise  con 
trol.  am/fm  cassette,  air  condition- 
ing, p/w,  p/d.  power  seats,  custom 
paint,  dvd  too  much  to  list.  Call  for 
mow  Irdb  555-4218L 

♦  2003  Sportscar.  Has  A  Low 
7.000  Miles.  Black  w  Leather 
Interior,  20r..  8cyl.  400HP  Upgraded 
Exhaust,  fully  Loaded  Witb  AM/FM 
Radio  w/6  Disc  CD  Changer,  Alloy 
Wheels.  ABS.  Tilt  Wheel.  Keyless 
Entry,  Alarm.  Dual  Airbags.  Tinted 
Windows,  Power  Windows.  Locks. 
Mirrors.  Steering  &  Driver  Seat,  A/C, 
Cruise.  Traction  Control,  Still  Has 
Warranty.  Only  One  Owner  Cobra, 
Garage  Kept  w/Car  Cover.  Accident 
Free.  Dealer  Serviced  w/Records, 
Non-Smoker.  Cleant  Still  Brand  New 
w/Low  Miles!!  SS5-M52. 
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♦  "95  Hatchback.  Weli-mam- 
tamed,  Automatic  transmission, 
79k  miles!  Several  new  parts  timing 
belt,  transmission,  spark  plugs,  tires, 
oil  and  filler  etc  Very  reliable  --  good 
gas  mileage,  in  very  good  condition, 
years  of  lift  (eft*   Need  to  sen  ASAP 


Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  traffic  laws  and  drive  responsibly.  ©2003  Lexus. 
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ican  football.  Right  now,  he  shows  National  Football  League 
games  on  his  Fox  Network  and  inherits  DirecTV's  popular  NFL 
Sunday  Ticket  package.  By  2005,  when  the  NFL's  contracts  with 
cable  and  broadcast  networks  come  up  for  renewal,  rivals  predict 
Murdoch  may  just  go  for  the  battering  ram— snatching  away  the 
Sunday  night  cable  package  by  outbidding  ESPN  and  putting  it 
on  cable  rival  Fox  Sports  Network.  News  Corp.  President  Peter 
Chernin  has  been  meeting  with  NFL  Commissioner  Paul  Tagli- 
abue  and  the  league's  top  media  exec,  Steve  Bornstein,  to  see  how 
News  Corp.  can  work  more  closely  with  the  League. 

Meanwhile,  Murdoch,  strengthened  by  a  solid  balance 
sheet,  hopes  to  unleash  a  barrage  of  new  programming  to  give 
News  Corp.  an  upper  hand.  He  plans  to  add  new  channels  to 
DirecTV,  aiming  to  make  them  must-haves  for  cable  operators 
as  well.  One  possibility:  a  history  channel  stocked  with  biog- 
raphies that  Fox's  studio  now  makes  for  the  A&E  channel.  Fox 
News  is  considering  a  new  business  channel  to  compete  with 
CNBC.  Or  how  about  something  more  titillating,  like  an  all- 
Temptation  Island  Channel?  Murdoch  is  pressing  his  troops  to 
come  up  with  new,  more  enticing  stuff.  "Cable  is  so  slow  that 
it  takes  them  six  months  to  figure  out  what  they  want,"  boasts 
DirecTV's  Carey.  "By  that  time,  we'll  have  a  whole  lot  of  new 


things  that  will  make  what  they  sell  to  us  look  pretty  tarn 
Carey,  Chernin,  and  other  deputies  have  plenty  of  autonon 
say  insiders,  but  Murdoch  is  commander-in-chief.  He  runs 
sprawling  media  empire  mosdy  by  phone,  doesn't  like  time-co 
surning  meetings,  and  hates  using  the  Internet.  Fresh  from 
6  a.m.  workout,  he  usually  hits  the  phones  by  7:30,  calling  Lo 
don  and  the  Asian  capitals.  "I  can  talk  to  him  four  or  five  tim 
a  day,  easily,"  says  Chernin,  a  member  of  the  five-person  Offi  l 
of  the  Chairman  that  meets  each  Monday  morning— often  1    . 
phone— after  Murdoch  has  reviewed  The  Flash,  a  weekly  con  flu 
pilation  of  the  company's  performance  over  the  prior  seven  da}  ^ 
Murdoch's  view  is  from  30,000  feet,  say  staffers,  watching  as  tJ  , 
pieces  click  into  place.  But  he  dives  in  when  needed.  When  ii  ^ 
fluential  shareholders  opposed  his  plan  to  elevate  son  James  i  w 
run  BSkyB,  Murdoch  hopped  on  his  private  727  jet  to  wage  ^« 
charm  offensive,  ultimately  pushing  through  a  unanimous  vol 
to  put  him  in  the  job. 
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Longtime  Nemesis 

AS  EACH  SIDE  DRAWS  BLOOD  trying  to  outdo  the  other  wit  b 
new  services,  consumers  will  probably  be  the  big  winners.  Cabl  tin 
execs,  for  now,  are  counting  on  their  systems'  clear  advantage 
over  satellite  and  are  hustling  to  roll  out  new  offerings  such 
video-on-demand,  telephony,  and  high-definition  channel;  Rj 
They  spent  more  than  $75  billion  over  the  past  eight  years  to  up  [o  a 
grade  their  systems  for  the  two-way  technology  that  still  elude  jive 
satellite.  With  Murdoch  breathing  down  their  necks,  many  ar  nd 
scrambling  to  launch  the  nascent  services  quickly  so  their  cus  mi 
tomers  don't  defect.  On  Dec.  8,  Time  Warner  Cable,  with  10.;  hi 
million  subscribers,  said  it  would  accelerate  its  debut  of  phon  ieo 
service  over  its  lines  in  partnership  with  Sprint  Corp.  and  MCI.  i 

Murdoch  will  also  be  watching  out  for  his  longtime  nemesis  rIi 
EchoStar's  Ergen,  who  has  9  million  subscribers  on  his  DISI  ltd 
Network.  It  was  Ergen  who  handed  Murdoch  a  rare  defeat  thre  jet 
years  ago,  when  Hughes  Electronics,  DirecTV's  parent,  accepted 
his  bid  over  Murdoch's.  But  Ergen's  deal  was  rejected  by  regulap 
tors,  largely  because  of  Murdoch's  behind-the-scenes  lobbying  irk 
Washington.  Ergen  has  not  forgotten.  For  weeks  he's  been  hold* 
ing  weekend  meetings  with  his  staff  to  figure  out  how  to  bloc! 
Murdoch's  advance.  The  ex-professional  poker  player,  who  starts 
ed  in  the  satellite  business  by  selling  dishes  door-to-door,  spend* 
lavishly  on  promotions  and  offers  rock-bottom  prices.  "Charlie's 
the  best  in  the  business,"  Murdoch  says.  "We  just  intend  to  be  a 
little  better."  Ergen  declined  to  comment  for  this  article. 

Even  at  72,  Murdoch  has  the  rare  luxury  of  planning  for  the 
future.  Unlike,  say,  Michael  D.  Eisner,  who  is  under  pressure  foi 
his  recent  lackluster  tenure  at  Walt  Disney  Co.,  Murdoch's  fam- 
ily-owned Cruden  Investments  Ltd.  owns  30%  of  News  Corp 
stock  and  maintains  voting  control.  And  he's  preparing  his 
sons,  James  at  BSkyB  and  Lachlan,  who  runs  the  company's 
newspaper  and  TV  station  operations,  to  carry  on.  "I  intend  to 
be  around  as  long  as  my  brain  holds  out,  and  my  mother  is  do- 
ing very  well  at  95,"  says  Murdoch.  That's  daunting  news  for 
cable  operators  and  other  media  moguls.  With  his  new  satellite 
treasure,  Rupert  Murdoch  may  say  he  just  wants  a  little  piece  of 
the  world,  but  everybody  knows  he  is  after  much  more.  I 

-With  Catherine  Yang  in  Washington,  Kerry 
Capell  in  London,  and  Manjeet  Kripalani  in  Bombay 


BusinessWeek  online 


For  more  on  Rupert's  World,  read  a  story  on 
Fox's  National  Geographic  Channel  and  a  Q&A  with  DirecTV  Chairman 
Chase  Carey  at  www.businessweek.com/magazine/extra.htm 
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MftECT  TALK  ABOUT  DIRECTV 


UJPERT  MURDOCH  HAD  just  received  the  phone  call 
hat  would  launch  him  into  the  stratosphere:  Regulators 
iad  O.K.'d  his  purchase  of  a  controlling  stake  in 
)irecTVs  satellite  service.  BusinessWeek's  Los  Angeles 
bureau  Chief  Ronald  Grover  interviewed  the  News  Corp. 
:hairman  in  his  Los  Angeles  office  on  Dec.  19, 2003,  just 
lours  before  the  official  announcement. 


low  does  it  feel  to  finally  get  the  deal? 

m  very  happy,  of  course,  but  it  would 
lave  been  better  if  it  were  a  few  years 
go.  Cable  wouldn't  have  made  those  in- 
estments  and  would  have  been  more 
vulnerable. 

low  are  you  going  to  win  customers 
way  from  cable? 

Fjo  a  certain  extent,  we're  going  to  just 
^ive  better  service— cable  and  satellite 
>oth  have  bad  reputations  for  service— 
ind  if  we  want  to  get  customers,  we  had 
better  have  someone  on  the  phone  in  30 
seconds  rather  than  20  minutes.  And  we 
vill  be  investing  a  lot  in  research  and  de- 
/elopment  to  get  the  most  advanced 
technology  for  our  set-top  boxes  and  to 
?et  a  lot  more  interactivity. 

dVill  you  be  giving  away  set-top  boxes  for 
free? 

Well,  [EchoStar  Communications  Corp. 
Chairman]  Charlie  Ergen  is  already  giv- 
ing away  some  of  his  boxes.  We  will  be 
matching  him.  But  if  we  are  manufac- 
turing boxes  with  more  features  than  he 
is  giving,  then  we  will  charge  something. 
But  we  will  be  subsidizing  it  to  the  ex- 
tent that  he  does.  We 
can't  have  him  out  there 
with  a  financially  superi- 
or offering. 

The  cable  guys  say  they 
can  offer  more  services, 
such  as  telephony  and 
high-speed  data,  and 
that  satellite's  climb  is 
slowing. 

They  have  already  made 
a  huge  capital  invest- 
ment, and  for  whatever 
reason,  the  satellite  com- 
panies are  advancing  as 
fast  as  ever. 


Do  you  intend  to  undercut  cable's  prices 
to  start  a  price  war? 

We're  not  going  into  a  price  war  with 
anyone.  But  overall,  digital  satellite  to- 
day is  getting  about  $54  a  month  per 
customer,  and  cable  is  averaging  about 
$66  at  the  moment.  People  want  digital 
offerings,  but  cable  is  just  too 
expensive. 

What  about  broadband?  Cable  offers  it; 
satellite  can't. 

I  am  inclined  to  think  that  broadband 
will  be  a  commodity.  I'm  not  sure  about 
that,  but  it's  certainly  physically  possible 
to  get  first-class  broadband  service  by 
satellite. 

People  genuinely  seem  to  fear  you.  Why? 

Ah,  "the  megalomaniac  who  will  change 
the  world."  There  is  a  degree  of  paranoia 
out  there.  This  company  has  always  been 
a  catalyst  for  change— Fox  News  is  a  cat- 
alyst for  change.  BSkyB  was.  Someone 
once  told  me  that  there  were  two  crazy 
people  in  the  media  business— Ted 
Turner  and  me— and  now  there  is  only 
one.  And  that's  not  a  bad  thing,  to  keep 
people  guessing. 


Are  people  right  to  now  think  of  you  as  a 
digital  gatekeeper? 

We're  a  fractional  gatekeeper  compared 
with  [Comcast  President]  Brian 
Roberts.  There  are  no  satellite  [sub- 
scribers] in  [his  company's  home  of] 
Philadelphia.  He  has  kept  them  all  out 
[by  denying  them  Philadelphia  sports 
programming  through  an  FCC  loop- 
hole]. I  would  hope  one  day  the  FCC 
would  get  around  to  [addressing]  that 
loophole. 

Still,  in  Britain,  you  forced  MTV  to  lower 
its  rates  for  your  BSkyB  service.  Will  you 
force  U.S.  programmers  to  lower  their 
rates  to  get  carried  on  DirecTV? 

I  hope  to  have  good  relations  and  com- 
promise. But  they  want  to  give  us  more 
and  more  channels— and  charge  us  for 
them— and  we  don't  have  a  lot  of  spec- 
trum. So  if  they  want  us  to  carry  one  of 
their  channels,  they  have  to  promise  it 
will  get  an  audience. 

You  have  said  you  would  use  sports  as  a 
battering  ram.  Will  Fox  TV  or  the  Fox 
Sports  Network  bid  against  ESPN  for 
Sunday  Night  NFL  football  when  it  comes 
up  in  2005? 

It  is  too  early  to  say.  I  would  be  happy  to 
leave  things  as  they  are,  but  [the  NFL] 
may  try  to  do  something  with  cable  to 
expand  their  revenues.  To  try  to  take  on 
ESPN  would  be  too  expensive.  I  am  not 
committing  myself,  but  at  current 
prices  we  are  pretty  keen  to  keep  what 
we  have. 

How  long  do  you  intend  to  run  your 
company? 

As  long  as  my  brain 
holds  out.  My  mother  is 
doing  pretty  well  at  95. 

Your  sons,  Lachlan  and 
James,  are  both  in  top 
jobs.  Who  will  succeed 
you? 

They  will  both  learn  and 
develop.  And  my  daugh- 
ter may  be  coming  back 
into  the  company.  But 
the  board  will  decide.  I 
won't  be  around.  I'll 
probably  drop  dead  on 
the  job. 
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Finance  Investment  Bankin 


Lehman's  New 
Street  Smarts 

Under  CEO  Fuld,  the  bond  house  has 
become  a  dealmaking  power 


IT  WAS  LATE  DECEMBER,  BUT 
the  holidays  were  not  on  the  mind 
of  Lehman  Brothers  Inc.  Chairman 
and  Chief  Executive  Richard  S. 
Fuld  Jr.  In  2003,  Lehman  had  cata- 
pulted ahead  of  a  slew  of  Wall 
Street  rivals  to  become  a  serious  in- 
vestment-banking power,  and  Fuld  was 
not  letting  up.  On  his  desk,  next  to  a  tall 
Starbucks  Mocha  Frapuccino,  was  a  list  of 
hundreds  of  banking  clients.  He  was  de- 
termined to  reach  every  person  by  New 
Year's  Day.  "When  something  is  on  my 
list,"  he  says,  "it  will  get  done." 

Well  before  the  ball  dropped  at  mid- 
night a  few  blocks  from 
his  midtown  Manhattan 
office,  Fuld  had  reached 
almost  everyone,  just  as 
the  final  results  for  2003 
were  coming  in.  Lehman 
advised  on  $99  billion  in 
U.S.  mergers  and  acqui- 
sitions announced  last 
year,  raising  its  market 
share  by  an  enormous 
6.2  points,  to  18.9%,  ac- 
cording to  Thomson  Fi- 
nancial. In  the  process, 
Lehman  leapfrogged 
over  Credit  Suisse  First 
Boston,  Merrill  Lynch, 
and  J.P.  Morgan  Chase, 
and  grabbed  fourth 
place  among  major  Wall 
Street  firms,  up  from 
ninth  in  2002.  Last  year, 
Lehman  also  raised  $314 
billion  in  debt  and  equity 
issues  for  companies, 
making  it  the  No.  2  un- 
derwriter of  securities  in 
the    U.S.— behind    only 


MUSCLING  IN 


Lehman  is  grabbing  U.S.  market 
share  in  mergers  &  acquisitions.. 
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...and  in  underwriting 
corporate  securities 
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Citigroup— up  from  No.  4  in  2002.  "Ifs 
pretty  rare  now  that  we  open  the  paper 
and  there's  a  big  transaction  that  we're 
surprised  by,"  says  Hugh  E.  "Skip" 
McGee,  Lehman's  head  of  investment 
banking. 

That  hasn't  always  been  the  case.  The 
firm's  recent  successes  are  the  result  of 
years  of  effort  to  transform  Lehman  into 
more  than  just  a  bond  house.  Despite  the 
three-year  deal  drought,  Fuld  stubbornly 
built  the  firm's  banking  capabilities.  He 
poached  seasoned  bankers  from  rivals. 
He  shook  up  Lehman's  culture  by  meld- 
ing its  debt  and  equity  underwriting  busi- 
nesses. And  he  started 
holding  senior  bankers 
more  accountable  for 
bringing  in  big  deals. 
The  transformation 
is  crucial.  As  the  econ- 
omy improves  and  eq- 
uity issuance  picks  up, 
bond  issuance  is  ex- 
pected to  soften.  And 
more  than  many  oth- 
ers firms  on  Wall 
Street  during  the  bear 
market,  Lehman  bene- 
fited greatly  from  the 
debt-issuance  boom. 
Fixed-income  sales 
and  trading  accounted 
for  $4.4  billion  of  the 
firm's  $8.6  billion  in 
revenue  last  year.  But 
with  Lehman's  invest- 
ment-banking opera- 
tion running  full  tilt,  a 
downturn  in  bonds 
may  not  even  be  no- 
ticed. Indeed,  Moody's 
Investors      Service 
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raised  Lehman's  long-term  credit  rating  ill 
to  Al  from  A2  in  October  to  acknowledge  Ik 
the  firm's  efforts  to  broaden  its  business  ai< 
reach.  "It  is  a  much  more  diversified  shop  dj 
than  it  was  five  or  six  years  ago,  and  it  op 
erates  in  an  extremely  disciplined  fash- 
ion," says  Blaine  A.  Frantz,  a  senior  cred 
it  officer. 


W 


UP  FROM  TAKEOVER  BAIT 

FULD,  57,  IS  STILL  CHARGING  ahead.  Tofr 
keep  up  with  the  firm's  growth,  he  is 
naming  four  new  members  to  the  execu-p 
rive  committee,  bringing  the  total  to  13.fc 
And  he  plans  to  continue  adding  troops  to  i 
his  current  total  of  16,000.  These  moves 
will  give  Lehman  added  heft  in  areas  sucM 
as  equity  issuance,  derivatives,  convert- 
ibles, and  merger  advice,  and  help  it 
maintain    strength    in    debt   issuance. 
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uld's  pitch  is  basic:  He  wants  to  advise 
ients  on  everything  from  mergers  and 
using  capital  to  hedging  risk  and  mak- 
ig  debt  payments. 

Clients  are  noticing  the  difference. 
When  you  need  to  count  on  them, 
le/re  there,"  says  Henry  R.  Kravis, 
mnding  partner  of  Kohlberg  Kravis 
oberts  &  Co.  "In  today's  Wall  Street 
orld,  I  can't  say  the  same  about  every 
rm. 

Lehman's  success  is  all  the  more  sur- 
rising  given  that  for  much  of  the  '90s,  it 
as  considered  takeover  bait  for  one  of 
le  bigger  and  better- capitalized  Wall 
treet  houses.  For  years  the  firm  suffered 
om  internal  warfare,  ending  up  a  not- 
)-happy  unit  of  American  Express  Co. 
mEx  spun  Lehman  off  in  1994,  but  that 
:ft  the  firm  as  merely  a  bond  house— the 


lowest  form  of  creature  in 
Wall  Street's  pecking  or- 
der—with virtually  no  retail 
or  asset-management  opera- 
tions. Fuld,  57  now,  who 
started  at  Lehman  as  a  com- 
mercial-paper trader  in 
1969,  became  CEO— and 
knew  he  faced  long  years  of 
rebuilding. 

Ironically,  Lehman's  in- 
vestment-banking business 
began  to  gel  as  the  bank 
faced  its  most  severe  crisis:  the  loss  of  its 
World  Financial  Center  headquarters  in 
downtown  New  York  after  the  terrorist  at- 
tacks on  September  11,  2001.  Setting  up 
temporary  quarters  at  a  Sheraton  Hotel  in 
midtown,  Chief  Operating  Officer 
Bradley  H.  Jack,  then  head  of  investment 
banking,  grouped  his  bankers  by  the  in- 
dustry they  focused  on,  not  by  what  type 
of  financing  they  specialized  in,  the  in- 
dustry's usual  practice.  So,  for  the  first 
time,  the  bankers  who  underwrite  debt 
and  the  ones  who  put  together  stock  of- 
ferings were  sitting  together— in  the 
cocktail  lounge  on  the  fifth  floor.  When 
the  firm  moved  to  its  new  headquarters  in 
2002,  Jack  kept  the  industry  groups  to- 
gether. Now,  bankers  specializing  in 
everything  from  stocks  to  bonds  to  con- 
vertibles sit  next  to  each  other  in  rows 
known  as  "pods,"  each  representing  a 
different  industry.  The  goal  is  simple: 
more  communication  among  bankers 
working  for  the  same  clients,  and  perhaps 
more  creative  financing  solutions.  "Before 
the  spin-off,  success  was  measured  more 
by  what  each  individual  accomplished," 
says  Fuld.  "Today,  it's  all  about 
the  team." 

The  strategy  paid  off  big  in 
the  summer  of  2002.  Tulsa 
(Okla.)  energy  trader  Williams 
Cos.,  which  was  teetering  near 
bankruptcy,  asked  Lehman  to 
help  it  raise  $3.4  billion. 
McGee,  then  the  head  of 
Lehman's  energy-banking 
group  in  Houston,  raced 
against  the  clock  with  a  swat 
team  of  30  bankers,  working 
from  7  a.m.  to  2  a.m.  for  days  to 
figure  out  how  to  resuscitate 
the  company  even  as  lawyers 
prepared  its  bankruptcy  filings. 
In  just  over  a  week,  Lehman 
arranged  the  sale  of  billions  of 
dollars  of  assets  such  as 
pipelines  while  organizing  fi- 
nancing from  Warren  E.  Buf- 
fett  and  banks  secured  by  natu- 
ral-gas       reserves.        Some 


One  shrewd 
maneuver: 
Melding  the 
firm's  equity 
and  debt 
divisions 


Williams  staffers  were  in 
tears;  secretaries  hugged 
bankers. 

Last    January,     McGee 
moved  to  New  York  as  head 
of  investment  banking,  and 
preparations  for  the  long- 
awaited  upturn  in  invest- 
ment banking  gained  mo- 
mentum. Fuld  put  McGee 
in  charge  of  equity  and  debt 
issuance  as  well  as  M&A. 
That  paved  the  way  for  one 
of  McGee's  first  major  moves:  rewarding 
bankers  for  solving  clients'  problems 
rather  than  selling  specific  products. 

POACHING  THE  TALENT 

MCGEE  ALSO  URGED  his  senior  bankers 
to  spend  less  time  managing  their  teams 
and  more  time  as  road  warriors,  bringing 
in  more  deals.  "We've  had  much  more  of 
an  orientation  toward  execution  rather 
than  going  out  and  getting  business," 
says  McGee.  When  they  hit  the  road,  they 
carry  plastic  cards  listing  golden  rules  for 
investment  banking  that  McGee  and  a 
group  of  senior  bankers  drew  up.  (Rule 
No.  1:  "Investment  banking  is  a  team 
sport— use  all  resources.") 

Lehman  made  another  decision  during 
the  deal  slump  that  left  it  well-positioned 
for  better  times.  While  other  firms  laid  off 
as  many  as  half  their  bankers,  Lehman  let 
go  only  about  15%.  "As  others  were 
downsizing,  we  stayed  the  course,  and 
that  has  benefited  us,"  says  McGee.  Adds 
Sean  Foley,  treasurer  of  Cingular  Wireless 
LLC,  which  selected  Lehman  as  its  advis- 
er when  it  bought  wireless  licenses  from 


Merger  Maven 

As  acquisitions  picked  up  in  late  2003, 
Lehman  landed  many  of  the  biggest  deals 

LEHMAN 
ADVISED... 

DEAL  VALUE 
(BILLIONS) 

...Wellpoint  Health  Networks  on  its 
sale  to  Anthem 

$16.4 

...Travelers  Property  Casualty  on  its 
sale  to  St.  Paul  Cos. 

16.1 

..leva  Pharmaceutical  Industries  on 
its  purchase  of  Sicor 

3.2 

...Mid  Atlantic  Medical  Services  on  its 
sale  to  UnitedHealth  Group 

2.9 

...R.J.  Reynolds  Tobacco's  acquisition  of 
Brown  &  Williamson  assets 

2.6 
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Nextwave  last  year:  "Lehman  has  been 
able  to  maintain  continuity,  and  that 
helps." 

McGee  also  made  key  hires.  In  April, 
the  firm  nabbed  Mark  G.  Shafir  from 
Thomas  Weisel  Partners  LLC  and  made 
him  head  of  M&A.  In  August,  he  hired 
Casey  Safreno,  one  of  Merrill's  top 
bankers  in  health  care.  Safreno  prompt- 
ly helped  Lehman  land  one  side  of  the 
biggest  M&A  deal  announced  in  the  U.S. 
last  year— Wellpoint  Health  Networks' 
S16  billion  sale  to  Anthem. 

The  moves  have  boosted  Lehman's 
stock  price  and  profits.  The  shares  rose 
40%  over  the  past  12  months,  to  S79, 
and  net  income  soared  74%  in  2003,  to 
reach  $1.7  billion.  Analysts  think  the 
firm  will  do  better  still  once  the  benefits 
of  its  effort  to  retool  the  investment- 
banking  operation,  plus  the  S2.6  billion 
purchase  of  asset  manager  Neuberger 
Berman  LLC  last  year,  kick  in. 

THE  GUYS  TO  BEAT 

FULD  ISN'T  THE  ONLY  Wall  Street 
chief  who  believes  that  being  able  to 
deliver  more  than  just  one  product  is 
critical  to  winning  deals.  Two  other 
banks,  Morgan  Stanley  and  Goldman, 
Sachs  &  Co.,  also  used  the  last  few 
years  to  better  integrate  their  debt  and 
equity  divisions  so  they  can  offer  chief 
financial  officers  a  broader  range  of  ad- 
vice. In  August,  2002,  Morgan  Stanley 
merged  its  debt  and  equity  capital- 
markets  businesses  so  that  one  banker 
can  advise  a  corporate  client  on  a  suite 
of  financing  options.  Goldman  has  tak- 
en a  similar  approach  in  Japan.  In  De- 
cember, Morgan  also  freed  10  senior 
bankers,  including  dealmaking  hotshot 
Joseph  R.  Perella,  from  management 
responsibilities  to  let  them  spend  more 
time  with  clients.  Morgan  and  Gold- 
man happen  to  be  two  of  the  firms 
blocking  Lehman's  path  to  the  top  U.S. 
M&A  ranking,  along  with  Citigroup, 
which  beat  out  Lehman  for  third  place 
by  $686  million  last  year. 

For  all  of  Lehman's  success  in  the 
U.S..  it's  still  an  also-ran  overseas.  The 
firm  did  gain  ground  in  debt  and  equity 
underwriting  worldwide  in  2003,  but  it 
slipped  in  the  global  rankings  for  an- 
nounced mergers,  from  No.  8  to  No.  9. 
Fuld  hopes  to  strengthen  the  firm's 
overseas  franchise  in  pan  by  adding  two 
top  execs  in  Asia  and  Europe  to  the  ex- 
ecutive committee. 

If  these  steps  pay  off,  Fuld  could  be 
adding  more  international  names  to  his 
long  list  of  calls  next  December.  ■ 

-By  Emily  Thornton  in  New  York 
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Vanguard 
Advantage 

Its  assets  have  swelled 

as  investors  flee 

tainted  funds                       * 

I 

f 
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VANGUARD  CHAIRMAN 
and  CEO  John  J.  Bren- 
nan  says  he  gets  no 
pleasure  watching  in- 
vestors withdraw  bil- 
lions of  dollars  from 
scandal-tainted  mutu- 
al-fund families  such  as  Janus  Capital 
Group  Inc.  and  Putnam  Investments  Inc. 
"I  don't  want  to  dance  on  the  graves  of 
my  competitors,"  he  says. 

But  there  has  to  be  some  revelry  be- 
hind the  scenes  at  Vanguard  Group  Inc.. 
the  nation's  second-largest  fund  family 
with  $690  billion  in  assets  under  man- 
agement. Since  the  mutual-fund  probe 
became  public  in  September,  inflows  into 
Vanguard  funds  have  soared  by  S13.5 
billion,  according  to  estimates  from 
AMG  Data  Services  in  Areata,  Calif.  That 
makes  no-load  Vanguard  the  second- 
most-popular  fund  family  for  new  mon- 
ey behind  broker-sold  American  Funds, 
which  attracted  an  estimated  $16  billion 
in  the  same  period.  In  total  assets,  Van- 
guard is  second  only  to  Fidelity  Invest- 
ments, which  has  $954  billion. 


Still,  Brennan  concedes  that  it's 
challenging  time  to  be  in  the  fund  busii  r 
ness.  There's  more  scrutiny  of  funo.r 
complexes.  Legislators  are  looking  intr ; 
areas  where  regulators  traditionally  ruk  . 
the  roost.  A  focus  on  transparency  ano  t- 
disclosure  will  force  many  firms  tc 
change  their  ways,  including  Vanguard,  fc 
considered  one  of  the  most  open  andk 
shareholder-friendly  of  the  big  firms. 

UNIQUE  BUSINESS  MODEL 

LIKE  ALL  THE  ^\JOR  mutual-fund  com- 
panies, Vanguard  has  had  to  supply  data 
about  market-timing,  late  trading,  and| 
other  practices  to  the  Securities  &Ex 
change  Commission.  But  there  hasn'tJ 
been  a  hint  of  any  wrongdoing  at  the  firm. 
Of  course,  the  SEC  probe  isn't  over, 
but  Vanguard  has  long  had  policies  in 
place  that  regulators  are  now  forcing  on 
others.  Case  in  point:  Fair-value  pricing 
has  been  standard  at  Vanguard  for  20 
years.  That's  a  procedure  in  which  secu- 
rities are  repriced  after  the  stock  ex- 
change closes  to  reflect  significant  mar- 
ket events.  The  failure  to  do  so  at  many 


I 
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other  fund  companies 
led  to  market-timing 
practices  that  are  now 
under  regulatory 

scrutiny.  And  market- 
timers?  Vanguard  dis- 
courages it  by  booting 
frequent  traders  from 
the  funds. 

On  the  contentious 
issue  of  expenses,  Van- 
guard is  on  the  side  of 
the  angels.  Its  funds 
are  sold  directly  to  in- 
vestors without  sales 
charges.  Investors  can 
also  buy  them  at  mutu- 
al-fund supermarkets 
like  Charles  Schwab, 
but  they— not  Van- 
guard—pay for  the 
privilege.  As  for  ongo- 
ing expenses,  share- 
holders in  Vanguard 
equity  funds  pay,  on 
average,  just  $30  per 
$10,000,  vs.  a  $159  in- 
dustry average.  With 
bond  funds,  the  bite  is 
just  $17  per  $10,000. 
Lower  costs  do  not 
mean  cut-rate  perform- 
ance, either.  Fund  re- 
turns are  competitive. 

Vanguard  can  un- 
dercut rivals  because 
its  business  model, 
-afted  by  founder  John  C.  Bogle  back  in 
375,  is  radically  different.  Vanguard 
roup,  the  fund-management  company, 
I  owned  by  the  118  funds  it  runs.  That 
leans  portfolio  management  and  other 
irvices  are  provided  at  cost  to  the  funds. 
Vanguard  watchers  are  betting  that  its 
lean  image  will  help  the  company  snag 
istitutional  clients  now  bolting  from  tar- 
ished  firms  such  as  Alliance  Capital 
lanagement  LP  and  Putnam.  "Vanguard 
;  clearly  going  to  be  the  biggest  winner 
l  this,"  says  Douglas  Klein,  president  of 


EOBRENNAN 

is  moves  to 
"fer  new 
•■odiicts  rub 
3me  the 
rong  way 


Fair-value 
pricing,  now 
being  forced 
on  others, 
has  been 
standard  at 
Vanguard 
for  20  years 


401k  Education  Inc.,  a  consulting  firm  in 
Verona,  N.J.  "Any  institution  or  pension 
fund  doing  a  search  would  be  crazy  not  to 
include  Vanguard  on  its  short  list." 

Brennan  wants  to  be  sure  new  cus- 
tomers find  more  than  just  Vanguard's 
best-known  products,  the  index  mutual 
funds.  Last  year,  Vanguard  introduced 
new  all-in-one  retirement  funds,  targeted 
to  an  investor's  retirement  date,  which 
look  a  lot  like  the  best-sell- 
ing funds  offered  by  Fideli- 
ty and  pitched  to  401(k) 
customers.  This  month, 
Vanguard  is  expected  to 
roll  out  up  to  20  exchange- 
traded  funds  to  cater  to  ac- 
tive traders.  It  also  plans  to 
launch  10  index  sector 
funds  to  track  such  indus- 
tries as  telecommunica- 
tions and  utilities.  While 
the  sector  funds  will  have 
minimum  investments  of 
$250,000,  critics  say  such 
offerings  cater  to  traders. 
That's  heresy  to  Vanguard 
purists  who  cling  to  Bogle's  vision  that 
the  firm  should  promote  low-cost  funds 
for  buy-and-hold  investing  and  eschew 
gimmicky  or  trendy  funds. 

BAD  BLOOD 

THAT  CONFLICT— THE  traditional  Van- 
guard way,  vs.  Brennan's  move  to  branch 
out  in  new  directions— is  being  played 
out  among  Vanguard's  10,000  employees 
and  on  Internet  message  boards.  It  has 
also  helped  widen  the  rift  between  Bogle, 
74,  and  Brennan,  49,  his  hand-picked  suc- 
cessor. Although  they  have  offices  in  the 
same  building  (Bogle  runs  an  investment 
think  tank  funded  by  Vanguard),  the  two 
have  been  at  odds  for  several  years  and  no 
longer  speak.  Bogle  refuses  to  comment 
on  Brennan:  "I  have  nothing  to  say." 
Brennan  also  declined  to  speak  about  his 
predecessor  and  ex-mentor. 

Part  of  their  differences  are  philosoph- 
ical, but  part  is  personal.  Brennan,  who 


can  be  short-tempered,  took  over  the 
CEO's  job  in  1996  and  the  chairman's  title 
in  1999.  Bogle  sought  to  remain  chair- 
man of  the  funds'  board  past  the  retire- 
ment age  of  70,  and  the  board  initially 
balked.  The  directors  later  offered  to  let 
him  stay  on,  but  he  then  declined. 

While  it's  not  readily  apparent  in  fund 
flows  or  performance,  observers  say  the 
rift  is  hurting  morale.  That's  because 
many  of  the  firm's  employees 
remain  loyal  to  Bogle  and  es- 
pouse his  core  beliefs. 
There's  even  a  bronze  statue 
of  the  founder  in  the  campus 
courtyard  of  the  Valley  Forge 
(Pa.)  headquarters. 

The  outspoken  Bogle, 
long  an  advocate  for  fund 
shareholders,  is  Vanguard's 
best  asset.  His  high  profile- 
popping  up  in  media  inter- 
views and  even  on  Capitol 
Hill— goes  a  long  way  toward 
explaining  how  Vanguard 
became  so  large  without 
spending  much  on  advertis- 
ing. "Bogle  has  been  on  the  front  lines 
trying  to  fight  the  good  fight,"  says  Don 
Phillips,  managing  director  of  fund-re- 
search firm  Morningstar  Inc. 

Burton  G.  Malkiel,  the  Princeton  Uni- 
versity economics  professor  who  has 
served  on  Vanguard's  board  of  directors 
since  1977,  knows  both  men  well.  He  says 
Brennan  is  the  right  leader  for  now.  "As 
organizations  grow,  they  often  need  dif- 
ferent kinds  of  leaders  at  different  times," 
Malkiel  says.  "I  don't  think  Brennan 
could  have  done  the  visionary  stuff  Bogle 
did,  and  I  don't  think  Bogle  could  have 
run  this  complex  organization  in  such  a 
way  as  Jack  Brennan  has  done." 

For  all  the  pro-investor  rhetoric  at  Van- 
guard, the  firm  is  opaque  in  some  areas. 
For  instance,  even  though  the  manage- 
ment company  is  owned  by  the  118  funds, 
Vanguard  does  not  disclose  Brennan's  an- 
nual compensation  (said  to  be  $5  million). 
It's  not  in  any  fund  documents.  "Jack 
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Low  expenses*... 


EQUITY 
FUNDS 

BOND 
FUNDS 

Vanguard             0.30% 

0.17% 

Industry  average     1.59 

1.11 

'Expenses  as  a  percent  of  assets 
Data:  Mor  ningstar 


.and  good  performance... 


EQUITY  FUNDS 

2001-03*     1999-2003* 


Vanguard    1.32% 


All  funds  -2.00 
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BOND FUNDS 
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5.52% 


5.00 
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4.40 


•Average  annual  return 
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Brennan's  salary  has  no 
bearing  on  how  portfo- 
lios are  run,"  says  a 
spokeswoman.  Is  it  a 
lot?  Former  Putnam 
CEO  Lawrence  Lasser 
got  an  annual  paycheck 
of  as  much  as  $34  mil- 
lion in  recent  years. 

Brennan  fought— 
and  failed  to  stop— a 
Securities  &  Exchange 
Commission  rule  re- 
quiring fund  compa- 
nies to  disclose  how 
they  vote  the  proxies  for 
the  stocks  in  their  portfolios.  His  objec- 
tion: The  information  costs  money  to  dis- 
close, and  "it  does  not  make  people  bet- 
ter investors."  The  firm  denies  it,  but  it 
looks  as  if  forced  disclosure  has  changed 


GOVERNANCE 


FOUNDERBOGLEHeand 

Brennan  are  no  longer 
on  speaking  terms 


Vanguard's  voting 
habits.  The  company 
used  to  rubber-stamp 
90%  of  the  slates  of  di- 
rectors put  up  for  elec- 
tion by  the  companies 
in  which  it  held  stakes. 
But  in  2003,  it  ratified 
only  29%  of  those 
slates,  withholding 
votes  from  at  least  one 
nominee  in  71%  of  the  cases. 

For  the  most  part,  Vanguard  does  look 
out  for  its  shareholders.  It  keeps  invest- 
ment costs  low  by  outsourcing  much  of 
its  portfolio  management  to  other  firms 


One  Board,  118  Funds: 
How  Does  That  Work? 


B 


esides  running  the  nation's 
second-largest  mutual  fund 
company,  Vanguard  Group 
I  Chairman  and  Chief  Executive 
John  J.  Brennan  is  chairman  of 
each  of  the  118  Vanguard  mutual  funds.  It 
sounds  like  a  gargantuan  job  and  an  awe- 
some responsibility  since  those  funds  have 
$690  billion  and  17  million  shareholder  ac- 
counts. In  this  era  of  scrutiny  of  corporate 
governance,  Bus/nessWeek-and  others- 
questioned  in  their  editorial  pages  how 
Brennan  could  serve  investors'  interests. 
That  riles  Brennan  because  he  takes  his 
fiduciary  roie  seriously.  "You  can  do  it  if 
you're  efficient,"  he  says.  Besides  Brennan, 
there  are  six  other  directors,  none  of  whom 
is  a  Vanguard  employee.  They  meet  10  times 
a  year  for  a  day  or  two. 

Key  to  making  the  system  work  is  the  15- 
member  Portfolio  Review  Group,  which 
monitors  fund  performance  and  provides 
analysis  to  the  board.  This  group  also 
monitors  the  cash  flowing  in  and  out  of  the 
funds.  Last  June,  for  example,  the  group 
persuaded  the  board  to  close  Vanguard  High- 
Yield  Corporate  Fund  to  new  investors  for  a 
three-month  period  to  give  portfolio 
managers  time  to  put  the  enormous  inflows 
to  work  and  preserve  the  strong  performance 
that  attracted  the  money  in  the  first  place. 


"It's  a  beautiful  system,"  says  Princeton 
University  professor  Burton  G.  Malkiel,  a 
director  for  more  than  25  years.  "We  have  a 
staff  that's  monitoring  what  funds  are 
doing-are  value  funds  still  value  funds?  - 
and  how  they're  performing."  Director 
Charles  D.  Ellis,  a  longtime  pension  fund 
consultant  who  joined  the  board  in  2001, 
says  the  directors  can  be  effective  by 
addressing  core  issues  such  as 
compensation,  performance,  and  expenses 
and  not  focusing  on  minutiae  such  as 
second-guessing  a  manager's  stock 
picks. 

Directors  say  this 
superboard  approach 
saves  money.  Running  118 
individual  boards  would 
be  far  costlier.  Many 
issues-such  as 
redemption  fees, 
compliance  or  investment 
management  contracts- 
are  common  to  many 
funds,  says  Brennan,  and 
having  the  same 
watchdogs  makes  more 
sense.  While  the  board 
draws  on  the  resources  of 
Vanguard's  compliance 
and  legal  staffs,  Brennan 


IfsaLotto 
Look  After 


The  seven-member 
Vanguard  board  oversees 

118 

mutual  funds  with 

$690  billion 

in  assets  and 

17million 

shareholder  accounts 


and  negotiating  institutional  rates  for  i 
service.  And  there  are  no  company  cars 
expense-account  lunches. 

Brennan,  who  joined  Vanguard  in  198  , 
gets  to  work  before  6:30  a.m.  and  tries 
squeeze  in  a  midday  run.  In  celebration  < 
his  50th  birthday  in  July,  he  plans  to  ent- 
the  Philadelphia  Marathon  in  the  fa 
While  at  Dartmouth  College,  Brenn; 
played  hockey  and,  in  his  spare  time,  hi  * 
coached  soccer,  baseball,  basketball,  hod 
ey,  and  lacrosse  for  his  three  children. 

Although  tough  to  watch,  the  scanda 
will  ultimately  improve  the  industr 
Brennan  says.  "Out  of  this  painful  perio 
of  time,  we'll  see  constructive  change,"  h 
adds.  "That,  frankly,  makes  our  produc 
better.  That's  the  silver  lining."  For  Van 
guard,  that  silver  lining  is  looking  like  ■ 
golden  opportunity.  ■ 

-By  Lauren  Young  in  Valley  Forge,  Pc   \ 


also  says  board  members  are  "encouraged 
to  call  any  Vanguard  employee  for 
information  that  helps  them  make  better 
decisions." 

Critics  say  Vanguard's  board  is  reaching 
too  far.  Daniel  P.  Wiener,  editor  of  The 
Independent  Adviser  for  Vanguard 
Investors,  says  governance  would  be  more 
effective  if  boards  were  organized  by  the 
kinds  of  funds  they  oversee,  such  as  index 
or  money  market.  "There  should  be  a  focus 
on  funds  that  have  similar  objectives,"  says 
Wiener. 

Vanguard's  governance  model  is  not 
unusual.  Rivals  T.  Rowe  Price  Group  Inc. 
and  Fidelity  Investments  have  similar 
systems.  Says  Fidelity  COO  Robert  L 
Reynolds:  "There's  a  tremendous  efficiency 
and  economies  of  scale  by  having  a  group 
of  independent  directors  follow  a  number 
of  funds  managed  by  the  same  firm."  To  do 
otherwise,  he  adds,  would  be  like  Procter  & 
Gamble  Co.  having  "a 
different  board  for  every 
product." 

Even  though  the 
Vanguard  board  has  big 
responsibilities,  it  doesn't 
run  up  big  bills.  Directors 
were  each  paid  $108,000  in 
2002.  (Putnam  Investments 
Inc.  directors  have  earned 
as  much  as  $388,000.)  At 
board  meetings,  lunch  is 
platters  of  cold  cuts.  If  a 
director  wants  a  sandwich, 
he  or  she  gets  up  and  makes 
one.  That's  the  Vanguard 
way.  ■ 

-By  Lauren  Young 
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"We're  driving 
global  innovation 
right  here  in  Ontario 

Michael  Grimaldi,  President,  General  Motors  of  Canada  Limited 


"GM's  Autoplex,  in  Oshawa,  Ontario,  is  the  largest  auto  manufacturing  facility  in 
North  America,"  notes  Michael  Grimaldi,  GM  Canada's  President.  •  With  the  opening  of 
a  new  110,000  square  foot  Regional  Engineering  Center,  GM  Canada's  engineers  are 
driving  product  and  process  innovation  at  its  Canadian  facilities  and  can  collaborate 
in  real  time  with  the  company's  other  vehicle  development  centers  worldwide.  "GM 
Canada  is  a  leader  in  quality,  productivity  and  safety,  and  is  sharing  this  expertise 
throughout  the  Corporation's  global  operations,"  adds  Grimaldi.  •  This  spirit  of  innovation 
is  a  key  benefit  of  locating  in  Ontario.  •  The  province's  workforce  is  exceptionally  well 
educated,  with  60%  having  attended  college  or  university,  the  highest  ratio  in  North 
America.  Moreover,  half  a  dozen  technical  schools  work  with  industry  to  develop 
advanced  training  programs  tailored  to  the  needs  of  component  and  vehicle 
manufacturers.  •  Combine  this  with  Ontario's  competitive  costs,  central  location, 
world-class  infrastructure  and  duty  free  access  to  the  U.S.  and  it's  no  surprise  the 
province  continues  to  attract  investment.  New  capital  expenditures  from  1990  -  2000 
exceeded  $20  billion.  •  Get  in  touch  to  see  why  business  in  Ontario  is  really  motoring. 
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1  800  819-8701 


Ontmuo 

Canada 

The  Future's  Right  Here 


Finance  Invest  in. 


COMMENTARY 


BY  DAVID  WELCH 


Has  GM  Outrun  its  Pension  Problems1 

Massive  borrowing  refilled  the  plan.  But  interest  and  retiree  health-care  costs  looi 


INVESTORS  WERE  EUPHORIC  WHEN 
General  Motors  Corp.  announced  on 
Dec.  12  that  its  pension  plan- 
underfunded  by  a  staggering  $18 
billion  a  year  ago— would  be  flush  by 
New  Year's  Day.  Even  before  the 
announcement,  GM  shares  climbed  as 
analysts  predicted  that  the  company  would 
erase  a  pension  gap  that  had  absorbed 
billions  of  dollars  in  profits  since  2001. 

Using  much  of  the  proceeds  of 
an  enormous  bond  sale  and  pro- 
ceeds from  the  sale  of  its  Hughes 
Electronics  subsidiary  to  News 
Corp.,  GM  poured  money  into  the 
plan.  A  19%  return  on  the  pension 
plan's  assets  in  2003  came  in 
handy,  too.  The  pension-fund  news 
has  helped  push  GM's  stock  to 
around  $55  a  share,  a  26%  rise 
since  Dec.  1. 

But  is  the  market  overreacting? 
GM's  financial  weak  spots  certainly 
have  not  disappeared.  Big  interest 
payments  on  the  bond  issue- 
reaching  $1  billion  a  year— will  hit 
profits  hard.  And  GM  has  yet  to 
tackle  the  problem  of  its  retiree 
health  benefits,  a  massive  unfunded 
obligation  totaling  more  than  $50 
billion— or  almost  two-thirds  of  its 
$80  billion  pension  liability.  GM 
has  set  aside  only  $10  billion  in  a 
trust  fund  to  pay  for  retiree  health  care,  so  it  must  pay  out-of- 
pocket  costs  of  more  than  $3  billion  a  year  for  that  benefit. 

Nor  does  fully  funding  the  pension  plan  eliminate  its  drag 
on  GM  earnings.  Last  year,  GM  reported  $2.6  billion  in  pen- 
sion expenses,  plus  $500  million  paid  in  interest  on  the  bonds. 
The  pension  expense  should  fall  this  year,  to  $1.5  billion,  but 
add  in  the  $1  billion  in  interest  on  the  bonds,  and  that's  still  a 
big  tab.  "The  good  news  is  that  our  pension  expense  is  lower," 
says  GM  Chairman  and  Chief  Executive  G.  Richard  Wagoner 
Jr.  "The  bad  news  is  that  it  didn't  go  to  zero." 

Another  red  flag  for  investors:  GM  could  end  up  shoveling 
even  more  money  into  the  pension  fund  if  its  key  assumption 


doesn't  pan  out— that  the  fund  will  steadily  earn  about  9/ 
year.  To  pull  that  off,  GM  is  shifting  some  of  its  pension-ph 
investments  into  real  estate,  junk  bonds,  and  emerging-ma 
ket  stocks.  CFO  John  M.  Devine  says  those  investments 
been  historically  less  volatile  than  the  big  stock  holdings  thj 
dragged  down  the  plan  during  the  equity  market's  wrenchir 
boom  and  bust.  GM  also  notes  that  they  act  as  a  nice  hedg 
against  those  equity  investments.  "Relying  on  historical  r^ 
turns  is  always  risky,"  says  Standard  &  Poor's  analyst  Sec 
Sprinzen.  "Whether  it  leads  to  lower  volatility,  time  will  tell] 

It's  not  that  GM  made  a  mistake  in  borrowing  to  fund 
plan.  By  shifting  its  pension  obligations  over  to  bond  del 
GM  has  bought  itself  time  to  pay  the  pensions  of  its  legions  i 
retirees,  450,000  and  counting.  And  GM  is  paying  7%  on 

bonds,  while  figuring  that  its  per 
sion-fund  assets  will  earn  9%  in 
years  ahead.  Plus,  the  bulk  of  thj 
new  debt  doesn't  come  due  untj 
2023  and  2033,  well  after  the  rankl 
of  GM's  retirees  peak  in  200£| 
Without  the  funding,  the  pensioi 
plan  would  have  sucked  $15  billioij 
in  cash  from  GM's  businesses  ov< 
the  next  five  years,  says  Devine.  Inl 
stead,  the  company  will  be  free  t<j 
devote  more  cash  now  to  designing 
the  new  cars  it  needs  to  ensure  thai 
the  auto  maker  is  still  competitivJ 
in  2023.  In  fact,  Wagoner  says  GM 
will  probably  boost  this  year's  cap-l 
ital-spending  budget  above  $7  bill 
lion  for  the  first  time  in  three  years! 
This,  in  essence,  is  the  bet  thai 
GM— and  investors— are  making] 
By  pushing  much  of  its  pensior 
costs  20  years  and  more  into  the  ] 
rure,  the  world's  largest  automotivel 
company    gets    some    breathingl 
space.  If  GM  invests  that  money! 
well,  it  will  generate  the  car  sales] 
and  profits  to  make  paying  down! 
the  debt  a  snap.  But  if  GM  squan-l 
ders  this  opportunity  and  develops! 
new  products  that  disappoint— andl 
along  the  way  gets  hit  by  another! 
bear  market  that  causes  a  pension- 
fund  surprise  or  two— the  gleeful 
investors  piling  into  the  stock  will 
be  in  for  a  bumpy  ride.  ■ 


To  pay 
down 
the  debt, 
GM  needs 
profitable 
new  cars 
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COMFORT  IS  A  VERY   RELATIVE  THING 


Logitech^Cordless  MX  Duo.  Take  desktop  computing  to  a  whole  new  place.  Like  your 
favorite  easy  chair.  With  no  cords  to  tie  you  up,  slow  you  down,  or  hold  you  back,  this 
sleek,  one-touch  keyboard  and  advanced  optical  mouse  give  you  the  flexibility  and 
control  to  work  your  way.  That  is,  comfortably.  What  will  you  do  with  all  that  freedom? 
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COMMENTARY 


BY  LOUIS  LAVELLE 


So  That's  Why  Boards  Are  Waking  Uj  jj 

The  prospect  of  more  voting  power  for  investors  has  companies  listening  at  last 


Hi 

l£Vt 


y." 


AT  GEORGIA-PACIFIC'S  2003 
annual  meeting  back  in  May, 
shareholders  overwhelmingly 
approved  a  resolution  calling 
on  the  company  to  expense 
stock  options.  The  Teamsters,  which  had 
offered  the  proposal,  argued  that  not 
doing  so  encourages  excessive  use  of 
options  and  obscures  their  true  cost.  The 
company  opposed  the  measure,  saying 

there  was  plenty  of  disclosure  in  the  footnotes.  After  the  votes 
were  tallied,  the  board  did  what  most  companies  do  in  similar 
situations:  nothing.  Until  November,  that  is,  when  it  suddenly 
agreed  to  expense  options. 

Why  the  change  of  heart?  The  company  says  it's  being  re- 
sponsive to  shareholders.  But  Carin  R.  Zelenko,  the  Teamsters' 
director  for  corporate  affairs,  says  it  might  have  something  to  do 
with  a  new  rule  under  review  by  the  Securities  &  Exchange  Com- 
mission that  could  give  big  investors  unprecedented  power  to 
oust  incumbent  directors.  The  union  has  deluged  the  SEC  with 
more  than  100  letters  in  support  of  the  rule.  Georgia-Pacific's  flip- 
flop  may  be  an  attempt  to  avoid  becoming  a  target  Says  Zelenko: 
"Maybe  corporations  are  finally  starting  to  get  the  message." 

If  so,  it's  a  compelling  reason  for  the  SEC  to  approve  the  so- 
called  proxy-access  rule,  which  would  allow  big  investors  to 
run  opposition  board  candidates  on  the  proxy  under  certain 


limited  circumstances.  The  idea  is  to  spur  good  governanc  L) 
not  takeovers.  While  a  Georgia-Pacific  spokesman  says  the  ru  L 
had  nothing  to  do  with  the  board's  decision,  the  prospect  o\  ^ 
future  where  investors  can  dump  asleep-at-the-switch  dire  mal 
tors  clearly  has  many  companies  worried.  In  recent  month  M 
three  dozen  have  done  similar  about-faces,  agreeing  to  abai  tn 
don  staggered  board  elections,  ditch  poison-pill  takeover  d  iy 
fenses,  and  put  outsize  executive  severance  packages  to  fc,- 
shareholder  vote.  In  fact,  companies  have  made  big  enou§  ^ 
concessions  that  shareholders  have  withdrawn  more  than  12 
other  proposed  resolutions.  "There's  a  whole  new  level  of  a  L 
riousness,"  says  William  B.  Patterson,  director  of  the  AFljll 
CIO's  office  of  investment.  "m 

It's  hard  to  overstate  the  shift  in  attitude.  For  years,  share  bi 
holders  have  been  all  but  powerless.  Boards  are  not  legal  m 
obliged  to  act  on  most  shareholder  resolutions— and  they  rare  ^ 
do.  Even  when  the  resolutions  win,  only  about  20%  mo\  j 
boards  to  act,  according  to  the  Investor  Responsibility  Researc  ,__• 
Center.  And  ousting  an  incumbent  director  isn't  an  optioi  m 
Most  shareholders  don't  have  a  choice  of  candidates  and  ca  K 
show  their  dissatisfaction  only  by  casting  a  "withhold"  vote  fc  i: 
candidates  nominated  by  the  board.  v 

The  new  rule  would  give  committed,  long-term  shareholder  P, 
another  way.  As  drafted,  it  lets  a  company's  shareholders  stai  z 
the  process  by  adopting  a  resolution  authorizing  a  proxy  con  E 
test,  or  if  35%  of  shareholders  voting  at  the  annual  meeting  cas  g 
withhold  votes  for  a  director  candidate.  A  third  trigger  unde  .- 
consideration  would  be  if  the  board  takes  no  action  in  respons-  ^ 
to  a  winning  shareholder  resolution.  In  each  case,  shareholder^ 
or  groups  of  shareholders  owning  at  least  5%  of  the  shares  foL 


SHAREHOLDER  CLOUT 

The  Securities  &  Exchange  Commission  is  considering  rule 
changes  that  would  give  investors  unprecedented  power  to  oust 
incumbent  directors.  Here's  how: 


WHO  COULD  PLAY  Long-term  shareholders-those  who  owned  a  combined  5%  of  the 
company  for  two  years-could  nominate  as  many  as  three  board  candidates,  depending 
on  the  size  of  the  board. 


TRIGGERS  Shareholder  nominees  would  be  voted  on  at  the  annual  meeting  following 
either  of  two  "trigger"  events:  If  35%  of  voting  shareholders  cast  "withhold"  votes  for  a 
board  nominee,  or  a  majority  voted  for  a  resolution  authorizing  an  election  contest.  Only 
shareholders  who  owned  1%  of  the  shares  for  a  year  could  propose  such  a  resolution. 


UNDER  CONSIDERATION  A  third  trigger  being  mulled  by  the  SEC  would  allow 
shareholder  nominees  if  the  board  failed  to  implement  any  resolution  proposed  by  a 
large,  long-term  shareholder  that  received  a  majority  vote. 


Data:  Secunt.es  &  Exchange  Comm 
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)  years  would  be  permitted  to  add  up 
three  nominees  to  the  proxy  the  fol- 
ding year.  So  in  effect,  angering  or  ig- 
-ing  shareholders  could  have  un- 
asant  consequences  for  directors. 
Even  though  the  rule  is  far  from  final, 
may  explain  why  many  companies 
Idenly  seem  intent  on  kissing  up  to 
esters.  Lucent  Technologies  is  asking 
upholders  to  scrap  its  staggered 
ard  elections,  a  takeover  defense  de- 
sed  by  governance  gurus.  Allstate 
Tp.  ditched  its  poison-pill  takeover 
Fense,  citing  "shareholder  senti- 
;nt."  And  Alcoa  Inc.  is  putting  "gold- 
parachute"  payments  to  a  sharehold- 
vote.  In  each  case,  the  action  followed 
najority  shareholder  vote  at  the  last 
hual  meeting.  Says  Patrick  McGurn, 
ecial  counsel  at  proxy  adviser  Institu- 
nal  Shareholder  Services:  "The  only 
ly  you  can  explain  the  difference  in 
havior  is  the  threat  that  proxy  access 
jy  be  available." 

faster  Campaigns 

COMING  MONTHS,  the  concessions 
y  go  well  beyond  changes  in  gover- 
nce  practices  to  include  committee 
akeups  or  resignations  of  controver- 
d  directors.  At  Marsh  &  McLennan, 
u  big  public  pension  funds  have  peti- 
med  the  company  to  place  a  resolu- 
)n  authorizing  a  2005  proxy  contest 
i  the  ballot  for  its  annual  meeting  in 
ay,  citing  the  board's  "gross  failure"  in 
eventing  the  Putnam  mutual-fund 
andal.  And  Big  Labor  has  mounted 
mpaigns  to  oust  a  number  of  direc- 
rs,  including  Kenneth  Langone  at  the 
ew  York  Stock  Exchange  and  General 
ectric,  Frank  Savage  at  Lockheed 
artin,  and  William  Tauscher  at  Safe- 
ay.  If  the  rule  wins  approval,  a  35% 
ithhold  vote  for  any  one  of  them  in 
)04  would  set  the  stage  for  a  2005 
■oxy  contest. 

In  the  six  months  since  the  SEC  first 
mted  the  idea  of  "shareholder  democ- 
cy,"  business  interests  have  begun  to 
)wl.  Last  month,  the  Business  Round- 
ble  called  on  the  SEC  to  water  down 
e  rule,  which  President  John  J.  Castel- 
ni  says  could  have  harmful  consc- 
iences, from  special-interest  directors 
divided  and  distracted  boards.  "It's 
o  big  a  hammer,"  Castellani  says, 
ind  too  broad  a  brush."  Maybe  so,  but 
j  raising  the  stakes  for  boards  that  ig- 
)re  shareholders,  the  rule  has  already 
:complished  what  previous  reforms 
ive  not:  It  has  given  owners  a  seat  at 
ie  table.  II 
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Huawei:  Cisco's 
Rival  Hangs  Tough 

The  Chinese  gearmafer  has  not  just 
survived  but  thrived  since  Cisco's  lawsuit 


OR  CHINA'S  NETWORK 
powerhouse,  Huawei  Tech- 
nologies Co.,  the  year 
2003  marked  a  low  point. 
In  January,  Cisco  Systems 
Inc.  launched  a  broad  law- 
suit charging  that  the  Chi- 
nese upstart  had  built  parts  of  its  busi- 
ness on  technology  stolen  from  Cisco. 
Then  SARS  swept  through  Asia  in  the 
spring,  costing  the  Shenzhen-based 
equipment  maker  sales  as  frightened  for- 
eign customers  refused  to  travel  to  China. 
To  top  it  all  off,  a  few  months  later  a  pro- 
posed joint  venture  between  Huawei  and 
3Com  Corp.  was  delayed  when  Beijing 
authorities  were  slow  to  grant  approval. 

SUDDENLY  POPULAR  PARTNER 

AS  2004  GETS  in  gear,  things  look  a  lot 
brighter  for  Huawei.  SARS  has  again 
reared  its  head,  but  so  far  the  disease  ap- 
pears to  be  under  control.  That  has  al- 
lowed the  privately  held  company  to 
prosper  along  with  the  Chinese  economy, 
which  some  economists  say  grew  much 
faster  than  the  government's  8%  target 
last  year.  Even  with  its  troubles,  Huawei's 
exports  were  poised  to  double  in  2003,  to 
$1  billion,  as  the  company's  total  sales 
grew  35%,  to  $3.5  billion.  This  year 
should  be  better,  in  part  because  Huawei 
should  gain  some  traction  in  its  venture 
with  3Com,  which  is  aimed  at  selling 
routers  to  corporate  customers.  Best  of  all, 
late  last  year,  Cisco  agreed  to  put  a  hold 
on  the  lawsuit.  Pending  a  review  of 
Huawei's  technology,  the  companies  will 
likely  settle.  Although  Huawei  withdrew 
many  of  its  products  from  the  market  af- 
ter the  lawsuit  was  filed,  the  Cisco  case 
and  other  troubles  "had  no  effect  on  our 
business  at  all,"  says  Executive  Vice-Pres- 
ident William  Xu. 


A  host  of  multina-    THE  FINE  PRINT 

tionals— many  of  them    A  Huawei 
erstwhile        competi-    worker  inspects 
tors-is  likely  to  help    circuitry  in 
Huawei     in     coming       i^^^an 
months.  The  company 
"is  clearly  on  the  move  internationally," 
says  Bruce  L.  Claflin,  chief  executive  offi- 
cer of  3Com.  In  addition  to  its  deal  with 
3Com,  Huawei  is  now  working  with  an 
all-star  list  of  tech  players:  Qualcomm, 
Microsoft,    Matsushita— more    than    a 
dozen  in  all.  The  list  keeps  growing  as 
Huawei  expands  in  Europe,  Asia,  Africa, 
and  Latin  America. 

Potential  partners  are  attracted  by 
Huawei's  connections  in  China  and  the 
foothold  it  offers  in  a  booming  market  of 
1.3  billion  people.  It  also  can  tap  into  a 
giant  pool  of  low-cost  engineers  who 
work  for  one-fifth  what  their  counter- 
parts in  Silicon  Valley  get,  enabling 
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Hello,  Hua  wei 

Multinationals  are  eager  to 
team  up  with  the  Chinese 
tech  leader 

NEC,  MATSUSHITA  Making  3G 
handsets  with  Huawei  in  Shanghai 

SIEMENS  Plans  to  develop  3G 
phones  with  Huawei  based  on  a 
new  Chinese  standard 


3COM  Started  selling  data- 
communications  gear  in  a  joint 
venture  in  November 

MICROSOFT  Will  help  Huawei 
make  networks  that  integrate 
voice,  data,  and  video 


INFINEON  Plans  to  develop  3G 
phones  for  China  with  Huawei 


ce 


Huawei  to  sell  products  for  30%  less  than 
rivals  such  as  Cisco.  That's  a  key  reason 
Electronic  Data  Systems  Corp.,  a  long- 
time Cisco  ally,  on  Dec.  2  signed  a  deal  to 
sell  Huawei  gear  in  the  U.S. 

Ironically,  even  the  Cisco  imbroglio 
may  have  helped  Huawei.  "Having  Cisco 
sue  Huawei  actually  proved  that  they  are  a 
player,"  says  Marcus  Sigurdsson,  an  ana- 
lyst in  Hong  Kong  with  Gartner  Inc.  A  po- 
tential customer  hearing  about  Cisco's 
low-cost  Chinese  rival  might  consider 
working  with  Huawei  to  save  money— es- 
pecially if  intellectual-property  issues  were 
resolved.  "It  misfired"  for  Cisco,  says  Sig- 
urdsson. Cisco  executives,  for  their  part, 
say  they  are  pleased  with  the  agreement 
the  two  companies  reached,  and  hope  it 
will  lead  to  a  resolution  of  the  lawsuit. 
"We're  gratified  that  Huawei  changed  its 
products  in  response  to  the  concerns  we 
raised,"  says  Cisco  CEO  John  T.  Chambers. 

CHARM  OFFENSIVE 

TO  CONTINUE  growing  overseas,  Huawei 
execs  realize  they  need  to  burnish  their 
company's  image.  Since  the  company  was 
founded  in  1988  by  Ren  Zhengfei,  a  for- 
mer People's  Liberation  Army  officer, 
many  have  assumed  it  was  secretly  con- 
trolled by  China's  military.  So  Huawei's  ag- 
gressive international  expansion  has  been 
backed  up  by  a  charm  offensive.  The  reclu- 
sive Ren  still  won't  grant  interviews  to  the 
foreign  press,  but  other  Huawei  execs  are 
happy  to  sit  down  with  skeptics.  They  say 
the  company  is  owned  by  its  employees, 
not  the  military.  And  to  counter  the  im- 
pression created  by  the  Cisco  case, 
Huawei  executives  now  insist  the  compa- 
ny respects  competitors'  intellectual  prop- 
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erty.  "Before  this,  we  didn't  do  much  pro- 
motion of  ourselves,"  says  Xu.  "People 
didn't  understand  Huawei  very  well." 

There  are,  however,  sharp  teeth  behind 
the  smiles.  For  example,  Huawei  reported 
to  Chinese  police  last  year  that  three 
former  employees  had  given  company  se- 
crets to  their  new  employer,  California- 
based  telecom-equipment  maker  UTStar- 
com  Inc.  In  August,  the  three  were 
arrested  and  remain  in  jail  in  China. 
"There  was  great  harm  to  the  company," 
says  Fei  Min,  a  Huawei  executive  vice- 
president.  UTStarcom  CEO  Hong  Lu  de- 
nies any  secrets  were  stolen  and  says  the 
company  stands  by  the  three  workers. 

Huawei's  overseas  push  couldn't  be 
more  critical  to  the  overall  strategy.  One  fo- 
cus is  selling  equipment  for  cellular  net- 
works using  a  low-cost  standard  called 
CDMA  450.  Huawei  has  sold  such  net- 
works in  Portugal,  Russia,  and  Belarus.  It's 
also  concentrating  on  high-end  routers.  In 
October  it  signed  a  deal  to  sell  them  to 
British  operator  Fibernet  Group  PLC.  And 
in  India,  Huawei  is  expanding  its  four- 
year-old  Bangalore  software-develop- 
ment center.  By  yearend  2005,  some 
1,500  engineers  will  be 
working  there,  up  from 
600  today. 

Huawei's  primary  mar- 
ket, though,  remains  China. 
There,  the  company  is  bene-  Ci^Pf)  "Ollt 
fiting  from  a  rebound  in  in-  -  -  -  -■£" 
frastructure  spending  by 
state-owned  operators  such 
as  China  Telecommunica- 
tions Corp.,  which  on  Dec.  8 
awarded  Huawei  a  contract 
to  make  key  components  for 


2  million  DSL  lines.  I|l 
mand    in    China    m\\[ 
such  high-speed  Int 
net  equipment  is  so 
ing:  Over  the  past  y< 
the  number  of  DSL  si 
scribers  in  China  r 
tripled,  to  75  millk  |S 
according  to  researcl  r^c 
International    Da 
Corp.  Huawei  is  wot 
ing  on  third-generatic  || 
or  3G,  cellular  equ 
ment     with     Germ^ 
chipmaker      Infine 
and  is  testing  3G  i 
structure     gear 
China  Mobile.  And 
many's    Siemens 
nounced  in  August 
will  partner  with  Hi 
wei    to    manufactu 
phone  equipment  usii 
a  new  3G  standard  developed  in  China. 


Iv 


Being  sued 
by  mighty 


little-known 
Huawei  on 
the  map 


LINGERING  QUESTIONS 

SIEMENS  ANNOUNCED  the  producti 
deal  with  Huawei  despite  the  fact  that 
had  developed  the  3G  technology  in  a  a 
laboration  with  a  Huawei  rival,  stat 
owned  Datang  Mobile  Communicatioi 
Equipment  Co.  In  launching  a  new  pro< 
uct,  "you  better  team  up  with  good  pla 
ers,"  says  Christoph  Casehtz,  president 
Siemens  Mobile  Networks.  "And  Huaw  g 
is  the  strongest  of  them." 

That's  not  to  say  there  are  only  cle;  Ik 

skies  ahead  for  Huawei.  If  the  SARS  ep  I 

demic  returns,  it  will  hurt  both  the  Ch  I 

nese  economy  and  Huawei's  busines  » 

While  Huawei  is  enjoying  a  boost  in  salt  I 

abroad,  some  potential  customers  an  »: 

partners  complain  that  Huawei  simpJ  hi' 

makes  me-too  products  and  does  nc&a 

back  them  up  with  adequate  service. "  W  to 

would  not  do  business  with  Huawei,  S 

says  Robert  Cagnazzi,  U.S.  CEO  of  net  K 

working-gear    distributor    Dimensioi  ft 

Data  Holdings  PLC.  And  there  are  conjiB 

tinuing  doubts  about  Huawei's  connecjco 

tions  to  the  army.  "There's  too  much  mil|to 

itary  influence,"  says  on 

prominent     U.S.     ventur 

capitalist  who  does  man; 

deals  in  China  but  steer 

clear  of  Huawei.  Whatever 

new  problems  arise,  HuaM 

wei  has  managed  to  put  it  d 

annus  horribilis  behind  it-  I 

and  rivals  worldwide  havik 

noticed.  ■ 

-By  Bruce  Einhorn  it  I 

Shenzhen  and  Peter  Burrowu 

in  San  Mateo,  Caliji 


)evelopments  to  Watch 
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INNOVATIONS 


)f  ceramics, 
•ig's  eyes,  and 
rosstalk 

>  Because  ceramics  are  so 
rittle,  machining  them  can 
p  a  nightmare.  Ask  most 
igineers  to  carve  filaments 
000  times  as  thin  as  a 
jman  hair,  and  they'll  throw 
p  their  hands.  But  it's  a  snap 
or  Sehoon  Yoo,  a  materials- 
:ience  student  at  Ohio  State 
niversity.  He  bakes  titanium- 
ioxide  ceramic  in  hydrogen 
las,  and  its  surface  develops 
eep  holes  that  create 
eramic  hairs  no  more  than 
0  nanometers  wide.  How 


loes  it  happen?  Nobody 
nows.  Yoo  hopes  to  earn  his 
'hD  figuring  it  out. 
>>  Using  the  microscopic 
ip  of  an  atomic-force 
microscope,  researchers  at 
'urdue  University  have 
:arved  scaffoldlike  patterns 
)n  the  surface  of  a  pig's 
etina.  They  hope  to  use  the 
©suiting  template  to  promote 
he  growth  of  transplanted 
etinal  cells.  If  it  works,  it 
:ould  be  the  first  step  toward 
lalting  macular  degeneration, 
he  leading  cause  of  blindness 
n  people  55  and  older. 
►>  Engineers  at  Penn  State 
Jniversity  have  developed  an 
;rror-correction  scheme  that 
drastically  boosts  the  capacity 
)f  copper  wire  to  carry  voice 
ind  data  simultaneously  in 
ocal  area  networks.  In 
simulations,  speeds  hit  an 
jnprecedented  10  gigabits  a 
second.  -Otis  Port 


«/"  I 
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ARCHAEOLOGY 

AN  INNOVATIVE  WAY  TO  GET 
THE  NITTY-GRITTY  ON  DIRT 


THE  SPRAWLING  Dunhuang 
caves  in  China  are  covered 
with  colorful  paintings 
dating  from  the  4th  century. 
Sadly,  though,  moisture, 
wind,  and  salt  rising  from 
the  groundwater  are  taking  a 
toll.  Weather  stations  in  the 
caves  alert  preservationists 
to  potentially  dangerous 
conditions,  but  workers 
must  enter  the  caves  to 
gather  the  data,  and  their 
very  presence  adds  to  the 
degradation. 

Engineers  at  the  University 
of  California  at  Berkeley  think 


IMMUNOLOGY 

A  WEAPON  IN 
THE  NEXT  WAR 
ONSARS? 

A  NEW  CASE  OF  SARS  in  China 
has  alarmed  doctors  and 
government  officials.  Some 
potential  good  news, 
reported  last  month  in  The 
Lancet:  A  genetically  altered 
common-cold  virus  has 
successfully  protected  six 
rhesus  monkeys  against  the 
deadly  virus.  However, 
medical  experts  believe  it 
will  be  two  to  five  years 
before  a  human  vaccine  is 
available. 

The  research  team,  from 
the  University  of  Pittsburgh 


"smart  dust"  could  help.  A 
network  of  matchbox-size 
computers  measures  dozens 
of  environmental  changes 
and  transmits  the  data  to 
computers  outside  the  cave. 
"Someone  working  there 
could  just  walk  by  with  a 
laptop  and  get  all  the 
information,"  says  project 
leader  Steven  Glaser.  The 
battery-powered  sensors  can 
operate  for  months  at  a  time 
with  no  human  helpers. 
Glaser  plans  to  install  the 
smart  dust  this  spring. 

-Arlene  Weintraub 


and  the  Centers  for  Disease 
Control  &  Prevention,  created 
the  vaccine  by  inserting 
pieces  of  the  SARS  virus  into 
a  virus  from  the  same  family 
that  causes  the  common 
cold.  Six  monkeys  were 
injected  with  the  vaccine  and 
received  a  booster  shot  28 
days  later.  Six  weeks  after 
the  initial  shot,  all  the 
monkeys  had  developed  a 
significant  immune  system 
response  against  the 
virus,  a  hallmark  for 
determining  the  success  of  a 
vaccine.  The  team  says 
human  testing  could  begin 
next  year.  SARS,  which  first 
emerged  in  China  in  the  fall 
of  2002,  has  killed  774 
people  and  infected  more 
than  8,000  in  30  countries 


NANO  TECH 

ENLIGHTENING 
LESSONS 
FROM  SQUIDS 

THE  BIOLOGICAL  world  is 

proving  to  be  an  important 
source  of  clues  about  how  to 
design  and  produce  nano- 
scale  materials  and  devices, 
which  have  features 
measured  in  billion ths  of  a 
meter.  One  newly  discovered 
model  of  nano -fabrication  in 
animals  is  the  "flashlight"  on 
the  underside  of  the 
Hawaiian  bobtail  squid.  The 
creature  uses  this  light- 
producing  organ,  powered  by 
glowing  bacteria  surrounded 
by  stacks  of  reflector  plates,  to 
find  food  in  the  dark  ocean. 
The  light  also  helps  the  squid 
hide  its  distinctive  shadow 
from  predators. 

Other  sea  animals  have 
similar  reflector  plates, 
composed  of  crystals.  But  a 
team  of  researchers  from  the 
University  of  Hawaii  and  the 
University  of  California  at  Los 
Angeles  discovered  that  the 
squid's  plates  are  made  of  an 
unusual  family  of  proteins, 
never  before  identified.  Four 
rare  amino  acids  account  for 
more  than  half  of  each 
protein.  The  research  team, 
reporting  in  the  journal 
Science,  suggests  that  similar 
protein-based  biomaterials 
could  be  created  for  use  in 
optic  and  spectroscopic 
applications. 
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Information  Technology  Strategies 


COMMENTARY 


BY  STEVE  HAMM 


Why  High  Tech 
Has  to  Stay  Humble 

The  industry  can't  forget  the  key  lesson  of  the  lean  years:  Put  customers  first 


IMAGINE  RALPH  SZYGENDA'S  SUR- 
prise.  The  General  Motors  Corp. 
chief  information  officer  strolled 
down  the  hall  at  headquarters  in 
Detroit  a  few  months  ago  and 
discovered  Steven  A.  Ballmer,  chief 
executive  of  mighty  Microsoft  Corp., 
crawling  under  the  table  in  a  confer- 
ence room  and  plugging  in  PC  monitors- 
like  some  high  school  audiovisual  nerd. 

Turns  out  Ballmer  was  helping  Szygenda's  lieutenants  figure 
out  why  Microsoft's  Windows  operating  system  wasn't  deliver- 
ing the  screen  resolution  that  GM  engineers  need  to  design  new 
vehicles.  On  the  spot,  Ballmer  dialed  his  minions  back  in  Red- 
mond, Wash.,  and  asked  them  to  fix  it.  "This  shows  me  Steve 
Ballmer  cares,"  says  Szygenda. 

In  the  past  three  years,  tech  company  executives  have  been 
down  on  their  hands  and  knees— sometimes  literally— trying  to 
show  corporate  customers  just  how  much  they  care.  They 
haven't  had  much  choice,  since  corporations  were  watching 
their  pennies  and  were  fed  up  with  the  industry  foisting  on 
them  expensive,  complex  products  that  focused  too  much  on 
the  latest  technologies,  rather  than  on  practical  results.  The 
downturn  gave  rise  to  an  era  of  unprecedented  customer  pow- 
er. Prices  for  computers,  software,  and  services  are  depressed, 
and  tech  companies  spend  considerable  time,  effort,  and  mon- 
ey getting  to  know  corporations'  needs  and  delivering  to  them 
what  they  want  when  they  want  it. 

Now  the  wind  seems  to  be  shifting.  Analysts  expect  corporate 
tech  purchases  to  grow  a  relatively  healthy  5%  this  year.  With 
the  money  flowing  at  long  last,  tech  companies  will  be  tempted 
to  go  back  to  their  bad  old  ways.  "If  the  suppliers  have  a  lot  of 
customers,  they'll  be  less  hungry,"  warns  Howard  Edgar  Train- 
or,  president  of  the  Society  for  Information  Management,  a 
group  of  corporate  technology  officers. 

So,  as  2004  begins,  it's  time  for  the  tech  industry  companies  to 
make  a  New  Year's  resolution.  They  learned  the  value  of  catering 
to  customers  in  the  crucible  of  the  long  downturn.  Data-storage 
giant  EMC  Corp.,  for  instance,  saw  its  revenues  decline  58%  from 
fiscal  year  2000  to  2002— partly  because  of  the  arrogance  with 
which  it  treated  customers.  Now,  rather  than  forgetting  those 


hard  lessons,  tech  companies  need  to  keep 
up  their  efforts  to  cater  to  corporate  cus- 
tomers, which  control  80%  of  the  $1  trillion 
spent  on  information  technology  each  year. 
This  is  vital  to  the  industry  at  a  time  when 
the  payoffs  from  investments  in  technology 
are  being  questioned. 

Indeed,  a  more  dependable  tech  indus- 
try seems  to  be  emerging.  When  Business- 
Week interviewed  more  than  30  tech  lead- 
ers and  25  corporate  buyers,  they 
described  a  new  environment  in  which 
creators  and  consumers  of  technology  are 
for  the  first  time  becoming  closely  aligned. 
"Things  have  fundamentally  changed— for 
the  better,"  says  John  W  Cummings,  chief 
information  officer  at  Merrill  Lynch  &  Co. 
"Both  sides  come  at  it  with  a  more  ration- 
al view  than  we  did  in  the  past.  We're  all 
more  focused  on  delivering  a  business  re- 
sult, rather  than  technology." 

The  effects  of  this  shift— if  it  proves 
durable— are  likely  to  be  overwhelmingly 
positive.  Erik  Brynjolfsson,  a  management 
professor  at  Massachusetts  Institute  of 
Technology,  says  that  because  innovators 
and  customers  are  working  more  closely, 
technology  will  be  the  major  contributor  to 
a  3%  average  annual  growth  in  U.S.  pro- 
ductivity. That  will  promote  economic 
growth— and  fuel  demand  for  computers 
and  software. 

But  that  will  come  only  if  industry  play- 
ers lock  into  place  their  hard-won  lessons  with  new  processe 
that  reinforce  good  behavior.  Here's  what  they  need  to  do 


FIND  OUT  WHAT  CUSTOMERS  NEED.  In  the  past,  tech  outfits  tend  D 
ed  to  be  driven  by  their  engineering  departments,  rather  than  b;  D 
studying  clients'  needs  in  disciplined  ways.  Now  they're  turninj  j 
the  gathering  of  input  from  customers  into  a  standard  process  _ 
Dell  Inc.,  for  instance,  three  years  ago  started  holding  two-da;  | 
"knowledge  share"  events  where  it  invites  chief  information  of } 
ficers  in  small  groups  to  exchange  ideas  with  its  executives  an(  \ 
technology  managers.  One  result:  ClOs  urged  DeU  to  make  th<  K 
Linux  operating  system  central  to  its  plans,  which  it  has  done  I 
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ley  heard  us,"  says  Jeff  Campbell,  chief  information  officer  for 
rlington  Northern  &  Santa  Fe  Railway  Co.,  who  participated  in 
•ell  event  early  last  year. 

Certainly,  tech  companies  can't  count  on  their  customers  to 
:  for  breakthrough  innovations.  The  industry's  most  impor- 
it  new  technologies  of  the  past  three  decades,  the  personal 
nputer  and  the  Web,  were  not  things  that  corporations  had 
their  to-do  lists  before  they  emerged  as  realities.  So  it's  in- 
nbent  on  tech  players  to  keep  innovating 
ely  in  their  labs.  The  new  challenge  is  to  un- 
stand  customers'  businesses  so  well  that  tech 
npanies  can  anticipate  their  needs  and  con- 
iice  them  that  disruptive  new  technology  will 
yoff 


Corporate 
buyers 
spend  $80 
billion  a 
year.  Cater 
to  them 


AKE  CUSTOMERS  CO-CREATORS.  The  info-tech  world  used  to 
!  a  one-way  street.  Tech  suppliers  created  it;  corporations  con- 
imed  it.  Not  anymore.  German  software  giant  SAP  goes  to  the 
treme  of  co-developing  major  new  software  products  with  in- 
lstry  leaders,  so  it  understands  exactly  what  they  need  to  solve 
isiness  problems.  Software  programmers  from  SAP  and  its 
istomers  work  together  to  design  and  refine  the  programs, 
lie  software  company  just  completed  a  2/2-year  project  with 
eutsche  Postbank,  Germany's  top  retail  bank,  that  automates 
bank's  core  checking,  savings,  and  loan  transactions  with  cus- 
mers.  Now  SAP  is  selling  the  package  to  other  banks.  Other 


tech  companies,  including  corporate  software  leader  Oracle 
Corp.  and  desktop  publishing  leader  Adobe  Systems  Inc.,  have 
recently  co-developed  products  with  customers. 

DELIVER  TECHNOLOGY  AS  A  SERVICE.  The  old  way  was  to  sell  soft- 
ware and  hardware  in  big  chunks  and  then  persuade  customers 
to  upgrade  to  the  latest  stuff  every  couple  of  years.  Increasingly, 
hardware  makers,  such  as  IBM,  and  software  companies,  such  as 
Siebel  Systems  Inc.,  are  selling  their  technology  as 
services.  Upstart  Salesforce.com  Inc.  showed  the  way, 
rounding  up  more  than  8,400  customers  in  just  four 
years  for  its  service  of  providing  customer-relationship 
management  software  via  the  Web.  Instead  of  spend- 
ing tens  of  thousands  of  dollars  for  new  computers 
and  software,  Salesforce.com's  customers  spend  a 
modest  sum  each  month  for  use  of  the  technology. 
With  this  kind  of  business,  tech  suppliers  have  to  keep 
pleasing  their  customers  or  risk  losing  them.  And  cus- 
tomers enjoy  being  in  the  driver's  seat.  "I  feel  like 
we're  getting  more  than  we  paid  for,"  says  Sales- 
force.com  customer  Chuck  M.  Fallon,  executive  vice- 
president  for  revenue  generation  at  Cendant  Corp.'s 
Car  Rental  Group. 

REVAMP  THE  SALES  FORCE.  Typically,  tech  sales 
forces  were  made  up  of  aggressive  fast  talkers  who 
bagged  big  sales  to  companies  and  moved  on,  never 
to  be  heard  from  again  until  a  new  sales  opportuni- 
ty came  up.  Now  companies  are  retraining  their 
salespeople  and  creating  incentive  programs  that 
match  the  tech  company's  interests  with  those  of 
their  customers.  At  EMC,  for  instance,  as  a  result  of 
an  overhaul  begun  in  March,  2001,  sales  represen- 
tatives are  expected  to  stay  on  an  account  for  years. 
Reps  who  manage  large  global  accounts  are  respon- 
sible for  customer  satisfaction  and  don't  get  paid 
commissions  on  individual  sales. 

In  the  coming  year,  the  degree  to  which  high-tech 
companies  obsess  on  their  customers  will  determine 
who  wins  and  who  loses.  Companies  that  don't 
adapt  face  an  imperiled  future.  But  the  rewards  will 
be  rich  for  tech  companies  that  get  this  right.  Net- 
working giant  Cisco  Systems  Inc.  suffered  a  hum- 
bling rejection  by  telecom  companies  when  it  tried 
to  sell  them  traditional  voice  telecom  equipment 
without  studying  their  needs  deeply.  Cisco  execu- 
tives apologized  profusely  when  the  Bells  called 
them  on  it.  Then  they  spent  the  past  18  months 
completely  revamping  their  telecom  products  in 
response  to  detailed  critiques  from  the  likes  of  Bell- 
South Corp.  and  SBC  Communications  Inc.  As  a  re- 
sult, Cisco's  telecom  equipment  revenues  are  grow- 
ing at  20%  a  quarter  while  its  rivals  are  just  treading  water. 

It  just  goes  to  show  that  there's  no  shame  in  groveling  a  bit — 
if  it  gets  you  the  business.  That's  a  lesson  the  entire  technology 
industry  seems  to  be  taking  to  heart.  "This  puts  pressure  on  our 
industry,  but  that's  good,"  says  Henning  Kagermann,  chief  ex- 
ecutive of  SAP.  "We  have  to  be  more  mature  and  do  the  things 
that  bring  value  to  our  clients."  Customer  power?  Tech  compa- 
nies are  getting  used  to  it.  II 

-With  Peter  Burrows  in  San  Mateo,  Calif. 
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For  an  in-depth  look  at  how  tech  companies 
are  changing,  go  to  www.businessweek.com/magazine/extra.htm 
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The  Next  Bi 


iglhing 


For  Wireless: 

WiMax  is  a  lot  faster  than  Wi-Fi  and  has  a 
bigger  range— but  success  isn't  assured 


VERYWHERE  YOU  TURN 
these  days,  there  seems  to  be 
a  new  way  to  zap  data 
through  the  ether:  Wi-Fi, 
Bluetooth,  GPRS,  3G.  Now 
comes  yet  another  addition 
to  this  alphabet  soup,  a 
technology  that  can  blast  data  seven 
times  faster  and  up  to  a  thousand  times 
farther  than  popular  Wireless  Fidelity,  or 
Wi-Fi,  systems.  Officially  called  IEEE 
802.16  but  marketed  under  the  sexier 
moniker  WiMax,  it's  bound  to  be  a  hot 
topic  this  year,  thanks  to  aggressive  back- 
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ing  from  chip  giant  Intel  and  support 
from  equipment  makers  such  as  Nokia 
and  Alcatel.  The  first  WiMax  gear  should 
be  on  the  market  by  the  end  of  2004. 

Think  of  it  as  Wi-Fi  on  steroids.  While 
Wi-Fi  hotspots  have  a  radius  of  about  100 
feet,  WiMax  uses  state-of-the-art  mi- 
crowave radio  technology  to  span  dis- 
tances as  great  as  30  miles.  That  means  it 
could  be  used  as  an  alternative  to  copper 
wire  and  coaxial  cable  for  connecting 
homes  and  businesses  to  the  Internet  If  it 
flies,  WiMax  could  reinvigorate  competi- 
tion between  dominant  telecom  and  cable 


companies  and  rivals 
using  a  whole  new  in- 
frastructure—not just 
leasing  space  on  exist- 
ing networks.  "This  is 
the  next  telecom  revo- 
lution," says  Rudy 
Leser,  vice-president 
of  marketing  for  Tel 
Aviv-based  Alvarion 
Ltd.,  the  leading  mak- 
er of  broadband  wire- 
less equipment. 

That's  just  for 
starters.  The  real  buzz 
about  WiMax  is  that 
Intel  Corp.  is  aiming  to 
shrink  the  technology 
down  to  a  chip  so  that 
it  can  be  built  directly 
into  PCs  and  laptops. 
Intel  did  the  same 
thing  for  Wi-Fi  with  its 
Centrino  mobile  pro- 
cessor line  and  helped 
accelerate  the  Wi-Fi 
boom.  Analysts  figure 
WiMax  laptops  could 
show  up  by  2006,  let- 
ting people  get  on  the 
Net  wirelessly  virtually 
anywhere.  "If  you  like 
Wi-Fi,  you're  going  to 
love  Wi-Fi  every- 
where," says  Sean  M. 
Maloney,  general  manager  of  the  Inte  ^ 
Communications  Group.  Pyramid  Re  be 
search  LLC  of  Cambridge,  Mass.,  figure  an 
that  nearly  4  million  people  will  be  usinj  ik 
such  "broadband  wireless"  technology  fr  wl 
2008.  Revenues  from  broadband  wireles  fc 
services— mostly  based  on  WiMax— coul<  ft 
top  $2.1  billion  annually  by  that  time. 

If  all  of  this  sounds  like  a  marketing  M 
pitch  from  the  1990s  bubble,  it  should  S 
Telecom  startups  such  as  Winstar  LLC  ft 
and  Teligent  Inc.  went  broke  trying  to  sel  ra 
similar  wireless  technology  to  businesses  i 
and  homes.  But  WiMax  has  a  big  cost  ad-  k 
vantage.  The  boom-era  startups  usee  oi 
proprietary  equipment  that  cost  as  much  fil 
as  $1,200  for  every  customer  site— three  ? 
times  as  much  as  early  WiMax  products  ? 
are  expected  to.  Thanks  to  standardiza-  e 
tion,  prices  should  plunge  even  further  ir  n 
the  future,  to  less  than  $200  for  the  geai  R 
that  sits  at  the  customer's  site.  Then.il! 
when  WiMax  migrates  into  laptops,  the  « 
cost  to  buy  into  it  will  edge  toward  zero.  | 

Still,  success  is  hardly  assured.  The 
biggest  question  is  whether  even  gung-haB 
teenies  need  another  technology  to  tap  - 
the  Net.  Wired  broadband  is  widely  avail- 
able in  homes  and  businesses  in  the  U.S., 


■  Anewwireily 
technology,  ViL 
sends  data  at <  ,, 
blistering  70 
megabits  per  5 
over  distances! 
50  km  (30  mil 

■  Early  versic 
designed  fori 
broadband,  rhi 
cable  and  DSL 
versions  will  lei 
users  roam  an 

■  WiMax  will  b 
first  to  connec 
hotspots  to  ttu 
Internet,  later  I 
broadband  sei 
to  rural  houset 

■  It  could  nam 
the  Digital  Divi 
developing  coi 
but  will  pose  c 
petition  for  mol  uf 
systems  like  3C 
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-stern  Europe,  and  parts  of  Asia.  The 
idly  spreading  Wi-Fi  provides  speedy 
b  links  on  the  go.  And  wireless  com- 
lies  are  rolling  out  ever-faster  ways  for 
ir  customers  to  tap  the  Net.  On  Jan.  8, 
instance,  U.  S.  giant  Verizon  Commu- 
ations  Inc.  is  expected  to  unveil  a  na- 
nwide  rollout  of  a  competing  wireless 
hnology  that  provides  data  speeds  of 
to  two  megabits  per  second. 
Even  if  incumbent  telecom  companies 
d  back,  rivals  are  likely  to  see  opportu- 
y  in  WiMax.  The  No.  5  mobile  operator 
the  U.S.,  Nextel  Communications  Inc., 
3  been  snapping  up  broadband  wireless 
mses  around  the  country  and  is  widely 
i>ected  to  enter  the  business.  Digital  sub- 
iber  line  (DSL)  providers  such  as  Covad 
mmunications  Group  Inc.  also  could 
inp  on  WiMax  to  free  themselves  from 
2  cost  of  licensing  phone  lines  from  re- 
mal  Bell  operating  companies.  And  a 
)p  of  so-called  wireless  Internet  service 
Dviders  that  offer  local  Wi-Fi  services  are 
ime  candidates  to  graduate  to  WiMax. 
Perhaps  the  biggest  opportunity  for 
plax  lies  in  the  developing  world.  Large 
?as  of  Latin  America,  Asia,  Africa,  and 
istern  Europe  aren't  wired  for  telephone 
rvice,  let  alone  cable.  With  WiMax,  they 
uld  leapfrog  directly  to  broadband, 
lat's  one  reason  players  such  as  China 
licom  Ltd.  and  Serbia's  Telekom  Srbija 
a  already  rolling  out  broadband  wireless 
•ar.  These  and  dozens  of  other  companies 
-ely  will  switch  to  even  cheaper  WiMax 
len  it  becomes  available.  Pyramid  Re- 
arch  figures  that  the  number  of  broad- 
md  wireless  users  in  the  developing 
jrld  will  grow  at  a  compound  annual 
te  of  54%  over  the  next  five  years,  vs. 
\%  in  developed  nations.  "WiMax  could 
•lp  close  the  Digital  Divide,"  says  Pyra- 
id  analyst  John  Yunker. 
Suppliers  already  are  scrambling  to 
rve  the  market.  "We  are  big  believers  in 
oadband  wireless,"  says  Niel  Ransom, 
Lief  technology  officer  for  Paris-based 
catel,  the  world's  No.  1  seller  of  conven- 
>nal  DSL  gear.  Alcatel  hasn't  announced 
iMax  products  yet,  but  "there's  no  way 
e're  going  to  sit  on  our  hands,"  Ransom 
ys.  Neither  is  Alvarion,  which  is  likely  to 
!  the  first  company  to  release  WiMax- 
impatible  gear  late  this  year.  All  told,  fig- 
■es  Pyramid,  operators  will  spend  $5.4 
llion  over  the  next  four  years  on  broad- 
ind  wireless  gear. 

For  consumers,  WiMax  holds  out  the 
omise  of  increased  broadband  compe- 
ion,  lower  prices,  and  more  freedom, 
lat's  a  combination  sure  to  turn  a 
w  heads.  II 

-By  Andy  Reinhardt  in  Paris 


SECURITY 


For  Now,  Wi-Fi  Is 
A  Hacker's  Delight 


You've  heard  of  a  drive-by 
shooting,  but  maybe  not  drive- 
by  hacking.  It's  a  worrisome 
sort  of  cybercrime  in  which 
burglars  sit  in  a  car  outside  a 
company  and  use  laptop  computers  with 
antennas  to  hack  into  cash  registers  and 
corporate  records  by  snagging  data  as  they 
travel  over  the  airwaves.  That's  how  two  men 
allegedly  snatched  the  credit-card  numbers 
of  customers  of  a  Lowe's  Home 
Improvement  store  in  Southfield,  Mich., 
recently.  Another  mobile  thief  pleaded  guilty 
just  before  the  holidays  to  hacking  into 
patient  records  at  Wake  Internal  Medicine 
Consultants  Inc.  in  Raleigh,  N.C.-justto 
show  how  vulnerable  such  records  are  to 
hackers. 


Plugging  Wi-Fi's  Gaps 


How  to  keep 
hackers  out 
of  corporate 
wireless 
networks: 


■  Install  the  latest  encryption  software, 
called  Wi-Fi  Protected  Access 

■  Set  up  an  "invite  list"  specifying  which 
machines  can  connect  to  the  network 

■  Build  a  "virtual  private  network,"  a 
secure  pathway  protected  by  passwords 


It  happens  all  the  time,  according  to 
network  security  experts.  Thanks  to  the 
booming  popularity  of  Wi-Fi  networks- 
which  let  untethered  laptop  users  gain 
access  to  the  Net  from  the  living  room,  the 
airport  lounge,  or  a  parked  car-keeping 
such  networks  secure  has  become  one  of 
the  technology  industry's  biggest  problems. 

The  players  who  make  wireless 
equipment  are  racing  to  limit  the  potential 
for  damage.  Improved  security  standards 
should  be  ratified  later  this  year  by  the 
association  that  sets  tech  industry 
standards,  the  Institute  of  Electrical  & 
Electronics  Engineers  (IEEE).  By  mid-2004, 
Wi-Fi  component  makers  such  as  Intel  Corp. 
and  Cisco  Systems  Inc.  will  release  products 
with  the  emerging  standards.  In  the  interim, 
the  nation's  biggest  operator  of  public  Wi-Fi 
networks,  T-Mobile  HotSpot,  plans  to 
deadbolt  its  systems  with  upgraded 
encryption.  "Security  is  of  paramount 
concern  to  everybody,"  says  Joe  D.  Sims, 


general  manager  of  T-Mobile  HotSpot. 

The  new  security  standards  will  help, 
although  they  won't  plug  all  of  Wi-Fi's 
security  gaps.  Security  keys  will  be  changed 
every  time  data  are  transmitted,  instead  of 
staying  the  same  throughout  a  Wi-Fi 
session.  And  the  encryption  of  data  will  be 
beefed  up  from  the  old  64  kilobits  to  256 
and  will  use  next-generation  cryptography. 
Still,  Wi-Fi  networks  likely  will  remain 
vulnerable  to  sophisticated  hackers. 
"There's  no  way  you  can  contain  the  Wi-Fi 
signal  so  people  can't  get  to  it,"  says  Paul 
Brock,  a  managing  director  at  brokerage 
firm  Bear,  Stearns  &  Co. 

Even  these  limited  safeguards  can't  come 
fast  enough.  After  beginning  as  a  grassroots 
movement  among  home  PC  users,  Wi-Fi 

was  brought  into  the  office 
by  workers  who  didn't  want 
to  be  anchored  to  their 
desks.  Almost  a  third  of 
U.S.  companies  either  used 
Wi-Fi  or  conducted  pilot 
programs  last  year, 
according  to  Boston 
researcher  Yankee  Group. 
An  additional  14%  plans  to 
implement  the  technology 
in  2004.  The  concern  is 
that  these  corporate  Wi-Fi  networks- 
sometimes  installed  by  eager  techies 
without  the  knowledge  of  the  IT  depart- 
ment-have exposed  companies  to  outside 
thieves.  "They  punch  a  huge  hole  in  the 
corporate  security  system,"  says  Pankaj 
Manglik,  founder  of  wireless  security  firm 
Aruba  Wireless  Networks  Inc. 

Even  before  the  new  security  standards 
come  out,  businesses  and  individuals  can 
help  protect  themselves.  Any  Wi-Fi  system 
comes  with  built-in  encryption,  called  WEP, 
for  wired  equivalent  privacy.  But  it  must  be 
turned  on,  and  many  users  neglect  to  do  so. 
Still,  WEP  encryption  is  weak.  A  determined 
hacker  can  unscramble  key  passwords  in 
hours,  if  not  minutes.  "Break-ins  are  as 
common  as  breathing,"  says  Bruce 
Schneier,  founder  of  Counterpane  Internet 
Security  Inc.  For  the  wireless  future  to  get 
safer,  it's  a  good  policy  to  keep  as  many 
padlocks  on  corporate  airwaves  as  possible. 
-By  Roger  0.  Crockett  in  Chicago 
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HP  recommends  Microsoft1  Windows7  XP  Professional  for  Business 


invent 


Your  search  for  reliable  employees  never  ends. 
Your  search  for  reliable  technology  just  did. 

We've  shaken  them,  shocked  them  and  rocked  them.  We've  enabled  them 
applications— and  solve  multiple  problems— powered  by  the  Intel'  Pentium  4  processor  with 
HT*  Technology.  And  we've  included  something  no  one  else  can:  HP's  acclaimed  technical 
service  and  support  as  well  as  the  assistance  of  your  HP-authorized  partner.  Because  good 
help  should  never  be  hard  to  find.  And  yet  even  with  all  the  challenges  they  live  up  to,  you'll 
still  find  that  HP  desktops  pass  the  affordability  test.  Get  more  reliability.  Get  more  support. 
Get  HP  desktops  with  Intel   processors. 


■ 


Personal  Business  Health 


Timeto 
Scale 
Back  on 
Big  Fish? 

High  mercury  levels  may  wind  up  harming  the 
health-conscious  eater,  by  carol  marie  cropper 


A  MIDDLE-AGED  WOMAN  came  to  Dr.  Jane  High- 
tower's  San  Francisco  internal  medicine  prac- 
tice complaining  of  hair  loss,  upset  stomach, 
and  difficulty  concentrating.  Like  many  pro- 
fessionals in  the  Bay  area,  the  woman  ate  a  lot 
of  fish.  But  that  wasn't  a  concern— not,  at 
least,  until  Dr.  Hightower  sent  the  patient  to  a 
dermatologist,  who  knew  hair  loss  could  be  caused  by  mercu- 
ry poisoning.  The  dermatologist  did  a  blood  test,  which 
showed  four  times  the  recommended  limit  for  the  metal. 
Weeks  later,  a  second  patient  arrived  at  Dr.  Hightower's  office 


with  similar  symptoms.  Another  bloom 
test  was  given.  Again,  mercury. 

Suspecting  she  might  be  on  to  some  be 
thing,  Dr.  Hightower  spent  the  next  yea 
analyzing  89  patients  who  reported  eat 
ing  a  diet  heavy  in  fish  or  had  symptomi  * 
that  could  be  linked  to  mercury  toxicity  & 
In  the  end,  82  tested  above  the  5  micro- » 
grams  per  liter  widely  used  as  the  recom-  a 
mended  limit  for  mercury  in  the  blood,    a 

Dr.  Hightower's  2001  study  on  mercui  le 
ry  toxicity  was  one  of  the  first  to  identm  t 
this  possible  downside  to  Americans  :•: 
growing  appetite  for  fish.  As  more  peopi  * 


Mercury  on  the  Menu 

Large,  long-lived  fish  contain  the 
greatest  concentrations  of  the  toxin 


Fish  with  HIGH  MERCURY  content 
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SWORDFISH 
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new  RX-8 
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Retirement  benefits 
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I  never  made 


RED  FUGS 

Eat  tuna  in 
moderation 


;ed  the  medical  community's  advice  to 
t  fish  often  to  ward  off  cardiovascular 
sease,  they  may  be  exposing  themselves 
high  levels  of  mercury. 
This  is  especially  true  for  those  who  fa- 
ir big  predatory  fish,  such  as  swordfish, 
ng  mackerel,  shark,  tilefish,  and  tuna  (al- 
ough  canned  light  tuna  has  lower  levels 
an  tuna  steaks  or  canned  albacore).  Be- 
use  methylmercury— a  potent  form  of 
ercury  created  by  microbial  action  on 
ercury  in  polluted  waters— becomes 
ore  concentrated  as  it  rises  through  the 
od  chain,  big  fish  that  eat  smaller  ones 


have  the  most  methylmercury.  A  chart  on 
the  Food  &  Drug  Achninistration  Web  site 
(www.cfsan.fda.gov/~frf/sea-mehg.html) 
shows  that  swordfish  has  14  times  the  con- 
centration of  mercury  as  catfish.  Levels  are 
low  in  scallops  and  crabs  and  are  usually 
undetectable  in  salmon,  oysters,  and 
shrimp.  (Farm-raised  salmon,  however, 
may  be  higher  in  another  environmental 
toxin,  PCBs.)  Cooking  has  no  effect  on 
methylmercury,  so  it  matters  not  whether 
you  prefer  your  tuna  grilled  or  wrapped 
raw  in  seaweed  and  rice. 

So  far,  the  FDA's  consumer  advisory 
addresses  only  the  high-risk  groups  of 
pregnant  women,  those  of  child-bearing 
age,  and  their  children.  Mercury  crosses 
the  placenta  and  can  damage  the  devel- 
oping fetal  brain,  shaving  points  off  IQ 
and  causing  shortened  attention  spans. 
Some  doctors  even  speculate  on  a  link  be- 
tween mercury  toxicity  and  autism,  and 
studies  are  looking  at  a  possible  connec- 
tion. Meanwhile,  the  FDA  and  the  medical 
community  have  long  thought  that  com- 
mercial fish  consumed  in  the  U.S.  don't 
have  enough  mercury  to  pose  a  problem 
for  adult  men  or  women  not  expecting  to 
become  pregnant,  says  Vasken  Aposhian, 
professor  of  molecular  and  cellular  biolo- 
gy at  the  University  of  Arizona  and  an  ex- 
pert on  methylmercury. 

Studies  like  Dr.  Hightower's  are  chal- 
lenging that  assumption.  The  Centers  for 
Disease  Control  reported  last  year  that  al- 
most 8%  of  the  1,709  women  of  child- 
bearing  age  tested  had  blood  mercury 
levels  above  5.8  micrograms  per  liter  (or 
5.8  parts  per  billion),  the  amount  con- 
siered  safe  in  umbilical  cord  blood  by  the 
Environmental  Protection  Agency.  Other 
findings:  Blood  mercury  levels  rose  with 
frequent  fish  consumption,  and  levels 
were  greater  among  those  with  higher 
education  (who  presumably  know  the 
benefits  of  eating  fish  and  can  afford 
pricey  sushi  and  game  fish). 

If  a  patient  shows  up  with  a  string  of 
symptoms  that  could  indicate  mercury 
toxicity,  and  a  blood  test  confirms  the  di- 
agnosis, what's  the  next  step?  Not  all  doc- 


tors agree.  Dr.  Hightower  shifted  her  pa- 
tients to  fish  with  low  mercury  levels  and 
watched  their  blood  mercury  readings 
drop  into  the  acceptable  range.  "It's  real 
easy,"  Dr.  Hightower  says.  "You  eat  mer- 
cury, it  goes  into  your  blood.  You  stop, 
and  the  mercury  levels  go  down."  The 
body  excretes  mercury  through  feces, 
urine,  sweat,  hair,  and  nails.  In  fact,  that's 
why  many  doctors  think  adults  are  not  at 
great  risk  unless  levels  are  extremely 
high.  The  half-life  of  mercury  in  the  blood 
is  two  to  three  months  for  adults. 

STORED  METALS 

BUT  OTHERS  SEE  a  more  complicated— 
and  serious— health  problem.  Even  if  the 
blood  is  readily  cleansed,  Dr.  Richard 
Horowitz,  an  internist  in  Hyde  Park,  N.Y, 
says  mercury  can  be  stored  in  body  tissue, 
including  the  brain.  Dr.  Horowitz,  who 
treats  many  Lyme  disease  patients,  says 
the  symptoms  of  chronic  Lyme  disease 
mirror  those  for  metal  toxicity.  He  sus- 
pects some  Lyme  patients'  continuing 
problems,  such  as  fatigue,  are  linked  to 
metals  in  their  bodies.  If  so,  that  may  ex- 
plain why  they  don't  get  better  when  they 
take  the  antibiotics  used  to  treat  Lyme. 

Dr.  Horowitz  does  not  rely  on  the  stan- 
dard blood  test  to  diagnose  the  presence 
of  mercury  because  it  measures  only  re- 
cent exposure.  Instead,  he  gives  patients  a 
chelating  agent— a  chemical  that  binds  to 
and  pulls  metals  from  tissues.  He  then 
measures  the  amount  of  mercury  excret- 
ed in  the  urine.  He  also  uses  three-month 
regimens  of  alternating  chelation,  vita- 
mins, and  minerals  to  remove  stored 
metals.  He  has  seen  symptoms  ease  in 
about  10%  of  those  treated. 

Such  routine  use  of  chelating  agents  is 
controversial.  "Chelators  are  not  benign 
drugs,"  points  out  Dr.  Michael  Shannon, 
an  associate  professor  at  Harvard  Medical 
School.  They  can  cause  kidney  and  liver 
damage  as  well  as  allergic  reactions. 

Chelation  might  be  an  answer  in  ex- 
treme cases.  For  most  of  us,  the  remedy  is 
simple.  As  one  doctor  advises:  "Eat  the 
little  fish."  How  complicated  is  that?  ■ 


Fish  with  LOW  MERCURY  content 
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Dashing  Through  the  Snow 

Ditch  the  old  sweats  for  latest  in  winter  running  gear.  BY  CHRISTINE  SUMMERSON  j 


BAGGY  SWEATS,  THE 
more  threadbare  the  bet- 
ter, were  once  the  typical 
winter  duds  for  recre- 
ational runners.  But  most 
have  traded  their  sweats 
for  tops  and  tights  in  syn- 
thetic fabrics  that  wick  perspiration 
away  from  the  body,  making  you  less 
susceptible  to  getting  chilled. 

» CLOTHING  Runners  don't  need  too 
many  layers— you'll  quickly  warm  up. 
The  classic  winter  running  top  is  a  zip- 
neck  pullover  in   a   midweight  poly- 


WINTER  RUNNING 

A  Blizzard? 
Even  Better 


For  runners  undeterred  by  snow,  sleet,  or 
icy  temperatures,  a  big  challenge  is 
convincing  your  nonrunning  friends  that 
you're  not  crazy.  "People  have  a  fear  of 
running  in  the  cold,"  says  Bill  Rodgers,  winner  of 
four  New  York  City  and  four  Boston  marathons, 
who  still  competes  in  the  55-59  age  group. 
"There's  a  myth  that  running  will  freeze  your 
lungs,  and  of  course  that  won't  happen." 
Rodgers,  co-owner  of  the  Bill  Rodgers  Running 
Center  in  Boston  (billrodgers.com),  has  plenty 
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ester/spandex  fabric,  such  as  Hind's 
Arctic  DryLete  Sportop  ($60,  hind.com). 
The  fabric,  smooth  knit  on  the  outside 
and  fleecy  on  the  inside,  is  intended  to  be 
worn  next  to  the  skin,  more  fitted  than 
loose.  Other  companies  have  similar 
models.  A  good  midweight  zip  top  will 
cost  $60  to  $75.  But  it  is  a  worthy  invest- 
ment—you'll reach  for  it  often.  Bumping 
it  up  a  notch,  SportHilPs  Explorer  zip 
top,  for  men  and  women,  has  front  and 
arm  panels  in  stretch  wind-blocking 
fabric  ($91.95,  sporthill.com).  Winter 
midweight  tights  or  running  pants  go 
for  $50  to  $70,  and  models  with  ankle 


zippers  are  easier  to  get  on  and  of 
On  those  rare,  balmy  winter  days,  tl 
top  and  tights  are  sufficient.  For  win 
you  may  want  a  lightweight  water-resis  fc 
ant  jacket,  such  as  Patagonia's  Stretch  V 
locity  Shell  ($99,  patagonia.com).  For  tl  SU 
coldest  climates,  Gore-Tex  running  jac 
ets  will  cost  about  $150,  and  pant 
around  $100. 

»  SHOES  The  mesh  tops  of  regular  trail 
ing  shoes  seem  like  magnets  for  puddl 
and  slush.  Nike's  Air  Teocalli  ACG  tra 
running  shoes  ($100)  are  made  wit 
Gore-Tex,  have  great  traction  on  sno\ 


to  say  in  defense  of  winter  runs. 
"I  think  running  in  winter  is  really 
stunning.  You  can  train  well- 
better  than  in  the  summer  when 
you're  perspiring  more." 

While  treadmills  are  fine, 
"I've  always  been  a  runner  who 
wanted  to  go  out,"  he  says.  "The 
trickiest  thing  I  found  was  not 
snow,  but  the  ice.  I  take  my 
corners  really  slow.  On  bad- 
weather  days,  I  cut  back.  But 
sometimes  I  like  to  go  out  there 
in  a  blizzard-because  it's  fun." 

How  does  Rodgers  get  the 
most  out  of  his  workout  when        ^^^ 
the  weather  isn't  cooperating?  "I    ^^^m 
would  say  the  No.  1  thing  is  a  winter  running  suit, 
in  Gore-Tex,"  he  says.  "You'll  be  relaxed  and 
comfortable  and  get  more  out  of  your  effort."  You 


RODGERS 

Keen  on 
intervals 


also  need  a  good  pair  of 
mittens  and,  he  adds,  "a  c 
not  a  baseball  hat.  You  lo< 
about  40%  of  your  body  r 
through  your  head.  A  wan 
woolen  or  all-weather  hat 
keep  your  head  warm." 

Of  course,  with  a  hat  p 
over  your  ears,  you  can't  r 
as  well.  So  be  extra  vigilar 
when  crossing  intersectio 
moving  along  busy  street: 
you're  running  in  the  city, 
even  in  a  park,"  Rodgers  says,  "you  wai 
be  alert  and  know  when  you're  being 
passed  by  faster  runners  or  cyclists." 

Rodgers  says  a  good  one-hour  run  ii 
winter  would  consist  of  10  miles  (for  hin 
He  suggests  starting  with  an  easy  jog  fo 
to  2.0  miles,  then  doing  a  sequence 
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Id  are  also  light  enough  for  running 
I  pavement.  Pair  these  with  padded 
nning  socks  such  as  SmartWooFs 
*X  Ultra  Cushion  version  ($13,  smart- 
)ol.com)  to  keep  your  feet  warm. 

GLOVES  Polyester  knit  gloves  for  un- 
r  $10  can  be  tucked  in  your  waist- 
nd  until  you  need  them.  In  the  coldest 
iather,  you  may  want  wind-blockers 
well.  Manzella's  unlined  Z-Base  Silk- 
sight  Windstopper  gloves  ($25, 
anzella.com)  can  be  worn  next  to  the 
in  or  over  glove  liners. 

REFLECTIVE  GEAR  Clothing  made 
ith  reflective  material,  particularly 
•otchlite,  helps  drivers  spot  you  in 
Wing  light,  in  the  dark,  or  on  rainy 
lys.  Sugoi's  MidZero  Zap  Tights  offer 
,  flectivity  galore  and  come  in  men's 
id  women's  models  ($65,  sugoi.ca). 
jnphipod's  Xinglet  reflective  harness 
is  360-degree  visibility  ($20;  amphi- 
3d.com).  And  the  Clip-On  LED  light 
ith  super-reflective  lens  from  Nathan 
ports  can  be  seen  from  up  to  1,000 
et  away  ($6,  batteries  included; 
athansports.com). 

•SUNDRIES  Bodyglide  helps  prevent 
lafing  and  blisters  and  comes 
i  an  easy-to-apply  stick  ($7, 
odyglide.com).  Kiehl's  All-Sport 
Non-Freeze"  Face  Protector,  with  SPF 
0,  protects  against  sun  and  wind 
$15,  kiehls.com). 

Investing  in  even  some  of  these  items 
ill  make  your  winter  workouts  safer 
nd  more  comfortable.  No  sweat.  ■ 


Autos 


mating  faster  and  slower  intervals.  Begin 
a  lower  number  of  intervals,  and  build 
lually.  "The  first  week  you  might  start 
two  times  three  minutes  [three  minutes 
,  recover,  three  minutes  fast  again, 
iver].  Then,  after  a  couple  of  weeks,  add 
n  more  pickups.  Your  body  adjusts  to 
ling,  and  your  average  pace  runs  will  feel 
er."  Rodgers  recommends  stretching 
r  the  workout,  when  the  muscles  are 
e,  to  prevent  soreness. 
ots  of  runners  go  through  post-holiday 
is  but  this,  too,  will  pass.  "We  need  rest, 
I  think  a  lot  of  runners  neglect  that,"  he 
;.  "Once  you  make  it  back  outdoors,  you 
i  be  surprised  how  many  runners  are  out 
e."  Pick  a  race  and  enlist  one  of  these 
Jy  souls  as  a  cold-weather  training 
:ner.  Then,  Rodgers  says,  "nothing  can 
)  you."  -By  Christine  Summerson 


Sports  Car,  Yes. 
Family  Car,  Hmm 

Mazda's  agile  RX-8  lives  up  to  the  muscle-car  hype, 
but  don't  trade  in  the  minivan.  BY  BRIAN  bremner 


THERE  I  WAS,  BARREL- 
ing  down  Japan's  Chuo 
Expressway  in  a  2004 
RX-8,  Mazda's  supercool 
new  sports  car.  I  was  on 
my  way  to  join  my  family 
at  a  hot-springs  resort  in 
Nagano,  but  my  real  mission  was  figur- 
ing out  whether  this  RX-8  hot  rod,  Maz- 
da Motor's  bid  to  get  some  sizzle  back 
into  the  brand,  lives  up  to  the  hype.  My 
first  impression:  Hell,  yes.  But  in  Japan, 
Mazda  is  promoting  its  latest  rotary-en- 
gine beauty,  with  its  unusual  four-seat 
layout,  as  a  muscle  car  the  whole  family 
can  enjoy.  Let's  just  say  that  the  return 
trip,  with  my  wife  and  two  young  chil- 
dren in  tow,  was  a  snug  enough  fit  to  lay 
bare  that  myth. 

BRAVURA  PERFORMANCE 

BACK  IN  ITS  GLORY  DAYS  in  the  1970s 
and  early  '80s,  Mazda  enjoyed  a  well-de- 
served reputation  for  brilliant  engineering 
and  design,  culminating  in  the  RX-7,  a  ro- 
tary engine-powered  two-seater  that  ri- 
valed the  old  Nissan  240Z  as  Japan's  most 
bodacious  fun  car.  The  $27,200  RX-8  is  a 
much  better  vehicle.  With  250  horsepow- 
er in  Japan  (238  on  U.S.  models  because 
of  emissions  limits),  there's  oomph 
aplenty.  Its  new  rotary  engine  is  lighter, 
cleaner,  and  more  fuel-efficient,  getting  25 
miles  per  gallon  on  the  highway. 

It's  that  very  engine,  in  fact,  that 


FOUR  DOORS 

The  RX-8's 
compact  engine 
allowed  for  a 
larger  interior 


makes  the  existence 
of  a  four-door  sports 
car  possible.  Because 
the   engine   is   30% 

lighter      and      20%    

smaller  than  the  RX-    ^^™ 
7's,  Mazda  engineers  were  able  to  free  up 
enough  interior  space  for  four  seats  and 
enough  trunk  room  to  carry  two  medium 
suitcases  or  two  sets  of  golf  clubs. 

In  terms  of  raw  performance,  the  RX- 
8  doesn't  disappoint.  Even  the  four- 
speed  automatic  I  drove,  which  is  tuned 
down  to  207  hp  and  sells  for  $1,500  less 
than  the  six-speed  manual  version, 
chewed  up  the  road  on  command. 
Clocking  100  mph  or  so,  the  suspension 
and  handling  were  world-class.  The  in- 
strument panel  is  accessible  and  well-lit, 
with  soft  blue  lighting  when  you  open 
the  door.  The  center  console  is  stylish,  in 
black  with  a  circular  motif  and  big  knobs 
and  buttons  for  audio  and  air  controls. 

But  is  the  RX-8  really  a  family  car?  To 
make  this  work,  Mazda  designers  re- 
moved the  middle  beam  of  the  typical 
four-door  and  hinged  the  rear  doors  at  the 
back.  So  the  rear  doors  open  from  front  to 
back  and  only  when  the  front  doors  are 
open.  A  low-slung  floor  provides  more 
room  but  makes  getting  access  to  the 
backseat  an  acrobatic  maneuver.  Sports 
car  buffs  will  love  the  RX-8 ;  I  did.  But  for 
families,  it  makes  more  sense  as  an  extra 
car  than  as  a  practical  compromise.  ■ 
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The  Hidden  Bite 
Of  Retiree  Health 

At  many  companies,  the  costs  may  be  a  bigger  drain 
than  those  for  pension  plans.  BY  ANNE  tergesen 


THANKS  TO  A  STOCK 
market  revival,  Corporate 
America's  ailing  pension 
plans  are  earning  better 
returns,  and  the  funding 
crisis  that  threatens  to 
siphon  cash  from  its  cof- 
fers isn't  as  dire  as  it  once  appeared.  But 
that's  not  the  only  obligation  many  com- 
panies have  to  their  retirees.  Net  liabilities 
for  "other  post-retirement  employee  bene- 
fits" (OPEB)— mainly  health  insurance 
but  also  possibly  dental,  vision,  life  insur- 
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ance,  and  other  promised  benefits— are 
substantial.  And  for  many  companies, 
they  may  pose  more  of  a  financial  drain 
than  pensions. 

That's  because  companies  have 
stashed  away  far  less  money  for  OPEB 
plans  than  for  pensions,  opting  instead  to 
pay  much  of  these  benefits  out  of  pocket. 
With  health  costs  climbing  fast,  OPEB  has 
a  growing  claim  on  the  cash  flow  of  many 
companies.  In  fact,  accounting  analyst 
David  Zion  of  Credit  Suisse  First  Boston 
says  OPEB  costs  consumed  at  least  15%  of 
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2002  operating  cash  flow  at  General  Mt 
tors,  DuPont,  and  Delta  Air  Lines. 

To  help  you  assess  how  these  oblig^ 
tions  may  affect  your  employer  or  con  " 
parties  in  which  you  invest,  we're  exan  at 
ining  the  footnote  for  OPEB  costs.  Th  ■ 
footnote— available  in  quarterly  as  well .  |fl 
annual  reports  starting  this  year— is  gei * 
erally  the  only  place  where  investors  ct  ■ 
see  how  much  cash  is  going  out  the  do 
to  cover  retirees'  nonpension  benefits. 


t 

SI 
I. 
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DO  THE  MATH 

WHEN  A  COMPANY  promises  its  retiree 
health  insurance  and  other  benefits, 
takes  on  an  obligation,  or  a  liability.  A 
taching  a  figure  to  that  obligation  is  a 
inexact  science  that  involves  estimatin  K 
such  factors  as  how  long  retirees  will  In  to 
and  future  health-care  inflation,  saj » 
Janet  Pegg,  accounting  analyst  at  Be* 
Stearns.  To  convert  the  OPEB  obligatio  e 
from  future  dollars  into  a  current  valup 
actuaries  discount  it  at  an  interest  rate 
now  about  6%,  on  average— that  assume 
the  company  will  fund  its  obligation  b 
investing  in  high-quality  bonds. 

For  telecom  giant  SBC  Communiate 
tions,  the  footnote  shows  a  total  OPEB  ot  ft 


b 


oligatioo  .jr  me  ytoo  enueu  ueceinoer  si. 

2002 

2001 

enefit  obligation  at  beginning  of  year          $20,140 
ervice  cost  -  benefits  earned 

$17,802 

during  the  period 
rterest  cost  on  accumulated 

postretirement  benefit  obligation 
.mendments 
actuarial  loss 

pedal  termination  benefits 
ransfer  to  Cingular 
enefits  paid 


293 

1.430 

(1.110) 

4.932 

30 


(1.151) 


256 

1,316 

(605) 

2,395 

9 

(36) 

(997) 


TABLE  1  SBC's  0PEB 
liability  rose  22%  in 
2002,  due  mainly  to 
a  $4.9  billion  "actuarial 
loss."  The  company 
paid  $1.15  billion  in 
retiree  OPEB  bills. 


enefit  obligation  at  end  of  year 


$24,564      $20,140 


ation  of  $24.56  billion  at  the  end  of 
02— up  from  $20.14  billion  at  the  end 
2001  (Table  1).  One  reason  for  the  in- 
ase:  The  big  decline  in  interest  rates  in 
02  inflated  the  present  value  of  these 
igations.  This  contributed  to  the  $4.9 
ion  "actuarial  loss"  in  the  table. 
Partially  offsetting  the  actuarial  loss  is  a 
.1  billion  "amendment"  to  SBC's  plan, 
lendments  occur  when  a  company  en- 
nces  or  scales  back  benefit  coverage.  In 
C's  case,  the  footnote's  text  reveals  that 
t  company  achieved  savings  by  increas- 
l  prescription  drug  co-payments  and  re- 
e  contributions.  Keep  your  eye  out  for 
cure  money-saving  amendments  to 
•EB  plans.  Indeed,  the  new  Medicare 
escription-drug  benefit  is  likely  to  shift 
me  of  the  burden  for  drug  coverage  to 
;  federal  government,  Pegg  says. 
This  table  also  reveals  that  SBC  shelled 
it  $1.15  billion  to  cover  retiree  OPEB 
Is  in  2002.  Not  all  of  that  came  out  of 
e  company's  cash  coffers,  though.  To 
e  why,  go  to  Table  2.  There,  SBC  reveals 
at  it  used  OPEB  assets  to  pay  $559  mil- 
>n  of  the  $1.15  billion  tab.  Subtract  the 
sets  used  from  the  total  payments,  and 
u  conclude  that  SBC  paid  the  $592  mil- 
»n  difference  in  cash.  Thaf  s  about  3.7% 
its  operating  cash  flow  for  the  year. 
SBC  won't  be  able  to  use  plan  assets  to 
lderwrite  these  benefits  for  much  longer, 
rat's  because  Table  2  shows  it  has  only 
1.9  billion  of  plan  assets  left,  down  from 
>.28  billion  at  the  beginning  of  the  year, 
raf  s  enough  to  cover  just  over  four  years 
OPEB  bills— at  the  2002  spending  rate. 
F  course,  that  could  change.  In  fact,  the 
ans'  assets  are  likely  worth  more  today, 
anks  to  the  stock  market's  comeback, 
so,  in  the  first  quarter  of  2003,  the  com- 
iny  injected  $445  million  of  cash  into  its 
an.  This  showed  up  in  the  footnotes  in 
e  2003  second  quarter  report  as  an  "em- 
oyer  contribution." 

Because  SBC's  liabilities  were  five 
nes  greater  than  its  assets,  Table  2  indi- 
tes that  the  plan  is  underfunded  by 
L9.6  billion.  That's  the  gap  between  the 


$24.56  billion  obliga- 
tion (Table  1)  and  the 
$4.9  billion  of  assets 
(Table  2).  When  it 
comes  to  OPEB  plans, 
shortfalls  are  common  since  "most  plans 
have  little  to  no  assets,"  says  Zion.  Thaf  s 
in  part  because,  unlike  with  pensions, 
companies  generally  get  no  tax  benefits 
for  contributing  to  the  plans  and  the 
gains  are  taxable,  says  SBC  controller 
John  Stephens. 

EYE  ON  THE  FUTURE 

THAT  $19.6  BILLION  deficit  isn't  all  sit- 
ting on  SBC's  balance  sheet.  In  fact,  ac- 
counting rules  require  the  company  to 
record  an  "accrued  post- retirement  ben- 
efit obligation"  of  just  $10.42  billion.  To 
determine  the  full  liability,  you've  got  to 
add  back  the  missing  $9.2  billion,  says 
Matt  Stephani,  co-portfolio  manager  of 
IDEX  Great  Companies-America  Fund. 
Because  SBC's  OPEB  liability  is  growing 
faster  than  revenues— it's  up  38%  since 
the  end  of  2000,  while  sales  are  down 
16%— the  company  will  either  have  to 
pare  benefits  or  devote  a  greater  per- 


Fair  value  of  plan  assets  at 

beginning  of  year 
Actual  return  on  plan  assets 
Employer  contribution 
Benefits  paid 


Fair  value  of  plan  assets  at  end  of  year1  $    4,917  $    6,275 

Unfunded  status  (fair  value  of  plan 

assets  less  benefit  obligation)2  $(19,647)  $(13,865) 
Unrecognized  prior  service  cost  (benefit)           (1.109)  (28) 

Unrecognized  net  loss  10,335         3,962 


centage  of  its  future  cash  flow  to  under- 
writing them,  says  Stephani. 

You'll  want  to  know  the  OPEB's  impact 
on  net  income.  For  that,  go  to  Table  3. 
First,  there's  $293  million  in  service  cost, 
which  reflects  the  future  benefits  employ- 
ees earned  during  the  year.  Then  there's 
interest  cost  on  the  overall  OPEB  obliga- 
tion of  $1.43  billion. 

A  big  offset  to  those  costs  is  a  9.5%  "ex- 
pected return  on  plan  assets,"  which  low- 
ered the  expense  by  $689  million.  For 
2003,  SBC  cut  that  rate  to  8.5%.  Account- 
ing rules  permit  companies  to  use  an  ex- 
pected return  because  a  real  return  would 
subject  these  long-term  costs  to  short- 
term  stock  market  volatility.  Roll  in  a  few 
smaller  items,  and  the  footnote  shows 
that  SBC's  plan  reduced  the  bottom  line 
by  $1,055  billion.  Thaf  s  unrelated  to  the 
$1.15  billion  in  benefits  paid  this  year. 

Not  that  the  real  return  goes  unnoticed. 
Table  2  discloses  that  the  actual  return  was 
an  $802  million  loss.  When  real  returns 
trail  expected  returns,  accounting  rules  re- 
quire the  losses  to  be  stockpiled,  along 
with  gains  and  losses  from  other  OPEB 
items.  If  the  losses  become  large  enough- 
exceeding  10%  of  the  obligation,  or  $2,456 
billion  in  SBC's  case— some  of  the  losses 
must  go  to  the  income  statement.  With 
"unrecognized  net  losses"  of  $10,335  bil- 
lion at  the  end  of  2002,  if  s  a  good  bet  that 
more  red  ink  will  show  up  in  2003's  finan- 
cials.  Look  for  that  in  coming  weeks  when 
SBC  Communications  and  others  file  their 
next  round  of  reports.  II 


TABLE 2  The  value  of 
the  OPEB  plan  assets 
fell  22%  due  to  an 
$802  million  loss  and 
the  withdrawal  of  $559 
million  to  cover  retiree 
bills.  At  yearend,  the 
plan's  liabilities  were 
$19.6  billion  greater 
than  its  assets. 


2002 


2001 


6,275 

(802) 

3 

(559) 


7.220 
(641) 

(304) 


Accrued  postretirement  benefit  obligation    $(10,421)  $  (9,93 


LJ 


diiu  io»es  are  in,*/- 


2002 


2001 


2000 


Service  cost  -  benefits  earned 

during  the  period 
Interest  cost  on  accumulated 

postretirement  benefit  obligation 
Expected  return  on  assets 
Amortization  of  prior  service 

cost  (benefit) 
Recognized  actuarial  (gain)  loss 


$    293        $    256        $    245 


1,430 
(689) 

(28) 
49 


1,316 
(665) 

94 
13 


1,201 
(549) 

147 
(33) 


Postretirement  benefit  cost 


$1,055       $1,014        $1,011 


The  fair  value  of  plan  assets  restricted  to  the  payment  of  life 


TABLE  3  The  OPEB  plan 
reduced  SBC's  bottom 
line  by  $1,055  billion. 
Since  accounting  rules 
require  the  use  of  an 
"expected  return" 
instead  of  a  real  return, 
SBC  was  able  to 
assume  that  its  plan 
generated  $689  million 
in  gains. 
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Before  we  talk  about 

the  growth  of  broadband, 

let's  talk  about 

infrastructure. 


•    w  ■ 


Everyone  wants  to  know  what's 
behind  the  surprising  growth  in 
broadband  these  days.  Well  to  be 
perfectly  honest,  it's  not  all  that 
surprising.  Quietly,  behind  the 
scenes,  we've  been  hard  at  work 
building  the  only  nationwide 
broadband  DSL  network.  And  now 
that  the  infrastructure  is  in  place, 
and  broadband  is  growing  at  nearly 
40%  a  year,  the  best  is  yet  to 
come.  If  you  don't  know  us,  we're 
Covad,  the  company  supplying 
broadband  to  the  biggest  names 
in  communications.  And  every  day, 
we're  continuing  our  work  by 
simplifying  delivery  systems, 
improving  the  customer 
experience  and  providing  a  solid 
foundation  for  growth.  Hang  on 
tight,  because  unless  the 
world  suddenly  decides  that 
slower  is  better,  broadband  will 
only  get  bigger. 
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To  learn  more  go  to  www.covad.com 


Making  broadband  better. 
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ADGETS 

AINING  THE 
IPPERHANDON 
TUBBORN  LIDS 

SURE,  THE  LAST  THING 

you  need  is  another 
appliance.  But  Black 
&  Decker's  Lids  Off 

automatic  jar  opener 
($40)  could  be  a 
godsend  for  anyone 
who  has  trouble  with 
stubborn  lids.  The 
concept  came  from  a 
Yale  design  student, 
and  Black  &  Decker 
orked  with  the  Center  for  Assistive 
;chnology  at  SUNY  Buffalo  to  finalize 
„e  design.  It  uses  a  motorized  turntable 
break  the  vacuum  seal  and  twist  off 
e  lids  of  jars  up  to  4  inches  in  diameter 
id  8  in.  high. 

OOD 

'HE  TROUBLE 
WITH  TRUFFLES 

HE  HOT  EUROPEAN  summer  did  a 
umber  on  this  year's  truffle  crop, 
izzling  temperatures  ruined  growing 
mditions  for  the  finicky  fungus,  wiping 
at  70%  of  the  harvest.  Urbani  Group,  the 
j-gest  importer  of  truffles  to  the  U.S.,  is 
illing  fresh  white  truffles  for  $3,000  a 
ound,  up  from  $1,000  last  year,  and 
fresh  black 
truffles  for 
$1,400  a  pound, 
up  from  $650. 
Restaurants  are 
reluctant  to  pass 
on  the  increases. 
Jean-Marie 
Lacroix,  chef  at 
aerobe  at  The  Rittenhouse  in 
hiladelphia,  will  serve  fresh  truffles 
nfy  if  a  customer  orders  in  advance. 
Truffles  are  exorbitant,  and  people  are 
ery  price-conscious  right  now,"  Lacroix 
lys.  If  you  do  see  truffles  on  the  menu, 
ou  might  be  getting  a  price  break.  New 
ork's  DB  Bistro  Moderne  raised  the 
rice  on  its  hamburger  with  fresh  black 
■uffles  by  just  15%— to  $59.  Such  a  deal. 


INVESTING 


Unhand  That  Fund! 


AN  ACT  OF  CONGRESS  could  force  Edmund  Kellogg,  portfolio  manager  of  the  $76 
million  Boston  Partners  Long/Short  Equity  Fund,  to  give  up  running  that  mutual  fund. 
That's  a  shame  because,  using  hedge-fund-like  strategies,  Kellogg  has  earned  an 
impressive  10.6%  annualized  return  over  the  past  five  years.  The  problem:  The 
reform  bill  the  Senate  will  soon  take  up  bars  managers  from  running  hedge  funds 
and  mutual  funds  simultaneously.  If  the  bill  becomes  law,  Kellogg,  who  runs  a  hedge 
fund  with  an  identical  strategy,  won't  be  able  to  run  both.  (He  declines  to  comment.) 
The  prohibition  is  meant  to  prevent  managers  of  both  types  of  funds  from  putting 
the  best  stocks  into  hedge  funds,  which  have  higher  fees.  Some  attorneys  say  the 
change  is  unnecessary.  Under  existing  law,  "a  manager  can't  favor  Fund  A  over  Fund 
B  when  buying  a  stock,"  says  Robert  Todd  Lang,  a  New  York  securities  lawyer.  Some 
say  the  law  will  instead  deter  hedge-fund  folks  from  offering  their  talents  to  mutual- 
fund  investors.  Hard  to  say  how  many  may  be  in  Kellogg's  position,  but  at  least  200 
mutual  funds  practice  some  hedge-fund  techniques.  -Lewis  Braham 


AUTOS 

Shopping  for  a  new  car?  Be  forewarned:  In  five  years,  the  average 
new  car  will  be  worth  only  about  a  third  of  its  sticker  price  today. 
But  some  cars  hold  their  value  better  than  others,  so  steer  away 
from  family  sedans,  minivans,  and  station  wagons,  and  take  into 
account  the  brand's  reputation  for  long-term  reliability.  Here  are 
Kelley  Blue  Book's  picks  for  the  top  five  2004  models  in  terms 
of  how  much  of  their  original  value  they'll  retain  in  2009. 

51% 


BMW  M3  COUPE 

<  MINI  COOPER  HATCHBACK 


51 


NISSAN  350  Z  SPORTS  CAR 


51 


BMW  X5  SPORT  UTILITY 


50 


MERCEDES-BENZ  CLK  CONVERTIBLE  50 

HHMMMIIMHHHHmHIHI^HaHaHH 

Data:  Kelley  Blue  Book  Residual  Values  Guide 
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Personal  Business  The  Barker  Portfo 


BY  ROBERT  BARKER 


Some  of  My  Pans 
Should  Have  Been  Pic] 


Along  with  anyone  else  who  sleeps  more 
soundly  amid  a  rising  stock  market,  I 
found  2003  truly  refreshing.  Plenty  of 
my  picks,  notably  Agilent  Technologies, 
Carnival,  Citigroup,  Energizer  Holdings, 
and  McDonald's,  saw  far  steeper  gains 
than  I  had  dared  dream.  Yet,  as  always, 
the  year  also  brought  a  few  nightmares. 

That's  why,  continuing  an  annual  custom,  I've  gone  back 
to  look  at  columns  at  least  a  year  old  to  find  those  that  time 
and  events  proved  wrong.  Given  the  market  trend,  you  will 
not  be  surprised  that  each  blooper  came  on  a  bearish  call. 

Alcon  Laboratories.  Very  often,  discrete  businesses  that  are 
carved  out  of  big  conglomerates  and  launched  as  independent 
public  companies  reward  shareholders  handsomely.  I  just 
didn't  think  that  general  rule  would  apply  to  Alcon,  a  maker  of 
ophthalmic  drugs  and  supplies  in  which  Nestle  sold  stock  in 
March,  2002.  The  deal  came  to  market  at  $33  a  share,  a  price  I 
figured  was  too  steep  relative  to  less-indebted  rivals.  Yet  Alcon's 
price  has  only  gotten  richer: 
Shares  now  trade  near  $60. 
Beneath  the  stock's  rise  were 
surprising  gains  in  sales  and 
profits,  driven  in  part  by  a  new 
glaucoma  drug,  Travatan.  In 
2004,  earnings  growth  figures 
to  slow,  as  Wall  Street  analysts 
on  average  see  a  14%  rise. 

JetBlue  Airways.  Yes,  when  I 
cast  a  cold  eye  on  JetBlue  after 
its  April,  2002,  initial  public 
offering,  I  noted  the  loyalty  of 
its  customers,  who  love  its 
leather  seats  and  other  nice 
touches.  No,  I  didn't  give  Jet- 
Blue enough  credit,  arguing 
that  the  costs  of  expansion 
meant  the  stock  would  likely 
"leave  you  feeling  blue." 
Instead,  I  wound  up  feeling 
airsick:  From  a  split-adjusted 
$20,  the  stock  swiftly  dipped 
under  $14  but  then  took  off  to 
a  high  last  autumn  above  $47 
The  upstart  airline's  friendly 
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service  and  fast  growth  remain  admirable.  But  investors  hav 
been  spooked  by  JetBlue's  recent  revelation  of  narrower 
operating  margins  as  2003  drew  to  a  close.  Even  after  a  stee 
descent  below  $27,  the  stock  still  goes  for  a  high-flying  25 
times  2004's  estimated  profit. 

Panera  Bread.  Despite  the  tasty  food  and  good  value  that 
diners  receive  at  this  fast-growing  chain  of  bakery-cafes, 
back  in  June,  2002, 1  figured  its  shareholders  were  courtin 
indigestion.  At  a  split-adjusted  $35  a  share,  it  was  trading 
50  times  2002  earnings,  too  much  for  a  restaurant  chain 
whose  growth  was  bound  to  slow.  The  stock  did,  in  fact,  so 
sink  32%,  but  then  perked  up  again,  nearly  touching  $48 1 
fall.  As  I  expected,  growth  did  decelerate;  what  I  missed  w; 
that  some  investors  would  still  be  willing  to  pay  more  than 
45  times  earnings  for  a  37%  rate  of  profit  growth  in  2003. 
Lately,  Panera  is  trading  above  $39,  or  30  times  next  year's 
estimated  profits.  One  fresh  worry:  The  craze  for  low-carb 
diets  will  dampen  America's  appetite  for  baked  goods. 

Chicago  Mercantile  Exchange  Holdings.  In  December,  2002, 
this  mosh  pit  full  of  futures  traders  went  public  at  $35  a  shar 
To  me,  it  looked  like  a  money  pit,  given  its  weakening  prices 
and  conflicted  board  of  directors,  most  of  whose  day  jobs  wei 

as  traders  and  brokers— the 

Merc's  fee-paying  clientele. 
Good  reasons,  but  I  was  still 
badly  wrong  on  the  stock.  It 
immediately  leaped  $10, 
peaked  in  July  above  $79,  ano 
now  goes  for  near  $78. 
Through  2003's  first  three 
quarters,  revenue  jumped 
nearly  21%,  while  earnings 
soared  48%.  Underlying  the 
gains  were  record  trading 
volumes.  A  cloud  that  refused 
to  dissipate,  however,  was  the 
Merc's  faulty  governance 
policies,  spotlighted  as  the 
New  York  Stock  Exchange 
suffered  its  own  crisis.  By 
November,  the  Merc  had 
instituted  a  raft  of  reforms. 
That  much  is  heartening. 
Yet  as  stocks  keep  rising, 
spotting  new  buys  only  gets 
harder.  The  message  in  that 
trend?  Insomnia  ahead.  ■ 
E-mail:rb@businessweek.com 
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fhe   intensity   Of   OUr   Concentration  in  need  of  separate  accounts,  an  advisor  looking  for 


annot  be  overstated. 


multiclass  pricing  or  an  individual  investor  wanting 


U  American  Century,  we're  focused  on  one  thing:  managing  mutual  funds.  Which  brings  us  to  what  we  don't  do: 

nvestments.  Any  way  you  work  with  us,  you  benefit  from  We  don't  stray  from  our  mission  by  lending  money  or 

>ur  active  approach  to  investment  management.  Which  underwriting  securities.  To  learn  more,  please  ask  your 

neans  you  can  be  assured  that  we  are  always  striving  to  financial  advisor  or  call  1-877-44-AMCEN.  Because  your 

naximize  your  returns.  Whether  you're  a  large  institution  performance  has  our  complete  and  undivided  attention. 


'lease  call  1-877-44-AMCEN  or  visit  www.americancentury.com  to  obtain  a  prospectus  with  more  complete  infor- 
nation,  including  charges,  expenses  and  minimums.  Be  sure  to  read  it  carefully  before  you  invest  or  send  money. 
\merican  Century  Investment  Services,  Inc.  ©2003  American  Century  Services  Corporation 
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BY  GENE  G.  MARCIAL 

THE  P.O.  DELIVERS  TO  CEPHEID  A  HEFTY  BIO-TESTING  PACKAGE. 


NICKEL'S  HIGH  PRICES  AND  HOT  DEMAND  ARE  BOOSTING  INCO. 
WHY  OIL  STATES  AND  ADC  TURN  A  SMALL-CAP  MAVEN'S  HEAD. 


IN  FAVOR  AT 
THE  POST  OFFICE 


DOLLARS 
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Sniffing  for  Anthrax 

LITTLE-KNOWN  CEPHEID  (CPHD)  has  caught  the  eye  not 
only  of  traders  but  also  of  long-term  big  investors.  Its 
shares  rocketed  from  4  in  August  to  10.50  on  Jan.  5.  (The 
stock  was  featured  in  this  column  on  Sept.  23, 2002,  at  3.74.) 
"Despite  the  runup,  the  stock  is  way 
undervalued,"  says  Elemer  Piros  of 
Rodman  &  Renshaw,  who  sees  it  at  17 
in  a  year.  The  U.S.  Postal  Service  has 
signed  up  Cepheid  to  install  1,784 
systems  to  detect  anthrax  at  284  mail- 
sorting  facilities.  The  Postal  Service  will 
spend  $75  million  to  $100  million 
annually  for  Cepheid's  devices,  which  it 
developed  with  Northrop  Grumman. 
They  test  the  air  every  hour  for  harmful 
particles,  notes  Piros.  Installation  will 
be  finished  by  2006,  when  Piros  expects 
Cepheid  to  turn  profitable.  Its  bio-defense  business  alone  is 
worth  at  least  10  a  share,  he  figures.  Other  Cepheid  products, 
including  clinical  diagnostics  for  Group  B  Streptococcus  and 
an  antibiotic-resistance  test,  are  worth  about  7,  he  adds.  Piros 
says  Cepheid  may  also  be  working  on  a  test  for  animal  feed  to 
halt  the  spread  of  mad  cow  disease,  using  the  same  technology 
the  Postal  Service  approved  for  bio  hazards.  Cepheid  didn't 
return  calls.  Al  Kildani  of  C.E.  Unterberg,  Towbin,  says  $50 
million  to  $75  million  of  the  Postal  Service's  funding  for  bio- 
threat  devices  will  go  to  Cepheid  itself— up  from  his  previous 
estimate  of  $32  million  to  $35  million.  The  rest  goes  to 
Northrop.  He  rates  Cepheid  a  buy  for  the  short  and  long  term. 

Takeover  Talk 
Puts  a  Shine  on  Inco 

STODGY  INCO  (N),  A  TOP  WORLD  nickel  producer,  is 
rocking.  Its  stock  hit  42.09  on  Jan.  6,  up  from  20  in  July. 
The  tight  nickel  market  has  pushed  up  the  price  to  a  14- 
year  high  of  nearly  $8  a  pound.  The  next  day,  when  profit- 
taking  eased  the  stock  down  to  39,  some  big  Inco  fans  saw  their 
chance  to  buy  more.  Adding  to  Inco's  allure:  takeover.  The  talk 
among  some  pros  is  that  Anglo  American,  the  global  mining 
company,  is  mulling  a  bid.  Anglo  couldn't  be  reached  for 
comment.  Forstmann-Leff  Associates,  which  already  owns  4 
million  shares,  or  2%,  continues  to  buy.  "Nickel  prices  will  hold 
at  around  $7  to  $8  this  year,  which  would  be  a  boon  to  Inco," 
says  Forstmann  Chairman  William  Harnisch,  who  has  a  12- 
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month  target  of  55  for  the  stock.  The 
Street,  as  well  as  the  producers, 
underestimated  the  demand  for 
nickel— even  as  demand  has  continued 
to  rise  in  step  with  the  global  recovery, 
he  says.  Harnisch  figures  Inco  could 
earn  $5  to  $6  a  share  in  2004,  far  above 
Zaclds  Investment  Research  consensus 
estimate  of  $2.74.  Daniel  Roling  of 
Merrill  Lynch,  who  rates  the  stock  a 
buy,  says  strong  Chinese  consumption 
is  boosting  world  demand. 


Tempting  Buys  in  Oil 
Drilling  and  Broadband  Gear 

PEGGY  FARLEY,  PRESIDENT  and  CEO  of 
Ascent/Meredith  Asset  Management,  sees  small-cap 
stocks  continuing  their  bull  run  for  six  months  at  least 
Stocks  with  market  caps  under  $1  billion  did  well  for  Farley, 
whose  small-cap  portfolio  gained  50%  in  2003.  In  2004,  she 
is  betting  on  oil-and-gas  drillers  and  some  fallen  techs. 
Heading  her  list:  Oil  States  International  (OIS),  a  provider  ot 
specialty  products  and  services  to  drilling  companies 
worldwide,  and  ADC  Telecom.  (ADCT),  a  global  supplier  of 
broadband  network 


FARLEY'S  SMALL-CAP  PICKS 


STOCK 


52-WEEK      JAN.7    12-M- 
HIGH    LOW    PRICE  TARGE 


Oil  States  (OIS)  14.84  9.95  14.07   25 
ADC  (ADCT)       3.25  1.95    3.44     6 

Data:  Bloomberg  ana  Ascent/Werec."  -  _-■  ■ : ,   ^ement 


gear  that  delivers 
high-speed  Net,  data, 
video,  and  voice 
services  to  consumers. 
Both  are  near  their  52- 
week  highs.  Farley 
says  Oil  States  will 
gain  strongly  from  the 
recovery  she  sees  in  U.S.  drilling  this  year  and  next.  Based  or 
her  2004  earnings  estimate  of  $1.25  a  share,  the  stock  is 
trading  at  a  modest  price-earnings  ratio  of  12.  ADC,  once  a 
highflier— hitting  49  in  2000  after  several  splits— could 
double  in  a  year,  says  Farley.  Business  is  turning  around,  she 
notes.  She  figures  ADC  will  earn  10$  a  share  in  2004,  after  a 
loss  in  2003. 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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ie  NASDAQ  Composite  hit 
jnsecutive  new  highs  four  days 
a  row  as  buyers  bet  on  high- 
ch  growth  in  2004.  Leading 
ie  way  was  software  maker 
iebel  Systems,  which  reported 
etter-than-expected  sales  and 
rofits  on  Jan.  5.  Then  on  Jan.  7, 
itel  rose  3.2%  as  analysts  cited 
ie  better  outlook  for  profits. 
Meanwhile,  the  S&P  500  ended 
ie  week  at  a  new  high. 

ita:  Bloomberg  Financial  Markets.  Reuters 
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DATE      MONTHS 

S&P500 

1126.3 

1.3 

1.3 

21.4 

Dow  Jones  Industrials 

10,529.0 

0.7 

0.7 

20.0 

NASDAQ  Composite 

2077.7 

3.7 

3.7 

44.4 

S&P  MidCap  400 

584.0 

1.4 

1.4 

31.8 

S&P  SmallCap  600 

275.7 

2.0 

1.5 

2.0 

1.5 

37.2 

Wilshire  5000 
SECTORS 

10.957.1 

25.1 

BusinessWeek  50* 

625.5 

0.6 

0.6 

12.4 

BW  Info  Tech  100" 

327.4 

-6.6 

-6.6 

5.8 

S&P/BARRA  Growth 

564.5 
557.7 

1.6 
1.0 

1.6 

19.5 

S&P/BARRA  Value 

1.0 

23.4 

S&P  Energy 

224.6 

0.2 

0.2 

21.2 

S&P  Financials 

381.7 

0.5 

0.5 

20.8 

S&P  REIT 

115.2 

1.5 

1.5 

26.8 

S&P  Transportation 

199.4 

-1.3 

-1.3 

13.8 

S&P  Utilities 

118.9 
149.9 

0.5 

0.5 

14.7 

GSTI  Internet 

3.6 

3.6 

84.4 

PSE  Technology 

720.1 

3.3 

3.3 

45.0 
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GLOBAL  MARKETS  jan j 

S&P  Euro  Plus  (U.S.  Dollar)       1196.3 

London  (FT-SE 100)  4473.0 

Paris  (CAC  40)  3563.5 

Frankfurt  (DAX)  4004.4 

Tokyo  (NIKKEI  225)  10.757.8 

Hong  Kong  (Hang  Seng)  13,157.7 
Toronto  (S&P/TSX  Composite)  8388.5 

Mexico  City  (IPC)  9098.2 


FUNDAMENTALS  jan  .e 

S&P  500  Dividend  Yield  1.54% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  28.2 

S&P  500  P/E  Ratio  (Next  12  mos.)*  16.7 

First  Call  Earnings  Surprise*  7.27% 

TECHNICAL  INDICATORS  jan  e 
S&P  500  200-day  average                 996.4 

Stocks  above  200-day  average  90.0% 

Options:  Put/call  ratio  0.57 
Insiders:  Vickers  NYSE  Sell/buy  ratio    5.98 
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%  CHANGE 
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DATE        MONTHS 

1.5 

1.5 

36.4 

-0.1 
0.2 

-0.1 
0.2 

13.7 
13.0 

1.0 

1.0 

31.8 

0.8 
4.6 
2.0 

0.8 
4.6 
2.0 

26.6 
36.0 
23.9 

3.4 

3.4 

43.7 

WEEK AGO 

1.56% 
27.9 
18.5 
4.63% 


YEAR  AGO 

1.72% 
29.5 
17.0 
11.21% 


•First  Call  Corp. 
WEEK  AGO       READING 

991.6  Positive 

90.0%  Negative 

0.54  Negative 

6.79  Negative 


BEST-PERFORMING 
GROUPS 

Automobiles 
Employment  Services 
Steel 

Internet  Retail 
Office  Electronics 


LAST 

MONTH  % 

25.0 
21.2 
21.1 
16.6 
16.4 


Internet  Software 
Divsfd.  Metals  &  Mining 
Homebuilding 
Semiconductors 
Computer  Stores 


LAST  12 

MONTHS  % 

149.1 
139.8 
83.5 
83.2 
81.6 


WORST-PERFORMING 


GROUPS 

IT  Consulting 
Computer  Stores 
Health-Care  Services 
Gold  Mining 
Homebuilding 


MONTH  % 

-9.2  Photographic  Products 

-4.7  Intgrd.  Telecomms.  Svcs. 

-4.5  Trading  Cos.  &  Distribs. 

-4.3  Home  Furnishings 

-3.6  Motorcycles 


LAST  12 
MONTHS  % 

-32.7 

-10.7 

-10.0 

-4.8 

0.4 


UTUAL FUNDS 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %      52-WEEK  TOTAL  RETURN 


INTEREST  RATES 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  JAN.  2 
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52-WEEK  TOTAL  RETURN 

WEEK  ENDED  JAN.  2 
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LEADERS 

Latin  America 
Communications 
Diversified  Emerg.  Mkts. 
Technology 

LAGGARDS 

Real  Estate 
Miscellaneous 
Domestic  Hybrid 
Financial 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

TCW  Emerg.  Mkts.  Eq.  I  35.7 

TCW  Galileo  Europ.  Eq.  I  33.0 

PFds.  Wrlss.  Ultsr.  Inv.  25.7 

ProFds.  Intnet.  Ultsr.  Inv.  23.4 

LAGGARDS 

ProFunds  UltSh.  OTC  Inv.  -15.6 

Rydex  Dynam.  Vent.  100  -15.5 

J.P.  Morgan  Value  Opps.  -13.5 

Rydex  Dyn.  Tempest  500  -11.4 


LEADERS 

13.7     Latin  America  66.7 

12.0     Precious  Metals  61.2 

10.0     Diversified  Emerg.  Mkts.  59.6 

9.9     Pacific/Asia  ex-Japan  53.2 

LAGGARDS 

2.3     Domestic  Hybrid  17.7 

3.5     Utilities  17.9 

3.8     Miscellaneous  21.6 

4.5     Large-cap  Blend  22.4 


52-WEEK  TOTAL  RETURN  % 
LEADERS 

Apex  Mid  Cap  Growth  146.4 

Eaton  Vce.  Grtr.  India  A  122.9 

PFds.  Smicdr.  Ultsr.  Inv.  116.7 

iShares  MSCI  Brazil  Idx.  116.5 

LAGGARDS 

Rydex  Dynam.  Vent.  100  -57.7 

ProFunds  UltSh.  OTC  Inv.  -57.5 

Frontier  Equity  -42.3 

ProFunds  UltraBear  Inv.  -39.2 


KEY  RATES 

JAN.  7 

WEEK  AGO 

YEAR  AGO 

Money  Market  Funds 

0.62% 

0.62% 

1.03% 

90-Day  Treasury  Bills 

0.89 

0.92 

1.18 

2-Year  Treasury  Notes 

L81 

1.84 

L73 

10-Year  Treasury  Notes 

4.25 

4.26 

4.02 

30-Year  Treasury  Bonds 

5.08 

5.08 
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30-Year  Fixed  Mortgage! 

5.77 

5.78       6.01 

fBanxQuote.  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10YR.BOND 

30- YR.  BOND 

General  Obligations 

3.57% 

4.56% 

Taxable  Equivalent 

5.10 

6.51 

Insured  Revenue  Bonds 

3.72 

4.82 

Taxable  Equivalent 

6.89 

THE  WEEK  AHEAD 


RODUCER  PRICE  INDEX 

Wednesday,  Jan.  14,  8:30 
.m.  EST  »  Producer  prices  in 
ecember  are  forecast  to  have 
icreased  by  0.2%,  following  a 
.3%  drop.  That's  based  on  the 
ledian  forecast  of  economists 
urveyed  by  Informa  Global 
larkets.  Minus  food  and  energy, 
rices  probably  crawled  up  0.1%, 
fter  slipping  0.1%  in  November. 
1TERNATIONAL  TRADE 
Wednesday,  Jan.  14,  8:30 


a.m.  EST  »  The  foreign-trade 
deficit  probably  inched  down  to 
$41.5  billion  in  November,  after  an 
October  deficit  of  $41.8  billion. 
RETAIL  SALES  Thursday,  Jan. 
15,  8:30  a.m.  EST  »  December 
retail  sales  are  expected  to  have 
increased  0.6%,  after  a  0.9%  jump. 
Minus  vehicles,  sales  probably 
grew  0.4%  for  a  second 
consecutive  month. 
CONSUMER  PRICE  INDEX 
Thursday,  Jan.  15,  8:30  a.m. 


EST  »  Consumer  prices  for  goods 
and  services  likely  rose  0.1%  in 
December,  after  a  0.2%  fall  in 
November.  Minus  food  and  energy, 
prices  probably  climbed  0.1%, 
reversing  a  0.1%  decline. 
INDUSTRIAL  PRODUCTION 
Friday,  Jan.  16,  9:15  a.m. 
EST  »  December  factory  output 
very  likely  grew  0.6%,  following  a 
0.9%  November  surge.  The 
average  operating  rate  probably 
reached  76%,  from  75.7%. 


The  BusinessWeek  production  index 
rebounded  to  212.6  for  the  week 
ended  Dec.  27,  up  10.1%  from  the 
previous  year.  Before  calculation  of 
the  four-week  moving  average,  the 
index  steamed  ahead,  to  216.6. 


BusinessWeek  online 


For  the  BVV50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com/rnagazine/extra.htm 
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in  tables  are  not  included. 


A 

Abbott  (ABT)  13 
Accountemps  36 
ADC  Telecom  (ADCT)  92 
Adobe  (ADBE)  76 
Agilent  (A)  90 
Alcatel  (ALA)  78 
Alcoa  (AA)  72 
Alcon(ACL)90 
Alliance  Capital  (AC)  35 
Allstate  (ALL)  72 
Alvarion(ALVR)78 
Amazon.com  (AMZN)  22 
American  Express  (AXP) 
62 

American  Funds  64 
AMG  Data  Services  64 


Amphipod84 
Anglo  American  92 
Anthem  (ATH)  62 
Apple  (AAPL)  38 
Aruba  Wireless  79 
Ascent/Meredith  92 
AstraZeneca(AZN)13 
AT&T  (T)  52 

Automatic  Data  (ADP)  36 
AutoPacif  ic  40 


B 

BAE  Systems  38 

Bank  of  China  28 

Bear  Stearns  (BSC)  79, 86 

Bed  Bath  &  Beyond 

(BBBY)46,50 


BellSouth  (BLS)  76 

BET  52 

Bill  Rodgers  Running  84 

Biocon  13 

Black  &  Decker  (BDK)  89 

BMW  40 

Boeing  (BA)  38 

Boston  Partners  89 

Bristol-Myers  (BMY)  13 

BSkyB(BSY)52,61 

Burlington  Northern  (BNI) 

76 

buybuyBABY50 


Cablevision(CVC)52 
Carnival  (CUK)  90 


Cendant  (CD)  76 

Cepheid(CPHD)92 

C.E.UnterbergTowbin92 

Charles.Schwab(SCH)64 

Chef  Central  50 

Chicago  Mercantile  (CME) 

90 

China  Construction  Bank 

28 

China  Telecom  73 

China  Unicom  78 

Christmas  Tree  Shops  46 

CIBC  World  Markets  52 

Cingular  Wireless  62 

Cisco  Systems  (CSCO)  18, 

73,76,79 

Citigroup  (C)  38, 62, 90 

Clear  Channel  (CCU)  52 

CLSA  Asia-Pacific  28 

Comcast  (CMCSA)  52, 61, 

96 

Counterpane  79 

Covad  (COVD)  78 

Credit  Suisse  (CSR)  28, 

62,86 

Cruden  Investments  52 


DaimlerChrysler(DCX)40 


Data  Telecom  Technology 

73 

Dell  (DELL)  76 

Delta  Air  Lines  (DAL)  86 

Dimension  Data  73 

DirecTV  52, 61, 96 

Duke  Energy  (DUK)  38 


Eastman  Kodak  (EK)  22 

eBay  (EBAY)  14 

EchoStar  (DISH)  52, 61 

Economy.com  36 

EDS  (EDS)  73 

EMC  (EMC)  76 

Energizer  Holdings  (ENR) 

90 

Estee  Lauder  (EL)  38 

E2842 


Fannie  Mae  (FNM)  18 
Fibernet  Group  73 
Fidelity  Investments  64, 
66 

Fisher  22 

Forstmann-Leff92 
401k  Education  64 
Fox  (FOX)  52, 61 


Gartner  (IT)  42, 73 
Gateway  (GTW)  22 
General  Electric  (GE)  73 
General  Motors  (GM)P  B 
70,76,86 
Georgia-Pacific  (GP)  72 
GlaxoSmithKline  (GSK 
Global  Insight  40 
Goldman  Sachs  (GS)  31 
62 

Goodyear  Tire  (GT)  86 
Google  13 
Griffin  Kubik  32 


H 


*!< 


Hewlett-Packard  (HPQ) 
Hind  84 

Home  Depot  (HD)  46 
Honda  (HMC)  40 
Huawei  Technologies  73  i 
Hughes  Electronics  70 

Br! 

I 


'-■ 


IBM  (IBM)  13, 42, 76 
IDC  42, 73 
IDEX86 
lnco(N)92 
lntel(INTC)78,79 


E, 
f 
h 

33 


.llilfliflft. 

llttliiiii!* 


't'.imii.VJ 

\- ..iiii..-; 


:'\ 


.:!!55!!!!.v 

:  \VYtt\iuVJ 


. 


tf222*; 


3lue  Airways  (JBLU) 

(Morgan  Chase  (JPM) 
162 


togg(K)86 

ak  Institutional  Equities 


iman  Brothers  (LEH) 

sens'n  Things  (LIN)  46 
kheed  Martin  (LMT)  72 
bve's(L0W)79 

cent (LU)  72 


anpower(MAN)36 
anzella  84 
Srsh  &  McLennan 
IMC)  72 

atsushita(MC)73 
azda85 

cDonald's(MCD)90 
3138,52 
erck(MRK)13 


Mergentl4 

Merrill  Lynch  (MER)  62, 

76,92 

Metabolite  International 

37 

MetzlerBank40 

Microsoft  (MSFT)  42, 73, 

76 

Moody's  (MCO)  62 

Morgan  Stanley  (MWD) 

28,32,62 

Morningstar64 

Motorola  (MOT)  18 


N 

Nathan  Performance  Gear 

84 

Nestle  (NSRGY)  90 

Neuberger  Berman  62 

News  Corp.  (NWS)  52, 61, 

70,96 

Nextel(NXTL)78 

Nike(NKE)84 

Nissan  (NSANY)  40, 85 

Nokia  (NOK)  78 

Nortel  (NT)  38 

Northrop  (NOC)  38, 92 

Novartis(NVS)13 

NTL(NTLI)52 


O 

Oil  States  (OIS)  92 
Oracle  (ORCL)  42, 76 


Palm0ne(PLM0)22 

Panasonic  22 

Panera  Bread  (PNRA)  90 

Patagonia  84 

Pfizer  (PFE)  13 

Pier  1  Imports  (PIR)  46 

Porsche  40 

PricewaterhouseCoopers 

36 

Procter&  Gamble  (PG) 

38,66 

Putnam  Investments  35, 

6466 

Pyramid  Research  78 


Qualcomm(QCOM)73 


R 

RCN(RCNC)52 
Ritz  Camera  22 
Robert  Half  (RHI)  36 
Rodman  &Renshaw  92 


Safeway  (SWY)  72 

Samsung  28, 42 

Sanford  C.  Bernstein  38, 

46 

Sanyo  Electric  22 

SAP  (SAP)  76 

Sav-On  Drugs  22 

SBC  (SBC)  76, 86 

S.C.  Johnson  18 

SCO  Group  (SCOX)  13, 42 

Seibel  Systems  (SEBL)  76 

Shanghai  Baosteel  28 

Siemens  (SI)  73 

SmartWool84 

Sony(SNE)52 

Southern  Securities  28 

SportHiH84 

Sprint  (FON)  52 

Standards  Poor's  (MHP) 

28 

Sugoi  84 

Sun(SUNW)42 


T 

Target  46 

Telefonosde  Mexico  78 

Telewest  Communications 

(TWSTY)52 

Thomas  Weisel  Partners 

62 

Thomson  Financial  (TOC) 

62 

3Com(C0MS)73 

Time  Warner  (TWX)  52,% 

T-Mobile(DT)79 

Toyota  (TM)  40 

TRowe  Price  (TROW)  66 

Turner  Network  (TWX)  52 

Twinlab37 

Tyson  Foods  (TSN)  34 


UTStarcom(UTSI)73 


U 

UAL  (UAL)  38 
UBS (UBS)  28 
United  Financial  Group  14 
UnumProvident  18 
Urbani  Group  89 


Valmet  Automotive  40 
Vanguard  Group  64, 66 
VanShungChong42 
Verizon  (VZ)  38, 78 
Viacom  (VIA)  52, 96 
Volkswagen  28, 40 


W 

Wal-Mart  Stores  (WMT) 
18,34,46 

Walt  Disney  (DIS)  52 
Wellpoint  Health  (WLP)  62 
Williams  (WMB)  62 


Yankee  Group  (RTRSY)  79 


Z 
Zack's  92 


BusinessWeek  (ISSN  0007-7135)  Issue  number  3866,  published  weekly,  except  for  one  week  in  January 
and  one  in  August,  by  The  McGraw-Hill  Companies,  Inc.  Executive.  Editorial.  Circulation,  and  Advertising 
Offices:  1221  Avenue  of  the  Americas.  New  York.  N.Y.  10020.  U.S.  subscriber  rate  $59.97/year:  Canada: 
CON  $94,95/year.  Periodicals  postage  paid  at  New  York,  N.Y.,  and  at  additional  mailing  offices.  Canada 
Post  Publication  Mail  Agreement  Number  40012501.  Return  undeliverable  Canadian  addresses  to: 
DPGM  Ltd.,  4960-2  Walker  Road.  Windsor,  ON  N9A  6J3.  Email:  bwcustomerservice@neodata.com 
Postmaster:  Send  address  changes  to  BusinessWeek.  P.O.  Box  53235.  Boulder,  CO.  80322-3235. 


Glenfiddich 


The   independent    spirit 


Distilled  by  an  independent  family  company. 

Bottled  as  Glenfiddich,  which  means  "valley 

of  the  deer."  Matured  at  its  own  Highland 

distillery  for  a  full  1 5  years  —  our  Solera 

Reserve  single  malt  features  delicious  notes  of 

oak,  honey,  vanilla  spice,  fruit  and  sherry. 


Glenfiddich 
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Editorials 


Red-Hot  China 
Could  Burn  Us  All 


QUICK:  WHICH  COUNTRY  IS  THE 
fastest-growing  market  for  U.S., 
Japanese,  and  Korean  exports?  Which 
country  consumes  so  much  that  it  is 
pushing  up  prices  for  oil,  soybeans,  and 
steel?  Which  country  is  helping  to  lead  a 
synchronous  global  recovery?  China.  China  is  hot, 
perhaps  too  hot.  With  all  the  good  news  buoying 
the  international  economy— rising  corporate  profits,  low 
inflation,  strong  stock  markets— one  worry  is  the  possibility 
that  China  might  overheat  and  bring  on  an  unanticipated 
crisis  in  2004  (page  28). 

Odds  are  the  Chinese  will  successfully  manage  their  way 
through  their  financial  troubles,  as  they  have  in  the  past.  But  to 
do  so,  Beijing  should  move  faster  to  neutralize  the  bubbles 
building  in  real  estate,  steel,  and  autos.  Efforts  to  create  a 
modem,  private  banking  system  have  been  slow.  The  recent 
$45  billion  capital  injection  into  two  of  China's  largest 
government- owned  banks  to  prepare  them  for  going  private  is 


a  positive  step.  But  Beijing  has  already  spent  tens  of  billions  ot 
dollars  to  bail  out  banks  to  little  avail.  It  must  insist  that  banks 
transform  their  lending  culture  and  base  the  granting  of  loans 
on  risk  management  rather  than  political  connections. 

There  is  certainly  plenty  of  money  sloshing  around  China': 
financial  system.  The  central  bank  is  buying  billions  of  dollar 

to  keep  the  yuan  pegged  to  the 
U.S.  currency,  and  Chinese 
corporations  are  taking  in  billions 
of  dollars  from  their  exports.  Muc 
of  this  dollar  inflow  winds  up 
boosting  the  domestic  money 
supply.  And  Chinese  households 
are  putting  an  average  of  33%  of 
their  earnings  into  banks  for 
safekeeping.  All  this  added  up  to  i 
jump  of  20%  in  the  money  supply 
in  2003,  helping  to  transform  a  19 
deflation  rate  into  a  3%  inflation 
rate.  Banks  already  holding  bad 
loans  are  still  lending  to  state  enterprises  to  build  new  steel 
mills  and  auto  factories.  Standard  &  Poor's  estimates  that  tru< 
levels  of  bad  debt  could  run  as  high  as  45%  of  outstanding 
loans,  or  more  than  $850  billion. 

Beijing  hosts  the  summer  2008  Olympics,  and  China  is 
racing  to  modernize  itself,  in  part,  for  that  event.  In  doing  so, 
it  is  acting,  along  with  the  U.S.,  as  a  key  locomotive  for  world 
growth.  But  unless  Beijing  chills  down  the  economy  soon,  it 
could  derail  itself  and  the  global  recovery  as  well. 


If  Beijing 
lets  China 
overheat, 
the  global 
recovery 
could  stall 


The  Impact  of 
Ruperts  Empire 


RUPERT  MURDOCH'S  SUCCESSFUL 
purchase  of  a  controlling  interest  in 
DirecTV  completes  this  remarkable 
entrepreneur's  dream  of  building  a 
global  media  empire.  It  is  the  latest 
bombshell  to  drop  in  a  media  industry  engaged  in  a 
competitive  arms  race  to  bulk  up  on  programming 
and  distribution.  In  any  other  industry,  the  effort  to 
boost  size  and  scale  to  compete  in  a  global  market  makes 
sense.  But  the  growing  concentration  among  the  providers  of 
news  to  the  American,  British,  and  other  publics  around  the 
world  should  give  us  pause.  Efficiency  is  a  capitalist  virtue 
that  is  essential  in  the  marketplace,  but  diversity  of  views  is 
critical  to  any  voting  democracy. 

Control  of  DirecTV  gives  Murdoch  a  global  satellite 
distribution  system  and  a  unique  set  of  powers  (page  52).  At 
any  one  time,  as  many  as  one  in  five  U.S.  households  will  be 
tuned  in  to  a  show  News  Corp.  either  produces  or  delivers.  In 
response,  cable  and  media  rivals  such  as  Comcast  Corp.  and 


Time  Warner  Inc.  are  moving  to  bulk  up  as  well.  Comcast 
recently  paid  $54  billion  for  AT&T  Broadband.  It  is  buying 
regional  sports  rights,  offering  telephone  and  two-way 
Internet  interactivity  over  its  cable  lines  (satellite  can't  do  all 
that  yet),  and  locking  in  relationships  with  programmers 
such  as  Viacom  Inc. 

In  Britain,  Murdoch  crushed  his  cable  rivals  by  introducing 
new  technology  and  cutting  prices  on  digital  boxes.  His 
satellite  delivery  systems  are  now  powerful  distributors  of  TV 
programs  in  Britain,  as  well  as  Italy  and  wide  swaths  of  Asia 
and  the  Middle  East. 

Murdoch  will  now  become  a  significant  gatekeeper  of 
programming  to  American  homes,  along  with  a  handful  of 
other  media  moguls.  Federal  Communications  Commission 
Chairman  Michael  K.  Powell  argues  that  there  is  nothing  to 
fear  from  this  concentration  because  there  are  hundreds  of 
channels  out  there  providing  information.  There's  the 
Internet,  too.  But  the  reality  is  that  most  Americans  still  get 
their  news  from  just  a  few  sources,  and  many  of  these  are 
being  absorbed  into  conglomerates.  In  effect,  independent 
choices  are  narrowing. 

Equally  troubling  is  the  politicization  of  the  news. 
Conservatives  have  long  argued  that  traditional  broadcast  TV 
and  cable  news  shows  such  as  CNN  have  a  liberal  bias.  True 
or  false,  few  people  match  Murdoch  for  using  his  business 
holdings  to  advance  his  own  conservative  political  views.  The 
media  empire  Rupert  Murdoch  has  built  is  a  business  marvel 
to  behold,  but  the  media  concentration  it  represents  should 
concern  Washington  and  the  public. 
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Insomnia  and  other 
sleep  disorders  are 
sapping  our  strength 
and  taxing  the  economy. 
Help  is  on  the  way. 

BY  ARLENE  WEINTRAUB  (P.  66) 


Confessions  of  the  World's  Most  Demanding  ClOs. 
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feel  like  more  than 
a  16-digit  number." 

"As  one  of  the  leading  credit  card  and  financial  services  providers  in 
Europe,  Barclaycard  knows  every  transaction  matters.  Which  means  we 
can't  afford  to  be  anything  less  than  perfect  —  authorizing  over 
1.5  billion  transactions  annually. 

"With  the  help  of  HP,  we've  met  our  goal  of  100%  uptime  since 
January  2000.  Having  prescribed  a  backbone  of  NonStop  servers, 
HP  Services  helped  Barclaycard  create  a  dynamic  system  capable  of 
supporting  our  10  million  cardholders  and  delivering  a  multi-currency 
one-stop  shop  for  our  global  clients. 

"Retailers  get  100%  uptime.  Customers  get  a  relationship  they  can 
trust.  And  we  get  20%  annual  growth  and  lifetime  cardholders." 

Steve  Adams,  IT  and  Operations  Director 


Solutions  for  the  adaptive  enterprise. 


. 


Confessions  of  the  World's  Most  Demanding  ClOs. 

"Financial  news  travels  fast. 
It  needs  to  go  faster." 

"It's  Reuters  responsibility  to  make  sure  financial  information  is 
delivered  as  quickly  as  possible.  And  milliseconds  matter. 

"To  keep  information  flowing,  our  customers  need  to  digitally  shake 
hands  with  hundreds  of  information  sources  using  Reuters  Market 
Data  System.  HP  helped  us  migrate  to  an  open  Linux  environment  to 
reduce  our  customers'  costs  and  improve  their  performance. 

"Partnering  with  HP,  we've  improved  our  clients'  ability  to  respond 
to  increasing  market  demand  for  information  and  ensured  that  100% 
increase  in  data  volumes  doesn't  translate  into  100%  growth  in  costs. 

"All  of  which  we  at  Reuters  are  very  happy  to  report." 

-Mike  Sayers,  CTO 
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in  insomnia  remedies 


January  26, 2004 


Cover  Story 

66  "I  Can't  Sleep" 
It's  a  huge  and  growing 
class  of  Americans:  The 
worn-out,  stressed- out 
denizens  of  a  sleepless 
netherworld.  More  than  8: 
million  suffer  from 
insomnia— nearly  40%  of 
all  teens  and  adults.  And 
the  costs,  to  our  health  an< 
our  economy,  are 
devastating.  The  drug 
industry  sees  an 
opportunity,  but  is  a  pill 
the  answer? 


News:  Analysis 
&  Commentary 

36  Commentary.  Jobs  Are  On  the  Way... 

In  past  rebounds'  early  stages, 
disappointing  job  reports  missed  hiring 
at  small  businesses  and  startups 

36  Commentary:  ...Or  Maybe  Not 

Productivity  gains,  moves  offshore,  and 
slashed  federal  oudays  to  social-service* 
programs  are  unlikely  to  be  reversed 

41  Enron:  What  Will  Andy  Say? 

Former  CFO  Andrew  Fastow's  plea 
agreement  could  affect  key  players. 
Here's  a  summary  of  how 

42  Advantage,  Bush 

The  State  of  the  Union  address  will  lack 
off  his  campaign— and  the  timing  is 
perfect  for  the  Prez 

44  Why  the  Dems  Can't  Win  on  Taxes 

To  fire  up  their  base,  all  the  contenders 
embrace  cosdy  new  programs.  But  that 
means  risky  tax  hikes 

45  Shell:  Where  Did  All  the  Oil  Go? 

Other  oil  majors  probably  won't  make 
similar  downward  adjustments  to  their 
reserve  estimates,  but  regulatory 
scrutiny  may  increase 

46  Weapon  of  Mass-Market  Shaving 

Will  Gillette's  battery-powered  Mach3 
upgrade  be  a  killer  app  in  razors? 


6    BusinessWeek  !  January  26.  2004 


18  Commentary:  J.P.  Morgan  Chase 

ts  $60  billion  Bank  One  purchase  looks 
ke  a  neat  melding  of  markets  and 
alent  at  the  top 

iO  In  Business  This  Week 


^M 


V 


international 
Business 

4  Italy:  Parmalat 

t's  a  tale  of  globalization  gone  wrong: 
Jankers  across  Europe  harbored  doubts 
bout  company  numbers  for  years,  yet 
\o  one  blew  the  whisde 

50  Commentary:  The  Euro 

f  Europe  doesn't  get  some  relief  from 
he  G-7  countries,  it  may  be  forced  to 
Irive  the  euro  down 

53  International  Outlook 

rhe  chill  Bush  felt  while  addressing 
,atin  America's  leaders  in  Monterrey 
nay  get  even  frostier 


Economic  Analysis 

12  Economic  Viewpoint 

Jarro:  Don't  sweat  those  sickly 
memployment  numbers.  After  all,  job 
lata  can  be  pretty  unreliable 

J3  Business  Outlook 

J.S.:  The  global  economy  is  giving  the 
<ed  more  room  to  maneuver 
Germany:  Foreign  orders  boost  demand, 
nit  a  strong  euro  could  hurt 


Government 

53  Washington  Outlook 

lalph  Nader  in  2004?  It  looks  like  the 
Spoiler  will  ride  again— with  nowhere 
lear  the  support  he  had  last  time 


Industries 

76  Detroit  Tries  It  the  Japanese  Way 

shared  platforms  and  parts  are  starting 
:o  save  U.S.  carmakers  time  and  money, 
sut  the  Big  Three  are  years  behind 


Finance 

78  Big  Board:  A  Thousand  Cuts 

ECNs,  regional  exchanges,  large 
Drokerages— they're  all  taking  a  piece  of 
he  NYSE.  Can  just-hired  CEO  John 
rhain  stop  the  bleeding? 


90 


i" 


MUTUAL FUNDS 

BusinessWeek's 
Scoreboard  picks  the 
funds  with  the  best 
returns  for  the  least  risk 
from  the  past  five  years 


80  Commentary:  The  NYSE's  New  Cop 

Is  Richard  Ketchum  the  man  to  enforce 
the  rules?  In  past  jobs,  the  exchange's 
top  regulatory  officer  resisted  charges 
from  SEC  regulators 


Information 
Technology 

25  Technology  &  You 

Caveat  emptor.  All  HDTVs  are  not 
created  equal.  Here's  part  one  of  what 
you  need  to  know  to  buy  the  right  one 

81  Tech  Services:  India's  Onslaught 

Giant  U.S.  tech-services  companies  are 
scrambling  to  compete  against  low-cost 
challengers  from  India,  which  are 
swiftly  becoming  more  sophisticated 


The  Corporation 

84  Can  J&J  Tough  Out  Its  Drought? 

After  a  stellar  run,  the  health- care  giant 
has  faced  a  series  of  bad  legal  and 
regulatory  breaks,  manufacturing  snafus, 
and  drug  failures.  Meantime,  its  top- 
selling  brands  are  under  siege,  and  new 
blockbusters  are  a  long  ways  off 


Entertainment 

86  BET,  Say  Hello  to  the  Competition 

Family-run  Radio  One,  which  owns  67 
radio  stations  in  22  markets,  is  poised  to 
launch  a  TV  network  aimed  at 
African  American  viewers 


BusinessWeek  online 


Management 

87  The  Man  Goldman  Is  Banking  On 

Lloyd  Blankfein,  the  new  No.  2,  is  a 
favorite  at  the  high-flying  investment 
bank— and  a  star  trader.  But  can  he  rally 
the  whole  firm  behind  him? 

88  Ethics  101  for  CEOs 

The  Business  Roundtable  is  developing 
a  curriculum  to  set  them  on  the  right 
path.  Some  experts  say  it'll  never  work 


Personal  Business 

90  Mutual  Funds:  The  Cream  of  the  Crop 

After  the  recent  tough  economic  times 
and  the  fund  industry's  scandals,  this 
year's  Scoreboard  will  come  in  especially 
handy  for  investors 

104  The  Barker  Portfolio 

TRW  Automotive:  Crunch  the  numbers, 
and  this  is  one  initial  public  offering  that 
may  be  worth  a  test  drive 

108  Marcial:  Inside  Wall  Street 


Features 

13  Upfront 

18  Readers  Report 

20  Corrections  &  Clarifications 

27  Books:  Suskind:  The  Price  of  Loyalty: 

George  W.  Bush,  The  White  House,  and 

the  Education  of  Paul  O'Neill 

110  Figures  of  the  Week 

111  Index  to  Companies 

112  Editorials 

www.businessweek.com 
America  Online  Keyword:  BW 


January  26.  2004  I  BusinessWeek  I  7 


.ecemu 
World  Economic  Forum 

The  World  Economic  Forum  is  committed  to 
improving  the  state  of  the  world,  through 
partnership  between  business  and  society-and 
Accenture  is  proud  to  have  been  a  strategic 
partner  for  eight  years. 

The  theme  of  this  year's  World  Economic  Forum 
Annual  Meeting  is  Partnering  for  Security  and 
Prosperity.  Leaders  from  business,  politics  and 
wider  society,  will  come  together  to  discuss 
practical  ways  to  cooperate  and  harness  their 
collective  experience  and  knowledge  to  make 

But,  the  World  Economic  Forum  is  much  more 
than  a  platform  for  discussion.  Accenture  has 
been  actively  involved  in  several  of  the  Forum's 
key  initiatives-addressing  issues  from  corporate 
citizenship  and  the  digital  divide  to  global 
health.  And  we  are  proud  of  the  very  real 
achievements  that  our  collaborative  work  has 
produced. 

Additionally,  in  our  role  as  a  strategic  partner, 
we  have  worked  with  the  World  Economic 
Forum  to  encourage  year-round  communication 
between  members  through  its  website.  And 
we  also  deliver  the  leading-edge  wireless 
technology  solution  that  helps  delegates  to 
stay  connected  and  informed  at  the  Forum's 
Annual  Meeting. 

At  Accenture,  we  are  committed  to  teaming 
with  businesses  and  governments  to  deliver 
innovation  that  will  help  achieve  high 
performance.  You  can  learn  more  about 
Accenture's  strategic  partnership  with  the 
World  Economic  Forum  and  our  perspectives 
on  high-performance  business  by  visiting 
accenture.com 
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No  matter  the  climate,  high  performers  find  new  and 
innovative  ways  to  prevail.  To  see  how  we  can  help 
your  organization  become  a  high-performance  business 
and  stay  that  way,  visit  accenture.com 
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day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 
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21st  Century  Phone  Service 

Internet  telephony  promises  more  sophisti- 
cated features  and  lower  prices.  This  Special 
Report  also  shows  how  it  might  upset  the 
telecom  power  structure.  Plus:  New  rules 
for  telecom,  and  investing  in  Net2Phone 
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its  frenetic  growth,  and  what  that  means  for  the  Mid- 
dle Kingdom's  neighbors 
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personal  takes  and  a  slide  show  on  some 
of  this  year's  top  offerings 


Finding  Green  in  America's  Gray 

Assisted-care  provider  Sunrise  Senior  Living  is 
well  positioned  in  a  consolidating  industry  that's 
set  to  benefit  from  a  senior  boom 


MBA  Insider 

Subscribe  to  our  new  feature  for  in-depth 
guides  to  popular  majors,  interview  tips, 
alumni  insights,  and  sample  application 
essays  from  students 
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THE  "I  WANT  ANSWERS 
AND  I  WANT 'EM  NOW" 
KIND. 


They  say  you  can't  get  the  reports  you  need. 

Now  you  can. 

With  Cognos  reporting  and  analysis  software. 

Get  timely,  customized  information. 

In  a  user-friendly  format  that  behaves  like  a  Web  page. 

Let  your  entire  team 

drill  down  to  answer  questions. 

Share  reports  in  real  time. 

And  make  better  decisions. 

This  is  the  beginning  of  corporate  performance  management. 

See  it  for  yourself  at: 
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Security  Everywhere 


For  real-time  transactions,  nothing 
is  better  or  more  secure  than  Sybase 
SQL  Anywhere,  the  world's  leading 
mobile  data  management  and 
synchronization  solution. 


Data  Ready  To  Go 

Sybase  Data  Management  solutions 
deliver  the  data  agility  that  makes 
field  force  automation  possible.  Real 
results.  Real  ROI.  Real  fast. 
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Extend  Your  Reach 

Sybase  M-Business  Anywhere   lets 
you  mobilize  the  apps  you  already 
have  so  you  can  reap  more  value  from 
your  current  technology  investments. 
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Sybase  15  the  world's  numb 
provider  of  mobile  mid 
You'll  find  Sybase  technok 
work  in  over  80%  of  the  top  100 
companies  in  the  FORTUNE  500 

Start  your  journey  to  the 
Unwired  Enterprise 

Sybase 

The  Enterprise.  Unwired. 


Download  your  free  copy  of  the  Sybase/Intel 
White  Paper  Unwiring  the  Enterprise  at 

www.  svbase.  com/ff 
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"I  am  ready  to  put 
my  money  where 
mymoutnis." 

-George  Soros,  billionaire 

investor,  on  his  donations 

to  Democratic  groups  in 

the  hope  of  unseating 

President  Bush  in  2004 


TOUR  GUIDE 

THE  ALLURE 
OF  AN  ANEMIC 
GREENBACK 


THERE'S  NOTHING  like 

purchasing  power  to  draw 
tourists.  The  Commerce 
Dept.  says  travel  to  the  U.S. 
(will  rise  5%  this  year,  to  42 
million  visitors.  Thaf  s  below 
!51  million  in  2000,  but  better 
than  the  past  three  years, 
when  tourism  was  hurt  by 
September  11,  SARS,  and  the 
Iraq  war.  "The  weaker  dollar 
has  made  the  U.S.  one  of  the 
cheapest  holiday  options," 
ays  Keith  Smith,  manager  of 
Uniglobe  Star  Travel  in 
Bromley,  England. 

There  are  signs  of  a  nascent 
rebound.  Delta,  Continental, 


SONG-SWAPPING 


Music  Pirates:  Still  on  Board 


THE  RECORDING  Industry 

Association  of  America's 
lawsuits  against  online  song 
swappers  are  aggressive,  but 
do  they  work?  Two  widely 
cited  surveys  seemed  to  show 
that  legal  action  was  chilling 
file-sharing.  In  December,  a 
telephone  survey  by  the  Pew 
Internet  Project  of  1,358  U.S. 
Net  users  found  music  down- 


loading had  dropped  by  half 
since  May.  In  November, 
comScore  Media  Metrix, 
monitoring  120,000  U.S. 
users,  saw  big  yearly  declines 
at  four  file-sharing  services. 
Trouble  is,  those  surveys 
are  too  narrow.  BayTSP, 
which  tracks  the  number  of 
songs  available  for  down- 
load worldwide,  sees  just  a 


and  American  Airlines  had 

sharp  gains  in  overseas  traffic 
in  December.  Royal  Caribbean's 

Europe-based  bookings  for 
transadantic  travel  rose  70% 
over  last  year.  And  in 
November,  Hawaii  saw  its 
first  increase  in  Japanese 
tourists  in  a  year.  Seems 
"cheap  dollar"  translates 
pretty  well. 

-  Christopher  Palmeri 


ACCESS  DENIED 

A  PRIVATE  MATTER  More  public 
companies  have  been  going 
private  since  the  passage  of 
Sarbanes-Oxley.  The  number 
choosing  this  option: 


AUG  01 
JUL.  '02 


AUG  '02 
JUL.  03 


Data  Thomson  Financial.  Grant  Thornton  LLP 


10%  drop  since  July.  It  also 
notes  steady  migration  from 
older,  virus-ridden  programs 
for  file-swapping  like  KaZaA 
to  hipper  ones  such  as 
eDonkey  and  Bit  Torrent— 
both  of  which  are  absent 
from  comScore's  tally. 
BigChampagne,  which 
monitors  millions  of  global 
file  swappers,  actually  sees  a 
35%  increase  in  illegal  traffic 
from  2002  to  2003.  Given 
the  broader  research  of 
BayTSP  and  BigChampagne, 
"they're  going  to  have  more 
accurate  empirical  data," 
says  John  Palfrey  of  Harvard 
Law  School's  Berkman  Center 
for  Internet  &  Society. 
The  RIAA  would  not 
comment  on  the  surveys  but 
says  its  own  studies  show 
increased  awareness  of  the 
lawsuits  "and  the  conse- 
quences." Maybe  so.  Yet  it 
seems  piracy  is  still  going 
strong.  -Brian  Hindo 
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SUPER  BOWL 

TACKLING 

FAKE 

TICKETS 

AT  LAST  YEAR'S  Super  Bowl, 
more  than  200  people  had  to 
be  turned  away  because  they 
had  mistakenly  purchased 
bogus  tickets.  Each 
year,  forgery  "seems 
to  grow  a  little 
more,"  says  Jim 
Steeg,  who  has 
organized  24 
previous 
championship 
games  for  the  NFL. 
But  this  year,  fans 
will  have  an  obvious 
fraud  indicator:  The 
tickets  are  printed 
on  glow-in-the-dark 
paper.  The  lumines- 
cent paper,  made  by  Brightec, 
based  in  Wellesley  Hills, 
Mass.,  is  the  newest  of  more 
than  a  dozen  antifraud 
measures  on  the  tickets. 


If  s  not  just  football  fans 
who  may  soon  be  using 
paper  to  light  their  way  in 
the  dark.  Brightec  founder 
and  CEO  Patrick  Planche 
hopes  the  upcoming  Super 
Bowl  will  be  a  "launching 
pad"  for  his  paper,  which  he 
would  like  to  see  used  for 
decorative  CD  covers,  night 
lights,  and  bumper  stickers. 
Planche  also  plans 
to  sell  the  paper 
directly  to 
consumers  through 
retailers.  Brightec 
paper,  which  needs 
only  five  minutes' 
exposure  to  ambient 
light  to  charge, 
purports  to  be  10 
times  as  bright  as 
run-of-the-mill 
glow  products.  And 
the  glowing  effect  is 
long-lived:  Planche 
says  the  Super  Bowl  tickets 
will  shine  even  20  years  from 
now.  No  guarantee  that  the 
actual  game  will  be  as 
memorable.       -Brian  Hindo 


RAP  SHEET 

ONLINE  rehabilitation  A  recent  job  posting  or 
Microsoft's  Web  site  lists  skills  applicants  should 
have  to  work  as  the  product  manager  for  a  soon 
to-appear  online  music  service.  The  ad  also 
notes:  "A  prior  conviction  will  not  necessarily 
disqualify  you  from  employment."  Microsoft 
says  it's  standard  language.  But  a  search  turns 
up  only  138  mentions  of  this  disclaimer  in  2,314 
Microsoft  listings.  The  company  won't  say  why 
it's  in  the  ad.  Labor  lawyer  bteven  Swirsky  says  if 
companies  run  background  checks,  they  should 
be  upfront  and  tell  applicants  that  legal  run-ins 
won  t  exclude  them.  It's  unclear  what  sort  of 
conviction  would  be  acceptable.  Antitrust 
violations?  -Jay  Greene 


FUND  WATCH 

A  REFUGE 
FROM  THE 
FUND FUROR 

THE  MUTUAL-FUND  scandal  has 
been  a  boon  for  exchange- 
traded  funds.  ETFs,  which  are 
baskets  of  securities  that  track 
indexes  but  trade  like  stocks, 
grew  to  $211  billion  last  year, 
up  from  $142  billion  in  2002. 
Even  money  managers  are 
buying  them:  1,336  were  in 
ETFs  by  mid-2003,  up  from 
448  in  June  of  2000,  says 
Morgan  Stanley. 

ETFs  have  high  appeal. 
Since  they  trade  all  day,  they 
can't  fall  prey  to  after-hours 
trading  schemes.  ETFs  also 
have  no  redemption  penalties 
or  marketing  fees— so  more 
goes  in  your  pocket. 

-Mara  Der  Hovanesian 
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DRAWN  &  QUARTERED 


oveR  HeRe, 

MR-  PReSioeKT. 

inose  ar& 
Your  deficit 

PROinsCTiONS.. 


We're  the  #1  international  air  express  and 
logistics  company  on  the  planet. 
Even  to  the  parts  that  look  like  Mars. 


Try  us  to  Minneapolis. 


Since  1 969,  DHL  has  done  whatever  it  takes  to  deliver  to  many  of  the  world's  least  forgiving  places. 
And  now  that  we've  merged  with  Airborne,  you  can  put  this  hard- won  experience  to  work  for  you  when 
shipping  within  the  U.S.  Whether  you  need  innovative  delivery  solutions,  speedy  service  or  helpful 
customer  support,  DHL  has  them  all  down  cold.  Try  us  now  by  visiting  www.dhlairborne.com 
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HAVE  GUN, 
WILL  TRAVEL 

Like  a  hired  gun  in  an  old 
Western,  Robert  "Steve" 
Miller  Jr.  comes  to  town  just 
long  enough  to  restore  order. 
Since  retiring  as  Chrysler 
vice-chairman  in  1992,  Miller 
has  run  over  a  half-dozen 
faltering  companies,  such  as 
Morrison  Knudsen,  Waste 
Management,  and 
Bethlehem  Steel.  On  Jan.  12, 
he  took  over  bankrupt  auto- 
parts  maker  Federal-Mogul 
as  nonexecutive  chairman.  A 
director  and  twice  the 
interim  CEO,  he'll  help  the 
company  settle  its  asbestos 
liabilities. 

That  may  cut  into  Miller's 
time  for  his  favorite  hobby: 
building  a  model  railroad. 
Miller,  62,  and  his  wife, 
Maggie,  are  working  on  a 
2,500-square-foot  railroad 
and  village  in  the  basement 
of  their  Sunriver  (Ore.)  house. 
After  eight  years,  they're 
about  25%  done.  At  that 
rate,  they  may  never  finish 
unless  Miller  stays  retired. 
"I'm  not  desperate  to  work," 
he  insists.  Still,  Maggie  keeps 
the  linens  packed  for  the  next 
move.  The  railroad,  however, 
Stays  put  no  matter  where 
Miller's  jobs  take  him. 

-Michael  A  rndt 
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INSURANCE 

THEROLL- 
YOUR-OWN 
HEALTH  PLAN 

IN  WHAT  MAY  be  a  sign  of 
things  to  come,  Blue  Cross  & 
Blue  Shield  of  North  Carolina 
will  unveil  an  "a  la  carte" 
health  insurance  plan  this 
spring.  Dubbed  the  Freedom 
Account,  it  will  let  policy- 
holders tailor  plans  to  suit 
their  anticipated  needs. 

How  will  it  work?  A  24- 
year-old  in  good  health  could 
put  together  a  plan  with  a 
high  deductible  for 
hospitalization  but  a  low 
deductible  for  routine  doctor 
visits.  Someone  who  rarely 
visits  a  doctor  but  thinks 
knee  surgery  may  be  looming 
could  choose  a  higher  co-pay 
for  office  visits  but  more 
coverage  for  surgery. 

Blue  Cross  says  the  plan 
lets  employers  control  costs  by 
allocating  a  set  amount  of 
money  for  each  employee. 


Workers  decide  whether  they 
want  to  pay  for  more 
comprehensive  coverage 
through  payroll  deductions— 
or  whether  they'd  rather  put 
that  money  toward 
deductibles  and  co-pays. 
"This  is  what  consumers 
expressed  a  need  for,"  says 


SMALL  CHANGE 

KIDS  GROW  UP  FAST  Upromise.com  helps 
families  save  for  education  by  depositing  small 
rebates  on  everyday  purchases  into  a  college 
savings  account.  While  the  site  lists  hundreds 
of  products,  it  could  take  a  long  time  for 
savings  to  add  up.  To  pay  for  four  years  at  a 
public  college  in  2021,  you  would  need  to: 


Drive  ...or  eat  ...or  wash 

612,746,640  93,699,310    32,401,171 

miles...  bowls  of  cereal...       loads  of  laundry. 

Estimated  college  cost:  $249,084.  Mileage  based  on  a  car  getting  24.6  miles  per  gallon,  with  a  lt-per-galton  rebate 
at  Exxon  stations.  Cereal  based  on  a  12  oz.  box  ot  Kellogg  s  Corn  Flakes  purchased  from  NetGrccer  com.  1% 

_3undry  loads  were  calculated  using  an  87-oz  package  of  Tide  from  NetGrocer.  3%  rebate 
Contributed  by:  David  Rocks 


Robert  Greczyn  Jr.,  CEO  of 
Blue  Cross  &  Blue  Shield  of 
North  Carolina,  which  started 
offering  the  plan  to  its  own 
employees  on  Jan.  1.  And  may- 
be, just  maybe,  this  approach 
will  help  companies  get  rising 
health- care  costs  under 
control.       -Anand  Natarajar, 


THE  STAT 


20 


The  approximate 
amount,  in  cents  on 
the  dollar,  that 
Enron's  creditors 
will  receive  of  the 
$66  billion  they  are 
owed,  according  to 
a  plan  recently 
approved  by  federal 
bankruptcy  court. 
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COMPANIES  THAT 
NEED  IT  NOW 
RUN  SAP 


Time  is  money.  So  it's  important  to  get  new  business  software  up  and  running  quickly.  Which  is  wh\  SAP   solutions 
built  on  the  open  SAP  NetWeaver    platform  make  so  much  sense.  Because  they're  designed  with  fast  implementation 
in  mind,  you  can  see  business  results  quickly.  Visit  sap.com/speed  or  call  800  880  1727  to  see  how  fast  SAP  can 
make  things  happen  for  your  company. 


eaders  Report 


EWTOfHN-CWEF:  Stephen  B.  Shepard 

MANAGING  EDITOR:  Mark  Morrison 

ASSISTANT  MANAGING  EDITORS: 

Joyce  Barnathan.  Frank  J.  Comes.  Robert  J.  Dowling,  Kathy  Rebello 

ART  DIRECTOR:  Malcolm  Frouman 

CHIEF  OF  CORRESPONDENTS:  James  E.  Ellis 

ONUNE  EDITOR:  Bob  Arnold 

EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 

CHIEF  ECONOMIST:  Michael  J.  Mandel 

SENIOR  EDITORS:  James  C.  Cooper  (Bus.  Outlook),  Peter  Elstrom, 

Neil  Gross.  Mary  Kuntz,  Jeffrey  M.  Laderman,  Christopher  Power, 

Jane  A.  Sasseen,  Ciro  Scotti.  John  Templeman,  Lee  Walczak 

(Washington),  Elizabeth  Weiner 

SENIOR  WRITERS:  Cathenne  Arnst.  Stephen  Baker.  Robert  Barker.  Aaron 

Bernstein,  Anthony  Bianco.  Nanette  Byrnes,  Paula  Dwyer,  Mike  France, 

Steve  Hamm.  Gene  G.  Marcial,  Otis  Port.  Marcia  Victors.  Gary  Weiss 

ECONOMICS:  Peter  Coy  (Economics  ed.).  Kathleen  Madigan  (Bus.  Outlook 

ed.).  James  Mehring.  Seymour  Zucker  (Sr.  contributing  ed. ).  Christopher 

Farrell  (Contributing  ed.) 

INTERNATIONAL:  Patricia  Kranz  (European  Edition  ed.);  Michael  S.  Serrill 

(Sr.  ed.);  David  Rocks.  Pete  Engardio.  (Sr.  news  eds.);  Rose  Brady  (Sr. 

writer);  Cristina  Lindblad  (Europe),  Chester  Dawson  (Finance),  Michael 

Shan(fVewsed) 

ASSOCIATE  EDITORS:  Robin  Ajello,  Susan  Berfield,  Dan  Beucke,  Diane 

Brady.  Michelle  Conlin.  Amy  Dunkin,  Hardy  Green,  Toddi  Gutner.  David 

Henry,  Gerry  Khermouch,  John  Koppisch,  Robert  McNatt,  Ira  Sager,  Eric 

Schine 

PICTURE  EDITOR:  Larry  Lippmann 

MANAGING  ART  DIRECTOR:  Jay  Petrow 

SENIOR  ART  DIRECTOR:  Steven  Taylor 

INTERNATIONAL  ART  DIRECTOR:  Christine  Silver 

DEPARTMENT  EDITORS:  B-Schools  Jennifer  Merritt.  Computers: 

Spencer  E.  Ante.  E-Business:  Timothy  J.  Mullaney.  Finance  &  Banking: 

Mara  Der  Hovanesian,  Emily  Thornton.  Industries:  Adam  Aston. 

Internet  Heather  Green.  Management  Louis  Lavelle.  Media:  Tom  Lowry. 

Personal  Business:  Carol  Marie  Cropper,  Anne  Tergesen,  Lauren  Young. 

Scoreboards:  Fredenck  F  Jespersen.  Telecommunications:  Steve 

Rosenbush.  Up  Front  Kimberly  Weisul 

CONTRIBUTING  EDITORS:  Mark  Hyman  (Sports  Business) 

STAFF  EDITOR:  Brian  Hmdo 

COPY  EDITORS:  Prudence  Crowther,  Harry  Maurer,  Marc  Miller  (Deputy 

chiefs);  Jim  Taibi  (Assf.  chief):  Aleta  Davies.  Doug  Royalty  (Sr:);  Joy  Katz, 

Barry  Maggs,  Anne  Newman.  David  Pengilly.  Monica  Roman.  Lourdes 

Valeriano.  Researchers:  Maria  Chapin,  Gail  Fowler.  Aida  Rosario 

PRODUCTION  COPY  EDITORS:  Larry  Dark  (Chief),  Celine  Keating, 

Robert  J.  Rosenberg  (Deputy  chiefs);  Alethea  Black.  Sarah  B.  Davis, 

Robert  S.  Norman,  David  Purcell,  Victoria  Rubin 

ART:  Don  Besom.  Alice  Cheung,  Gary  Faltonstern  (Assoc,  dirs.);  Jamie 

Elsis,  Edith  Gutierrez.  Ron  Plyman  (Asst).  Graphics:  Joan  Danaher 

(Director);  Rob  Doyle  (Deputy  dir.);  Laurel  Daunis-Allen.  Joe  Calviello. 

Alberto  Mena.  Ray  Vella;  Eric  Hoffmann.  Imaging:  James  Leone  (Mgr.), 

Man  Bomzer  (Assf.),  Neal  Forrtana.  Nita  Le.  Rich  Michiel.  Leo  Nieter. 

Joseph  Rhames 

PHOTO  EDITORS:  Scott  Mlyn.  Ronnie  Weil  (Deputies);  Anne  D'Aprix, 

Kathleen  Moore,  Andrew  Popper.  (Assoc):  Sarah  Greenberg  Morse 

(Asst.);  M.  Margarita  Eiroa  (Traffic  mgr.);  Burte  Hughes,  Mindy  Katzman. 

Lori  Perbeck  (Researchers) 

EDITORIAL  OPERATIONS:  Susan  Fingerhut  (Director);  Ken  Machlin- 

Lockwood  (Mgr).  Karen  Butcher,  Francisco  Cardoza,  Thomas  R.  Dowd. 

Stephen  R.  Lebron.  Peter  K.  Niceberg,  Jane  M.  Perkinson,  Karen  Turok, 

Use  V.  Walton  (Edit  map  mgr.),  Mark  Lang 

EDITORIAL  TECHNOLOGY:  Y.  Steve  Ben-Ari,  Yo-Lynn  Hagood.  Steven 

McCarthy.  Craig  Sturgis.  Maura  Vaisman 

ONUNE:  Michael  Mercurio  (Managing,  ed.),  Douglas  Harbrecht  (Executive 

ed.).  Arthur  Eves  (Creative  dir),  A.  Peter  Clem,  John  A.  Dierdorff,  John 

Johnsrud;  Will  Andrews,  Jaime  Beauchamp,  Beth  Belton  (News  ed.),  Jane 

Black,  Joleen  Colpa.  Roger  Franklin,  Olga  Kharif.  B.  Kite,  Matt  Kopit.  James 

Kutz.  Jessica  Loudon.  Karyn  McCormack.  Justin  McLean.  Tzyh  Ng.  Patricia 

O'Connell.  Suzanne  Robitaille.  Alex  Salkever,  Mica  Schneider,  Amey  Stone. 

Joshua  Tanzer.  Amy  Tsao,  Kathy  Vuksanaj 

CORRESPONDENTS:  Atlanta:  Dean  Foust  (Mgr.).  Charles  Haddad.  Boston: 

William  C.  Symonds  (Mgr.),  Faith  Arner  Chicago:  Joseph  Weber  (Mgr.), 

Roger  0.  Crockett  (Deputy  mgr.),  Michael  Arndt  (Sr.  correspondent), 

Robert  Berner,  Pallavi  Gogoi,  Brian  Grow  (Contrib.  correspondent). 

Dallas:  Wendy  Zellner  (Mgr),  Stephanie  Anderson  Forest,  Andrew  Park. 

Detroit  Kathleen  Kerwin  (Mgr:),  David  Welch.  Los  Angeles:  Ronald  Graver 

(Mgr);  Larry  Armstrong.  Christopher  Palmeri  (Sr  correspondents); 

Arlene  Weintraub.  Philadelphia:  Amy  Barrett  (Mgr).  Seattle:  Jay  Greene 

(Mgr.), Stanley  Holmes  Silicon  Valley:  Robert  D.  Hof  (Mgr.).  Peter 

Burrows.  Cliff  Edwards.  Ben  Elgin.  Jim  Kerstetter.  Louise  Lee. 

Washington:  Mike  McNamee  (Deputy  mgr.),  Richard  S.  Dunham 

(Washington  Outlook  ed.);  Rich  Miller  (Sr  writer);  John  Carey.  Howard 

Gleckman  (Sr.  correspondents);  Amy  Borrus,  Stan  Crock.  Paul 

Magnusson.  Alexandra  Starr.  Stephen  H.  Wildstrom  (Tech.  &  You), 

Lorraine  Woellert.  Catherine  Yang  Beijing:  Dexter  Roberts  (Mgr.). 

Bombay:  Manjeet  Knpalani  (Mgr.).  Frankfurt  Jack  Ewing  (Mgr),  Gail 

Edmondson  (Sr.  correspondent).  David  Fairlamb.  Hong  Kong:  Frederik 

Balfour,  Bruce  Einhom.  London:  Stanley  Reed  (Mgr).  Kerry  Capell. 

Mexico  City:  Gen  Smith  (Mgr.).  Moscow:  Jason  Bush.  Paris  John 

Rossant  (Mgr.),  Carol  Matlack,  Andy  Reinhardt.  Seoul:  Moon  Ihlwan. 

Tokyo:  Brian  Bremner  (Mgr).  Irene  M.  Kunii 

EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman  Business  Manager 

Barbara  Boynton.  Communications:  Andrew  Palladino  (Director), 

Heather  Carpenter,  Nancy  Sheed  Information  Services:  Jamie  B. 

Russell  (Director).  Susann  Rutledge  (Research  mgr.).  John  Cady 

(Technology  mgr.).  Fred  Katzenberg.  David  Polek.  Susan  Zegel.  Office 

Managers:  Roselyn  Kopit.  Gloria  Kassabian  (Washington).  Readers 

Report  Yvette  Hernandez.  Reprint  Permission:  Nancy  Johnson. 

Special  Asst.  to  Editor-in-Chiet  Christine  Summerson 


18  I  BusinessWeek  I  January  26.  2004 


People  who  need 
dividends  to  live 
should  not  be  in  the 
stock  market.  They 
should  be  in  bonds." 


BusinessWeel< 


-Dale  Holzen 
Merritt  Island,  Fla. 


WHERE  TO  INVEST? 

HOW  ABOUT  WHERE  NOT  TO? 

RE  "IF  YOU'RE  MISSING  dividend 
stocks,  you're  missing  out"  ("Where  to 
invest  in  2004,"  Cover  Story,  Dec.  29- 
Jan.  5):  You  say  investors  would  "do  bet- 
ter by  regarding  [dividend-paying 
stocks]  as  bonds  that  pay  out  increasing 
amounts  of  income  over  time— as  well  as 
healthy  capital  gains  over  the  long 
haul."  If  they  paid  out  increasing 
amounts  of  income,  why  are  dividends 
so  low  now?  Stocks  do  not  pay  healthy 
capital  gains.  Stocks  do  not  pay  capital 
gains. 

For  dividend-paying  stocks  and  mu- 
tual funds  that  specialize  in  them,  the 
share  price  drops  by  the  amount  of  the 
[taxable]  dividend.  This  is  more  notice- 
able in  funds,  especially  if  the  fund  pays 
a  dividend  once  a  year.  When  the  divi- 
dend is  reinvested,  you  have  more 
shares  at  a  lower  price— the  only  thing 
gained  is  the  ability  to  reach  into  one's 
pocket  to  pay  the  tax. 

People  who  need  dividends  to  live 
should  not  be  in  the  stock  market.  They 
should  be  in  bonds.  The  stock  market 
can  drop  by  the  amount  of  the  dividend 
in  a  matter  of  days,  and  their  stock  will 


be  gone,  too.  With  bonds,  they  knoA 
they  will  get  their  money  back. 

-Dale  Holzei 
Merritt  Island,  Fk 

BEYOND  HIPSTERS:  THE  APPEAL 
OF  VIRGIN'S  PREPAID  CELL  PHONES 

RE  "RICHARD  BRANSON:  Winning  Vir 
gin  territory"  (News:  Analysis  &  Com 
mentary,  Dec.  22):  I  was  introduced  to  th< 
value  of  Virgin  Group  Ltd.'s  cell  phone; 
when  my  80-year-old  aunt  bought  one 
Virgin's  prepaid  service  seemed  like 
great  deal  for  someone  who  rarely  needi 
to  use  a  cell  phone  but  likes  to  have  ont 
available  for  emergencies.  I  canceled  m\ 
account  with  Sprint  PCS  Group  anc 
signed  on  with  Virgin  (as  did  several  o 
my  equally  unhip  middle-aged  friends). 

-Mike  Car. 

Toledo,  Ohii 


MEXICO,  CANADA,  AND  THE  U.S.: 
MAKING  THE  PICTURE  CLEAR 

DESPITE    DISAPPOINTMENT   in   SOme| 
quarters  (often  based  on  unrealistic  ex- 
pectations) and  criticism  from  those  who 
opposed  it  in  the  first  place  (such  as  the 
AFL-CIO),  NAFTA  has  been  an  outstand 
ing  success  ("Mexico:  Was  NAFTA  worth 
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FOR    THE    FIRST   TIME    EVER,   YOU    CAN    FLY   NON-STOP 

BETWEEN    LOS   ANGELES   AND   SINGAPORE   WITH    SINGAPORE   AIRLINES'   NEW  A345 LEADERSHIP, 

On  February  3rd,  2004,  Singapore  Airlines  introduces  daily  non-stop  service  between  Los  Angeles 
and  Singapore.  Designed  with  the  executive  traveler  in  mind,  our  A345LeaderShip  features 
two  exclusive  cabins.  Experience  an  even  more  luxurious  Raffles  Class,  and  our  acclaimed 
SpaceBed,  the  biggest  business  class  bed  in  the  sky.  Unique  to  the  A345LeaderShip, 
our  new  Executive  Economy  Class  offers  wide,  roomy 

seats,  and  a  stand-up  passenger  area  where  you  can  socialize  and  enjoy  a  snack.  Together  with  in-seat 

power  for  laptops  and  KrisWorld,®  the  world's  most  advanced  inflight  entertainment  system,  the  executive 

traveler  can  work  or  relax  in  even  greater  space  and  comfort.  All,  of  course,  while  enjoying  the  inflight 

service  even  other  airlines  talk  about.  www.singaporeair.com/usa 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

"A  bum  steer  on  Mad  Cow  disease"  (News: 
Analysis  &  Commentary,  Jan.  12) 
miscalculated  the  percentage  of  cattle 
tested  in  the  U.S.  It  is  less  than  0.1%  of 
animals  slaughtered,  not  .001%. 

In  "Figures  of  the  week"  (Personal 
Business,  Jan.  12),  the  "Worst-performing 
groups"  label  was  duplicated,  the  "last 
month  %"  table  headed  by  Automobiles 
and  the  "last  12  months  %"  table  headed 
by  Internet  Software  should  have  been 
labeled  "Best-performing  groups." 

In  Laura  DAndrea  Tyson's  recent  Economic 
Viewpoint,  "Bush's  borrowing  is  sapping 
our  strength,"  Jan.  19),  the  word  "lost"  was 
dropped  from  the  second  sentence,  it 
should  have  read:  "Today,  after  three  years 
of  the  Bush  Presidency,  the  economy  has 
lost  close  to  3  million  private-sector  jobs...." 

In  the  "Investment  Outlook  Scoreboard," 
("Where  to  Invest  2004,"  Cover  Story,  Dec. 
29-Jan.  5),  the  description  of  the  (b) 
footnote  relating  to  4-year  earnings  growth 
should  have  read:  "Final  year  of  growth  rate 
calculation  is  2003."  Also,  the  earnings 
growth  for  Valspar  Corp.  should  have  had 
the  (b)  footnote  included. 


it?"  Special  Report,  Dec.  22).  There  is 
much  unfinished  business  in  all  three 
countries  to  realize  NAPTA's  full  potential, 
and  you  correcdy  point  out  some  of  those 
steps.  Unfortunately  the  recent  vote  by 
the  Mexican  parliament  against  President 
Vicente  Fox's  tax  proposals  will  not  make 
matters  easier.  On  the  U.S.  side,  we 
should  go  back  to  where  we  were  on  Sept. 
10,  2001,  and  resume  the  process  of  cre- 
ating conditions  on  both  sides  of  the  U.S.- 
Mexican border  that  will,  over  time,  cre- 
ate conditions  similar  to  those  that 
prevail  along  our  border  with  Canada. 

-Thomas  M.T.  Niles,  President 
United  States  Council 
for  International  Business 
New  York 
Editor's  note:  The  writer  was  U.S.  ambas- 
sador to  Canada  from  1985  to  1989. 

IN  "HOW  TO  TURN  Canada  into  a  pow- 
erhouse" (International  Business,  Dec. 
29-Jan.  5),  the  tax  gap  you  cite  exagger- 
ates the  disparity  between  our  countries. 
The  higher  Canadian  tax  burden  in- 
cludes the  cost  of  universal  medical  care, 
much  of  which  is  an  individual's  respon- 
sibility in  the  U.S.  Further,  unlike  the  U.S., 
we  are  not  deferring  taxes  by  running  a 
government  deficit,  and  the  Canada  Pen- 


sion Plan  (roughly  the  equivalent  of  So- 
cial Security)  must  by  law  be  actuarially 
funded  to  cover  furore  obligations.  While 
we  may  be  running  behind  the  U.S.  eco- 
nomically, it  is  revealing  that  a  govern- 
ment that  has  already  been  in  power  for 
two  terms  continues  to  enjoy  popular 
support  to  the  extent  that  its  reelection 
next  year  is  virtually  assured. 

-Raymond  K.  Suutari 
Alliston.  Ont. 

"HAPPY  BIRTHDAY,  NAFTA"  (Editorials, 
Dec.  22)  claims  that  NAFTA  is  unable  to 
provide  "better  education  to  compete  with 
China  and  India."  I  would  think  this  is  ex- 
actly where  Canada  and  the  U.S.  might 
help.  With  great  North  American  research 
universities  second  to  none,  there  is  ample 
scope  for  initiative.  The  relative  "failure" 
of  K-12  public  education  in  the  U.S.  is 
largely  due  to  local  conditions,  not  lack  of 
expertise,  and  there  is  plenty  to  share  with 
Mexico  on  the  part  of  Hispanic  educators 
and  Spanish-language  education  at  the  el- 
ementary and  secondary  levels. 

-David  B.  Stewart 

Tokyo  Institute  of  Technology 

Tokyo 

WHAT  BOEING  NEEDS  TO  DO 
TO  GET  THE  7E7  AIRBORNE 

RE  "BOEING:  what  REALLY  happened" 
(Cover  Story,  Dec.  15):  The  Pentagon  has 
delayed  a  $17  billion  contract  from  the  Air 
Force  for  100  Boeing  Co.  767  air-refueling 
tankers  pending  the  outcome  of  an  inves- 
tigation. This  month,  Boeing's  board  de- 
cided to  build  the  new,  fuel- efficient  7E7 
midsize  airliner,  which  will  replace  the 
757  and  767.  Unfortunately,  Boeing  has 
not  obtained  any  firm  orders  for  the  new 
plane.  If  the  Air  Force  reopens  the  tanker 
contract  for  new  bidders,  Boeing  should 
substitute  7E7s  for  the  767  Once  the  Air 
Force  becomes  Boeing's  first  customer, 
the  commercial  airlines  will  follow. 

-Theodore  J.  Sheskin 
Lakewod,  Ohio 

THE  NEW  DRUG  BENEFIT'S  DANGER: 
OVERMEDICATING  THE  ELDERLY 

"SENIORS'  BIG  DRUG  problem"  (Person- 
al Business,  Dec.  22)  offered  excellent  ad- 
vice on  managing  medication  of  the  elder- 
ly. Seniors  are  overmedicated  in  our 
country.  On  average,  Americans  who  are 
65  or  older  take  six  medications.  For  resi- 
dents of  nursing  homes  and  other  long- 
term- care  faculties,  that  average  rises  to 
eight.  Because  seniors  metabolize  drugs 
more  slowly,  they  should  also  ask  their 
physicians  about  taking  lower  doses  or 
avoiding  some  drugs  completely.  And  pa- 


tients and  their  families  must  be  strong  ad 
vocates,  questioning  the  ease  with  whic! 
many  physicians  prescribe  medications  tr 
speed  visits  and  increase  volumes  unde 
tightened  Medicare  reimbursement 

The  $400  billion  cost  of  the  nev 
Medicare  Prescription  Drug  Benefit  wil 
be  dwarfed  by  the  increase  in  emergency 
room  and  other  hospital  admissions  tha 
will  result  from  the  avalanche  of  addi 
tional  medications  elderly  people  will  l> 
taking  as  the  new  law  unfolds.  Whil- 
many  patients  need  to  be  on  prescriptior 
drugs,  our  society  increasingly  looks  t( 
medication  as  a  silver  bullet.  In  truth 
keeping  the  number  of  drugs  as  low  a* 
possible  is  critical  to  the  well-being  of  ou' 
elderly  citizens  as  well  as  the  economic? 
of  health  care  in  our  nation. 

-Daniel  Reingolc 
Executive  Vice-Presiden; 

Hebrew  Home  for  the  Aged  at  Riverdak 

Bronx,  X.} 
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NEW  CARS 


'04  DVD  Navigation,  (earner.  Totally 
loaded,  Chrome  wheels.  Power 
everything,  Pnced  to  sell!  Cat!  today 

■'';•■ 
'04  New!  New!  New! 

Coupe.  Silver  alt  the  extras,  chrome 
18"  wheels  Tnptronic,  CD/Cassette 
Sunroof  ABS  Keyless  entry  Leather 


"04  V-6  Cruise  Control  lease  or  buy, 
Supercharged  engine,  H.K.  sound, 
moon  roof.  Spotless  finish  This  car 
has  it  all!  555-6712 


'04  Midnight  Blue,  silver  int. 
Power  everything.  Limited  edition 
This  car  was  made  for  youl  CARS! 
CARS!  CARS!  555-8943  . 
Q  '04  Drive  this  home  today! 
^^  Last  one  on  the  lot!  Great 
Financing  Red  Coupe  w/tan  int. 
Atr/CD/Auto  All  power  everything. 
Leather.    Sunroof,    tinted    glass. 


*04  Magna  red/  stone,  V6,  phone 
panorama  roof,  keyless  entry,  sport 
package,  comfort  package,  loaded. 
Drive  the  car  of  your  dreams! 
.CARS-  CAJtSICAItSI  555-1239 
'04  Closeout  sale!  Dark  green  Tan 
intenor,  X-tra  wide  tires,  ACA/C,  PS, 
CO  4w/d.  leather  Tilt  cruise,  roof 
rack,  Great  Rnarcnu!  Can  555-1  J33 


04  drive  home  this  black  beauty, 
Espresso  leather  int.  V6,  PS,  tilt  auto- 
matic, hard  top.  8  speakers  multi  disc 
CD,  fully  loaded,  only  one  left  on  the 
lot!  555-6674 


'04  DVD  Navigation,  leatt  er.  Totally 
loaded t  Chrome  wheels.  Power 
everything,  Priced  to  sell!  Call  today 
555-6758™! 


■m.iTinJ 

Coupe,  Silver,  all  the  extras, 
18"  wheels  Tnptronic,  CD/Cassette 
555-0099 


"04V-6  Cruise  Control  lease  or  buy. 
Supercharged  engine.  H.K.  sound, 
moon  roof.  Spotless  fimsh  This  car 
has  it  all!  555-6712  


'04  Midnight  Blue,  silver  int. 
Power  everything.  Limited  edition 
The  car  was  made  for  you!  CARS' 
CARS!  CARS!  555-8943 


'04  Magna  red/  stone,  V6,  phone 
panorama  roof,  keyless  entry,  sport 
package,  comfort  package,  loaded, 
Dnve  The  car  of  your  dreams!  CARS' 

CARS1  CARS' 555-1239 


'04  convertible  with  black  top  This 
>ewel  has  all  of  the  toys.  Privacy  glass. 

power  everything  Rear  -i-v.   c-imers 

and  DVD  Call  before  it's  gone!  555- 
7772 


'04  Excellent  car  for  you!  A/C 
Power  doors  and  locks.  Loaded 
Moving  sale.  Must  go.  555-3423 
*'04  Closeout  sale!*  Dark  green 
Tan  intenor.  X-tra  wide  tires.  ATTA/C, 
PS,  CD  4w/d.  leather  Till  cruise,  root 
rack,  Great  Financing!  Call  555-1333 


^  '04  drive  home  a  black  beauty, 
'  Espresso  leather  int.  V6,  PS,  tilt, 
automatic,  hard  top.  8  speakers  multi 
disc  CD  fully  -oaded,  onn  one  left  or 
the  lot!  555-6674 


'04  New!  New  !New!  Coupe  Silver, 
all  the  extras,  18"  wheels  Tnptronic, 
CD/Cassette  Sunroof  ABS,  Keyless 
entry  55SOO90 


Last  one  on  the  lot!  Great  financing 
Red  Coupe  w/tan  int.Air/CD/AutoAli 
power  everything,  Leather,  Sunroof, 

i,  ■■-  ■  .  ■..     -,.e.  ':-    ■•■' 


"04  V-6  Cruise  Control  lease  or 
buy.  Supercharged  engine,  H.D. 
CD/sound,  moon  roof,  financing. 
Spotless  finish  This  car  has  it  all! 

*•*•  555-6712  *••* 
WMidnTghf  Blue"  silver  int 
Power  everything.  Limited  edition 
This  car  was  made  for  you!  CARS! 
CARS!  CARS!  555-8943 


'04  Drive  this  home  today!  Ust 
one  on  the  lot!  Great  financing  Red 
Coupe  w/tan  inL  Alr/CO/Auto  All 
power  everything.  Leather.  Sunroof, 
tinted  glass,  ABS  555-0099 
'04  Magna  red/  stone,  V6,  phone 
panorama  roof,  keyless  entry,  sport 
package,  comfort  package,  loaded. 
Dnve  the  car  of  your  dreams!  CARS! 
CARSI  CARS!  555-1239 


J  This  jewel  has  all  of  the  toys. 
Privacy  glass,  power  everything  Rear 

,"-:-.',  camera  Call  before  ,ts  gem?' 
555-7772 


'04  Excellent  car  for  you!  A/C 
Power   doors  and   locks.   Loaded 

Moving  sale.  Must  go  555  3423 

a '04  Closeout  sale!  Dark  green 
▼Tan  interior.  X-tra  wide  tires  AT, 
A/C,  PS,  CD  4w/d,  leather  Tilt  cruise, 
roof  rack.  Great  financing!  555 -1333 
'04  dnve  home  this  Mack  beauty, 
Espresso  leather  int.  V6,  PS,  tilt  auto- 
matic, hard  top  8  speakers  multi  disc 
Cf),  !ui\  leaded,  only  one  left  on  the 
lot(55S6674_ 

GREAT"TCRMS!"Lbw  PAYMENTS! 

Trade  in  your  old  car  for  one  of  our 
new  ones.  All  models  fully  loaded,  all 
colors  available.  Call  555-9376 


SUV  BLOWOUT!  Great  pnees  on  all 
■04  models.  All  trade-ins  accepted. 
Voull  love  our  low  finance  rates,  find 
your  dream  SUV  today!  555-3057 


"04  convertible  with  black  too  This 
jewel  has  all  of  the  toys,  Privacy  glass. 

BDwer  everything  Rear  view  camera. 
VD  Call  before  it's  gone!  555-7772 


'04  EXCELLENT  CAR  FOR  YOU! 

A/C  Power  doors  and  locks.  Loaded 

O  Moving  sale.  Must  go.  O 

555-3423 


TJ4   Hardtop   Convertible  Auto 

cruise,  pw,  six-speed.  CD  and  more! 

All  for  a  low,  low  price.  Get  it  before 

Call  555-3846 


LEASE  OR  BUY!  04  Silver  sedan, 
moonrooi.  pert,  tires,  navi  system, 
custom  audio  system6-speed  V-6, 


NEW  CARS 


All-new   Luxury  Sedan.  3.5  V6 

engine,  automatic,  power  windows, 
power  door  locks,  tilt,  cruise,  air  con- 
ditioning. 15"  alloy  wheels.  AM/FM 
with  CD  player,  head  curtain  side  air 

bags  &r6  more'  Gel  this  red  hot  deal 
today!  555-1831 


Cant  afford  a  new  car?  Our  con- 
sultants t3itor  your  deal  to  fit  your 
financial  needs.  Get  a  new  sedan, 
coupe  or  SUV  with  payments  you  can 
dealwith,  555-5254. 


Get  S25O0  cash  back  on  every  04 
in  stock!  For  your  lowest  price,  call  us 
at  555-2720. 

Who  knows  where  the  great  deals 
on  new  cars  are?  We  do!  They're 
here!  Get  04  gas/diesel  2wd/4X4s 
with  our  discount  phis  factory  rebate. 
Only  at  this  savings.  Get  in  your  old 
car  now  and  come  on  down.  555- 
3006.  


Q Worlds  greatest  Tent  Sale!  Get 
an  04  car,  truck  or  SUV  and  you  II 
have  no  payments  for  90  days.  On 
approved  better  than  average  credit 
You  won!  believe  these  low  lease 

payments.  555  3213. 

Auto  Bonanza!  fM  finanonq  on  all 
2004  sedans  on  approved  credit.  Best 
selection  in  the  dr-^\  Call  ifi  fa:  your 
best  price  at  555-3501. 


•  Year  End  Clearance  Event.  • 

04  SUV  6-cyl  engine.  Auto  Trans.  Air 
Cond.,  Power  Windows.  Power 
Locks.  Cruise  Control,  Tilt  Wheel. 
Call  555-3739.  xxxxx 


New  04  SUV.  V6,  Auto,  Front  and 
Rear  Air,  AM/FM  CO  and  more!  1  at 
lowest  pnee.  others  at  similar  sav- 
t^g.  -Check  it  out  today.  5S5-S391. 
Open  during  construction!  Were 
remodeling  to  serve  you  better.  NoVs 
the  time  to  get  the  best  deals  on  a 
new  car  You  name  it,  we  stock  it.  555- 
5759. 


Get  $200  worth  of  gas  with  every 
new  car  purchase.  For  a  limited  time 
only!  Well  put  you  in  the  new  car  you 
never  dreamed  '.'tin  could  afford.  555- 

3216 

New  04  automatic  sedan  at  an 
incredible  pnee.  Buy  or  lease  with  $0 
down.  Auto,  leather,  V6,  Full  Power, 
Top  of  the  Line  Only  2  at  this  price  so 
call  now.  555-3303. 

♦  Brand  new  just  in!  SUV  with  5 
star  safety  rating.  V6,  auto,  AC, 
AM/FM  CO  and  more!!!!  Net  sales 
price  after  factory  rebate  and  incen- 
tives is  so  low.  Donl  let  this  dream 
n>§S*?'.n.e.  9ff  ^Y??-.  555-1360. 
Escape  from  your  current  lease  or 
loan.  Your  new  car  is  a  new  04  semi- 
luxury  sedan  with  auto  transmission, 
blk /charcoal,  equipped  with  premi- 
um sports  package 


The  Time  to  buy  or  lease  is  now  at 
our  Close  Out  Event  These  modets 
wont  last  at  these  pnees.  New  wag- 
ons, soft  top  convertibles,  monster 
trudc-we've  got  it  all.  555-1415. 
"04  silver/gray  sedan,  custom 
wheels,  moonroof.  premium  sound 
system.  We'll  match  or  beat  any  com- 
petitor's current  advertised  price  or 
Offer  on  any  vehicle  in  stock.  555- 
4533. 


1*1  DON'T  MISS  THIS  ONE!  r*l 

Luxury  04  mmivan,  V6.  Auto,  7-8 

pass,  LS  Alloy  wheels,  cruise.  Great 

low  pnee!  Family  owned  and  operat 


Drive  your  dream.  New  luxury  '04 
sedans  and  coupes,  fully  loaded  and 
ready  for  you  to  take  home.  Free  oil 
changes  for  life  with  every  new  car 
purchase.  555-5229. 


04  sedan.  This  beauty  has  AC.  Single 
CD.  rear  spoiler  and  many  other 
options.  With  trie  largest  inventory  in 
the  area,  you'll  pay  less!  555-5520. 


OCome  test  drive  this  all-new 
'04  coupe.  V6.AT.  AC.  PS,  PW,  PL 
bit  CC.  AM/FM  CD.  alloys.  Get  more 
than  a  good  deal.  2  at  mis  low  low 
pnee  so  donl  let  this  one  get  away. 

555-0121. 

Owned  by  a  customer,  not  a  car 
dealer.  New  04  truck  that  has  it  all. 
6-cyl.,  Auto  Trans,  Air  Cond.,  Power 


Somewhere 

Between 

New  And  Used 

Is  Lexus 

Certified 

Pre-Owned. 


USED  CARS 


'00  Convertible  with  all  the  bells 

and  whistles,  you  must  see  this 
baby. Turbo,  12k  miles  Green  on  Beige 

555-_125b  

'99  Super  clean1:' 

<  Silver/Blk  leather,  chrome 
wheels,  power  everything.  5  spttd 
kwmHes, fully  loaded  555-9899 
*98  6  speed  manual  trans.  Yellow 
Loaded!  Aluminum  tnm  moon 
Roadsttr,  dnti  lock  brakes. Ivk  miles, 
One  owner  New  trade  in.  555-1222 

■♦'03  must  sell.  Pnced  to  move. 

Blue/  blk  all  the  extras,  low  miles,  5 
sped  555-9988  '04  Sunroof.  CO.  fully 

loaded.  Leathe.'  temp  control  seats 

Black  on  Black.  A/C  Soon  Pkg  NEW 

CARS  4YOU  555-12^ 
1991  COUPE  ;h 

two  door  vehicle  includes  Low 
Mileage,  Power  Steering,  Power 
Brakes,  Power  Door  Locks,  Power 
Windows.  Power  Driver's  Seat,  Power 
Passenger  Seat.  AM/FM  Stereo 
Radio,  Cassette  Ptayer.Tnp  Odometer. 
and  Tachometer.  My  dream  car  can  be 
yours!  555-7733 

01  Sports  Wagon.  Premium  pack- 
age, save  $3000  ir  remstratfori  Only 
2800  miles!  Why  buy  NEW  when  this 
is  so  much  better?  Way  below  blue 
^kJ^A^Ci-t  P?rtectf  555"  2  2 56 
AVERY  CLEAN  02  CAR!  -  5spd,  Ithr, 
full  power,  bit  cruise,  cass,  traction 
control,  dual  power  seats,  sootier  and 
4  NEW  tires.  Locally  owned,  no  acci- 
dents -  looks  perfect  and  dnves  the 
same!  Mechanic's  inspection  wel- 
come. Financing  available  -  tor  more 


l,'.rl  -Krflr-l-'J 


This  one's  got  everything!!!!!  Late 
modal  red  4-flOrjr  sedan  with  Traction 

Control.  ABS,  All  Power,  AM/FM/CD. 

Premium  Sound  System,  Dual  DVD 
Screens  with  headphones,  Leather 

Dual  Power-Heated  Seats,  W/Rear 
Spoiler.  Dark  Window  Tint.  Premium 

Wheeb  &  Tires,  and  Much  More!!!! 

*  LOW  MILES  ir 

"      CALL  555-3889 


2003  Sports  Coupe  '  Balance  of 
Factory  Warranty!  *  Tins  late  model 
vehicle  features  Power  Driver's  Seat 
AM/FM  Stereo  Radio,  Trip  Odometer. 
A/C,  Tilt  Steering  Wheel,  and  Cruise 
Control.  Well  guarantee  you  our  low- 
est "No  Hassle.  No  Haggle"  price, 

right  over  the  plmm    :  ,il<  555-3893 


Need  a  car?  We've  got  used  cars 
with  tow  miles.  Many  makes,  many 
models  Your  good  credit  will  but  you 
in  one  today.  Call  FORECLOSED 
MOTORS  at  555-08*1 


■01  Sport  Wagon  V6,  22K  mi, 
loaded,  black,  Ithr  int,  CD,  auto,  war- 
ranty. Call  for  tow  price  today.  555- 

3356.         _ 

•  ?S  SPORTS  SEDAN  • 

V6. 1  owner  Auto.  PL  &  W  loaded. 

immaculate.  Low  mileage  Must  sell. 

CALL  555-3262. 


•97  coupe.  63  k  mi  Auto,  AC,  PW& 
L.  loaded,  immaculate,  remaining 
warranty  included.  Long  term  financ- 
ing on  approved  credit.  5553282. 


Luxury  03  SUV  w/  nav.  Prior  dealer 
demo.  Only  10K  miles  on  this  baby.  1 
at  this  once.  Fully  loaded,  blk  on  oik. 
Call  today  at55S-3301. 
02  coupe  4  sale. This  car  is  an  auto- 
matic, has  great  a/c  and  heat.  Its  a  2 
door  coupe  and  drives  well.  Tires  are- 
good  no  rust  and  no  engine  prob- 
lems. 24k  miles.  Must  see  to  appre- 
ciate ,_55  5:3430 

1998  Luxury  Car.  Powered 
Everything:  front  seats, -Window- 
Mirror  Etc..  Fully  Loaded.  Heated 
Seats.  Ledthe'  Interior.  Speakers  3D. 
Tape.  AM-FM.  V6.  Low  50000  Mi., 
Moonrooi,  Climate  Control.  Clean, 
Beige.  Very  Dependable  Car, 
ExcCond.,Uke  new  Inside  and  out- 
side, 1  Owner,  Great  Deal.  Best  offer. 
555-3563. 


USED  CARS 


$6  Classic  Sports  Car.  Garage  kept 
all  the  rime!  Great  condition,  runs 
great!  Only  3,000  miles.  Call  for 
appointment  and  take  it  for  a  spin. 
555-359L 

■01  Silver  Roadster.  Sspd  manual 
transmission,  Front  Wheel  Drive 
Convertible.    CD    Changer.    Sport 


There  should  be  a  section  in  the  paper  for  cars  that  aren't  quite  new  and  aren't 
quite  used.  That  section  would  be  for  Lexus  Certified  Pre-Owned  Vehicles.  After 
undergoing  a  thorough  inspection  and  reconditioning  process,  each  Certified 
Pre-Owned  Lexus  comes  with  an  impeccable  warranty  and  the  prestige  of  the 
Lexus  ownership  experience.  You'll  find  peace  of  mind  knowing  the  previous 
owner  wasn't  a  person,  it  was  a  company.  The  previous  owner  was  Lexus. 


CERTIFIED 
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ONLY  AT  YOUR  LEXUS  DEALER 


2000  Blk/gm  sedan.  Perfect  condi- 
tion, clean,  nas  some  extra  options. 
Low  miles.  Pnee  rs  negotiable  Call 
555-1434  e 

"99  Coupe.  29.000  miles.  Light  Gray 
Int  Silver  Ext.,  6- Speed  Trans., 
Memory  Package,  Climate  Control. 
p/w  Windows  p/w  Lotto,  Dual  6- 
Way  p/w  Memory  Seats,  Cruise,  Tilt, 
Sound  Svstem,  Dual  Airbags,  ABS, 
Tinted  Windows.  Keyless  Entry 
Remote  w/ Alarm.  Chrome  Wheels. 
Always  Garaged  Kept,  Dealer 
Serviced,  Accident  Free,  Have  All 
Maintenance  Records.  Non-Smoker& 
In  Excellent  Condition.  555-5554. 


♦  1953  Pick-up.  Finished  m  bur- 
gundy with  black  interior  and 
nicely  finished  bed.  Very  original  look- 
ing but  has  a  very  smootn  running 
327  V8  with  auto  trans.  This  car  really 
drives  great?  Low  miles.  555-5574. 


•  02  BLUE  SPORTS  WAGON.  • 
Leather  trim.  2.4L.  4  cylinder  16V 
engine,  4  speed  automatic  transmis- 
sion, front  and  side  airbag,. 
ditioning.  speaker  sound  cruise, 
power,  steering,  brakes,  windows, 
dnver  seat,  moon  roof,  doors,  locks 
and  mirrors.  5  year  extended  war- 
ranty from  October  2001. 
•  Showroom  condition  • 
LESS  THAN  3000  MILES! 

IdCAll  555-64051111 

1991  Convertible.  Leather  Interior. 
Extra  car  now.  want  to  sell.  Needs 
work.  Call  for  details.  116,000  miles. 
555-7315. 

*99  Compact  Car.  Front  Wheel 
Drive,Air  Conditiomng.Power 

Steering  Rower  Windows  Rows  Dooi 
Locks,  Tilt  Wheel,  Cruise  Control, 
AM/FM  Stereo  Cassette  50.701 
miles.  Perfect  to  park  in  compact 
spaces.  Call  555-9080. 
1990  Sedan.  AC  4  X  4.  CD  Player,  5- 
speed.  Great  Condition.  99,000  miles. 
Call  555-1721. 


2003  Van  Come  down  to  Wheel-O- 
Rama  Used  Cars  and  test  drive  this 
beaut  Silver,  26347  Miles  Mmivan 
3.3  liter  6  cyl.  We'll  make  you  a  deal 
you  cam  pass  up.  555-8402. 


QOl  Red  Sport  Wagon.  Smoke 
^'free,  Power  Windows,  Power 
Mirrors,     Power     Locks,     Power 

Steering  Cruise  Control,  Dual 
Climate  Control.  Rear  AC.  Tilt  Wheel, 
Dual  A;rfc3"i.  Keyk'Si  Entry/Alarm, 
ABS,  Roof  Rack.  AM/FM  Cass,  2  child 
car  seats,  Privacy  Glass.  39,000  Miles, 
Dealer  Serviced,  Regular  Oil  Changes. 
Maintenance  Records,  Very  good  con- 
dition. We  have  a  large  family  and 

need  a  larger  vehicle.  555-2231 

02  red/blk  sedan.  4  doors. 

Automatic.  A/C.  Heating.  AM  FM 

Stereo,  Tape  player  and  too  much 

more  to  fist.  15,000  miles. 

For  more  information 


Limited  production  2002  Coupe 
Never    Registered!!!    Needs    good 
home.  Can  ship  nationwio- 
2000  miles.  Call  555-4426. 


♦♦♦  2000  Economy  Sedan  ♦♦♦ 

This  car  runs  great  and  is  in  great 
condition  inside  and  out.  It  is 
extremelydean  and  the  body  is 
straight.  .h*  'ires  are  new.  only 
15000  miles  on  mem  and  they  have 
a  70000  mile  warranty.  Super  cold 
AC.  AM/FM  cassette,  cruise  control. 
Great  gas  mileage,  awesome  com- 
muter car!!  If  you're  interested 
please  call  555-2825. 
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89  2-door  Coupe.  Only  106K 
Miles,  CD  Player,  5spd,  New  tires  6 
months  ago,  30  +  MPG,  Light  Blue. 
Runs  Great.  Great  Commuter!  I'm 

selling  this  cheap  because  1  am 


ITS  A  GREAT  CAR! 
an 


"93  grn/gry  minivan.  Excellent  con- 
dition, rebuilt  transmission  dual  A/C 
built-in  child  seats,  gold  tnm.  dwt 
windows  /locks.  85K  mites.  555- 
3133. 


2003  Convertible,  fully-toaded,  only 
9KrnrtesJ  Call  555-7135 

2003  Luxury  Sedan.  Loaded, 
Loaded.  Loaded  with  every  option 
Purchased    new    in     2003.     Call 

Us  NOV/ 555-35S6 


•  98  CONVERTIBLE  • 

5  speed.  Full  transferable  factory 

warranty  unbl  75k.  68.000  miles. 

White/bm  brand  new  top.  I  am  a 

mechanic  so  everything  works  great 

MUST  SEE  MUST  SELL. 

555-4576. 


•97  Coupe.  Auto.  AC,  dual  airtegs. 
alloy  wheels,  cassette,  rear  defroster- 
L0ADED!  pnced  below  blue  book  lor 
quick  sale  NICE'  Only  116.000  miles. 
Call  us  at  555-6097 
02  Compact  2  Doors,  cd  player. 
alloy  wheels  automatic,  cool,  last  car 
to  dnve  around  in.  Low  miles.  For 
more  information  please  us  cad 
today  at55S_-1040 

"95  beige  sedan,  leather.cmise  con- 
trol, am/tm  cassette,  air  condition- 
ing, p/w,  p/d,  power  seats,  custom 
paint,  dvd  too  much  to  list.  Call  lor 
more  mlo  555-421& 

♦  2003  Sportscar.  Has  A  Low 
7.000  Miles.  Black  w  Leather 
Intenor,  2Cr,.  8cyl.  400HR  Upgraded 
Exhaust,  Fully  Loaded  With  AM/FM 
Radio  w/6  Disc  CD  Changer,  Alloy 
Wheels,  ABS,  Tilt  Wheel.  Keyless 
Entry,  Alarm.  Dual  Arrbags.  Tinted 
Windows.  Power  Windows.  Locks. 
Mirrors.  Steering  &  Dnver  Seat.  A/C, 
Cruise,  Traction  Control,  Still  Has 
Warranty.  Only  One  Owner  Cobra, 
Garage  Kept  w/Car  Cover,  Accident 
Free.  Dealer  Serviced  w/Records, 
Non-Smoker.  Clean,  Still  Brand  New 
w/Low  Miles!!  5SS-0452. 


♦  ■95  Hatchback.  Well  mam 
tained,  Automatic  transmission, 
79k  miles'  Several  new  parts  timing 
belt,  transmission,  spark  plugs,  ores, 
oil  and  filter  etc.  Very  reliable  -  good 
gas  mileage.  ir>  very  good  condition 
years  of  Lie  left'    Need  to  sell  ASAP 


Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  traffic  laws  and  drive  responsibly.  ©2003  Lexus 
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Feeding  baby  formula  and  cereal  can  be  messy,  but 
making  it  is  an  exercise  in  precision.  Food  companies 
need  to  know  the  origin  and  quality  of  the  ingredients 
they  use.  Several  of  the  best  have  turned  to  Cargill. 
We  created  a  streamlined  supply  chain  that  simplified 
their  sourcing  and  provided  quality  assurance  for 
the  many  oils  they  use  in  making  baby  formula  and  cereal. 
Now  the  companies,  as  well  as  the  babies,  have  a 
healthy  outlook.  This  is  how  Cargill  works  with  customers. 
collaborate     >    create    >    succeed 


Cargill 

Nourishing  Ideas.  Nourishing  People: 


www.cargill.com 


AT&T  Wireless 

sontheTre. 


Sprint 


average  speed  50-70  Kbps  on  the  Treo™  600 


Get  information  nearly  twice  as  fast  on  the  newest  smart  device  from  Sprint. 


Your  employees  can  get  more  done,  faster,  in  more  places 
nationwide  with  Sprint  and  its  newest  smart  device. 

Comparing  high-speed  wireless  data  networks  for 
the  Handspring™  Treo™  600,  Sprint  lets  employees 
send  and  receive  information  nearly  twice  as  fast  as 
AT&T  Wireless.  So  they  can  spend  less  time  waiting 
and  more  time  working. 

•  Phone-sized  design  with  Palm™  OS  5.2 

•  Five-way  navigation  control  with  QWERTY  keyboard 
for  one-handed  use 

•  Integrated  PDA  and  phone  can  access  calendar,  email 
and  the  Web;  take  pictures;  and  send  picture  messages 

All  this  and,  of  course,  clear  calls  on  the  nations  most 
complete,  all-digital  wireless  network  to  make  your 
business  more  effective. 

Get  the  facts  at  sprint.com/facts  or  call 
877-459-8144  for  a  Business  Representative. 


PCS  Vision31  Smart  Device 
Treo™  600  by  Handspring^ 


Sprint 


One  Sprint.  Many  Solutions 


Voice/  Data 


PCS  Wireless  Internet  Services  E-Business  Solutions  Managed  Services 


Comparison  based  on  speeds  applicable  to  each  carrier's  Handspring  Treo  600.  Actual  speeds  will  vary  based  on  coverage,  tasks  and  other  factors.  Coverage  claims  based  on  the 
Sprint  Nationwide  PCS  Network  (reaching  over  240  million  people)  and  the  AT&T  Wireless  GPRS  network  excluding  roaming  areas.  Copyright  ©2003  Sprint  Spectrum  L.P.  All 
rights  reserved  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L.P. 
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BY  STEPHEN  H.  WILDSTROM 


Buying  the  Right 
HlJrv  (Part  One) 


If  you're  like  a  lot  of  folks,  you  didn't  buy  a  high-definition  television 
for  Christmas,  but  you're  thinking  hard  about  getting  one  this  year.  The 
I  good  news  is  that  prices  are  likely  to  continue  their  sharp  decline  in 
coming  months.  The  bad  news  is  that  the  consumer- electronics  industry 
is  making  TV  shopping  unnecessarily  difficult. 


The  biggest  problem  is  a  profusion  of 
standards,  along  with  the  occasional  made- 
up  terms  that  make  it  hard  to  compare 
products.  In  this  column,  I'll  try  to  guide 
you  through  the  thicket  of  terminology,  and 
next  week  I'll  help  you  choose  among  the 
myriad  display  technologies. 

The  first  point  of  confusion  is  digital 
television  vs.  HDTV.  While  the  terms  are 
often  used  interchangeably,  they  shouldn't 
be.  All  HDTV  in  North  America  is  digital, 
but  not  all  digital  TV  is  HD,  and  it's  the 
high-definition  part  that  gives  you  the  big 
improvement  in  image  quality,  especially  on 
large  screens.  A  second  issue  is  that  manufacturers  bill  some 
displays  as  "HDTV- ready."  This  means  they're  capable  of 
showing  an  HD  picture— but  not  without  a  $400  or  so  digital 
TV  receiver.  Although  this  is  a  bit  deceptive,  the  separation 
may  not  be  a  bad  thing.  A  stand-alone  receiver  offers  more 
flexibility,  for  example,  to  deal  with  the  copy-protection 
schemes  that  will  be  used  with  some  broadcast  and  cable 
HDTV  content  starting  next  year.  My  personal  choice  would 
be  to  go  with  a  pure  monitor  and  a  separate  tuner/receiver, 
but  a  lot  of  people  prefer  integrated  solutions  because  they 
don't  want  the  hassle  of  setup. 

UNDERSTANDING  DISPLAY  CHOICES  requires  delving  into  the 
mind-bending  world  of  TV  standards  and  formats.  A  TV 
display  consists  of  hundreds  of  so-called  scan  lines— the  more 
lines,  the  better  the  picture.  Standard  U.S.  analog  TV  uses  480 
lines,  but  these  are  handled  in  a  peculiar  way.  Every  60th  of  a 
second,  all  the  odd-numbered  lines  are  drawn;  then  in  the 
next  60th  of  a  second,  the  even  lines.  This  process,  called 
interlacing,  produces  30  frames  per  second,  but  the  resulting 
image  is  generally  less  sharp  than  if  the  lines  had  been 
displayed  sequentially  in  what  is  called  progressive  scan.  In 
describing  these  two  approaches,  a  letter  "i"  follows  a 
number  indicating  interlacing  and  "p"  for  progressive  scan. 

As  defined  by  the  Arlington  (Va.)-based  Consumer 
Electronics  Assn.,  true  HDTV  requires  at  least  720p.  Many 
broadcast  stations,  however,  offer  only  the  480i  format  on 


their  digital  channels— which  is  little  or  no 
quality  improvement  over  standard  TV. 
You  can  do  a  bit  better  with  a  DVD  player 
that  offers  progressive  scan.  Its  output  is 
480p,  which  the  CEA  calls  Enhanced 
Definition  TV.  When  used  with  a  wide- 
screen  display,  it  provides  improved 
quality.  But  if  s  not  HD. 

To  qualify  as  true  HDTV,  a  display  must 
also  have  a  16:9  screen,  about  1%  times  as 
wide  as  it  is  high— similar  to  the  format  of 
movies  than  television.  Regular  old  TVs 
have  screens  \%  times  as  wide  as  high.  HD 
broadcasts  offer  either  720p  or 
1080i.  HD  displays  automatically 
convert  the  signal  to  the  best 
quality  they  can  handle.  On 
screens  up  to  around  40  inches, 
more  than  720p  offers  little  or  no 
quality  improvement.  On  bigger 
displays,  a  maximum  resolution 
of  1080  lines  is  highly  desirable. 
But  any  HD  format  offers  a 
dramatic  quality  improvement 
over  standard  TV. 

One  thing  to  beware  of: 
displays  that  boast  they  can 
handle  720p  or  1080i  inputs  while  mumbling  about  their 
actual  display  resolution.  Some  less  expensive  models, 
sometimes  called  "HDTV- compatible,"  convert  the  HD  input 
to  display  at  480p.  Since  if  s  the  output  resolution  that 
determines  what  you  see,  you'd  be  getting  a  wide-screen  TV  at 
standard  resolution. 

Now  that  you  understand  the  mysteries  of  digital  formats, 
you're  ready  to  choose  among  plasma,  LCD,  projection,  and 
CRT  displays.  But  that  has  to  wait  until  next  week.  ■ 

E-mail:  techandyou@businessweek.com 


BusinessWeek  online 


For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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emptor: 
Allhigh- 
definition 
TVs  are  not 
created  equal 
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Ideas  often  come  in  a  flash.  And  leave  the  same  way. 

It's  a  notebook  PC,  and  with  a  flip  of  the  screen  it's  as  simple  to  use  as  a  pad  and 

pen.  It's  a  Tablet  PC.  Now  when  an  idea  strikes  you  can  sketch  it  out  right  on 

the  screen.  Plus  it  runs  the  full  range  of  Windows    XP  compatible  applications, 

including  the  new  Microsoft  Office  System,  so  they  can  be  at  your  command 


wherever  you  go.  See  it  in  action  at  microsoft.com/tabletpc 


I  < 


Microsoft 


Windows 

Tablet  PC  E " 


-dtion.  All  rights  reserved  Microsoft.  Windows,  the  Windows  logo,  the  Windows  Start  logo?  and  "Your  potential  Our  passion.'  are  either  registered  trademarks 
on  in  the  United  States  and/or  other  countries.  The  names  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  of  their  respective! 


Mr.  O'Neill  Goes 
To  Washington 

THE  PRICE  OF  LOYALTY  George  W.  Bush,  The  White  House,  and  the  Education 
of  Paul  O'Neill  By  Ron  Suskind;  Simon  &  Schuster;  349pp;  $26 


In  the  annals  of  blabbermouths,  former  Treasury 
Secretary  Paul  O'Neill  ranks  up  there  with  Lewinsky 
scandal  songbird  Linda  Tripp  and  mob  canary  Joe 
Valachi.  About  midway  through  The  Price  of  Loyalty,  the 
controversial  new  book  by  former  Wall  Street  Journal 


reporter  Ron  Suskind, 
O'Neill  describes  how  dis- 
appointed Fed  Chairman 
Alan  Greenspan  was  that 
the  first  Bush  tax  cut  did 
not  include  "triggers"  that 
would  have  shut  down  the 
transfer  of  $1.35  trillion 
back  to  taxpayers  if  the 
budget  surplus  was 
evaporating.  "With- 
out the  triggers,  that 
tax  cut  is  irresponsible 
fiscal  policy,"  Greenspan  is 
quoted  as  saying  "in  his 
deepest  funereal  tone"— and,  presum- 
ably, in  deepest  confidence.  With  such 
loose  lips  about  the  ruminations  of  a 
friend  and  economic  soulmate,  imagine 
the  revelations  about  O'Neill's  enemies. 

Suskind  is  a  smart  writer,  and  in  this 
quasi-memoir  that  has  Washington 
aflutter,  he  deftly  picks  through  some 
19,000  documents  and  hours  of 
interviews  to  open  an  often  eye-popping 
window  into  the  Bush  White  House.  The 
question  is,  how  unfiltered  is  the  view? 
While  Suskind  and  O'Neill  may  deny 
that  they  have  an  agenda,  they  seem  hell- 
bent on  substantiating  the  lovingly 
nurtured  liberal  notion  that  the 
President  is  an  empty  suit. 

O'Neill  now  says  that  he  did  not 
intend  to  be  critical  of  Bush  or  anyone 
else  in  the  Administration.  He  just 
wanted  to  present  "a  chronicle  of  23 
months"  in  government.  And  in  the 
book,  he  portrays  himself  as  Diogenes  in 
D.C.,  searching  for  the  truthful  policies 
he  believes  are  created  through  rough- 
and-tumble,  intellectually  honest  debate. 

The  Price  of  Loyalty  is  being  released  at 


the  start  of  a  Presidential 
election  year,  however,  and 
surely  O'Neill  is  well  aware 
that  it  will  give  pause  to 
supporters  of  George  W  Bush 
and  provide  larders  of  red 
meat  for  his  critics.  Is  O'Neill's 
account  of  a  White  House  that 
Lewis  Carroll  might  have 
imagined  an  attempt  to  right  a 
ship  of  state  being  steered 
toward  dangerous  shoals  by 
the  Mad  Cowboy  Hatter?  Or  is 
it  the  revenge  of  a  prickly 
Captain  of  Industry  summarily 
dismissed  from  office  and  embarrassed 
in  front  of  his  peers? 

Probably  it  is  both.  And  certainly 
O'Neill's  impressions  should  be  put  in 
the  context  of  the  unbridgeable  divide 
between  his  open-ended,  cerebral 
management  approach  and  the  top- 
down,  go-with-the-gut  style  of  the 
President.  All  that  said,  the  portrait  of 
Bush  by  the  man  he  called  Pablo— a 
nickname  that  irritates  O'Neill— would 
be  comical  if  it  weren't  so  chilling. 

In  the  first  of  almost-weekly  one-on- 
one  meetings  with  the  President,  O'Neill 
comes  prepared  to  spend  an  hour  talking 
about  the  economy,  tax  cuts,  and  Social 
Security.  And  he  does,  pressing  on  with  a 
monologue  because  the  expressionless  W 
says  nada  to  Pablo.  As  O'Neill  points  out, 
he  wasn't  exactly  new  to  the  Oval  Office, 
having  served  Nixon,  Ford,  and  Bush  I, 
and  wonked  it  up  with  Bill  Clinton. "  'I 
wondered,  from  the  first,  if  the  President 
didn't  know  the  questions  to  ask,'  O'Neill 
recalls.  "Or  did  his  strategy  somehow 
involve  never  showing  what  he  thought?' " 
That  clearly  is  the  card-sharp  stance 
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of  Vice-President  Dick  Cheney,  who 
emerges  as  a  Strangelovian  figure 
commanding  vast  swaths  of  the 
government  yet  leaving  no  footprints. 
"At  the  start,  there  was  a  sense  that 
Dick  would  be  the  pragmatic  voice...," 
O'Neill  is  quoted  as  saying,  "providing 
a  wide  avenue  for  clear  thinking  and 
discussion....  Or  so  we  all  thought.  We 
thought  we  knew  Dick.  But  did  we?" 

Despite  a  friendship  of  several 
decades,  O'Neill  decides  the  answer  is 
no.  "This  President  was  starting  from 
scratch  on  most  issues  and  relying  on 
ideologues  like  [economic  adviser]  Larry 
Lindsey,  Karl 
Rove,  and  now 
[O'Neill]  feared, 
his  old  friend  Dick 
Not  an  honest 
broker  in  sight." 

Nowhere  is  the 
sense  that 
everything  is 
political, 

SO  Chilling    everything  is 
^^^^  °     scripted  more 

overwhelming 
than  in  the 
deliberations  of  the  National  Security 
Council,  as  remembered  by  O'Neill.  On 
Jan.  10, 2001,  a  little  over  a  week  after 
he  was  inaugurated  and  eight  months 
before  September  11,  Bush  presides 
over  the  first  meeting  of  his  NSC.  The 
topics  are  how  to  disengage  from  the 
Israeli-Palestinian  impasse  and  how  to 
confront  Iraq.  "Getting  Hussein  was 
now  the  Administration's  focus,  that 
much  was  already  clear,"  O'Neill 
claims. 

Loyalty  fawningly  presents  O'Neill,  the 
CEO  who  turned  around  Alcoa  Inc.,  as  a 
simple  man  who  walks  on  both  private- 
and  public-sector  water.  But  he  comes 
across  as  hardly  humble— and  having 
difficulty  kowtowing  to  a  President  who 
hasn't  earned  his  loyalty. 

The  irony  of  the  book  is  that  O'Neill 
and  Bush  share  a  certain  recklessness, 
though  it's  played  out  in  opposite  ways. 
O'Neill  believes  that  before  taking  action, 
ideas  should  be  batted  about  like 
volleyballs  until  the  right  answer  is 
reached.  But  he  gets  into  trouble  for 
shooting  from  the  Up  about  the  dollar, 
Wall  Street,  and  Argentina.  As  for  Bush, 
his  utterances  are  rarely  impromptu  or 
impolitic,  yet  he  seems  to  act  on 
instinct— ramming  through  massive  tax 
cuts,  running  up  the  deficit,  and  barging 
into  Iraq.  Talk  about  a  "bad  fit."  This 
twain  should  probably  never  have  met.  ■ 
—By  Ciro  Scotti 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


Don't  Sweat  the  Sickly 
Employment  Numbers 


The  employment  report  for  December  was  weaker  than  expected,  with  the 
payroll  number  nearly  unchanged  and  the  household  survey  number 
falling  by  50,000.  Although  disappointing,  these  results  should  not  carry 
too  much  weight.  A  forecasting  equation  I  use  shows  that  monthly  changes 
cannot  be  predicted  accurately.  This  equation  considers  the  history  of 


employment  and  gross  domestic  product  and  recent  claims  for 
unemployment  insurance.  The  current  prediction  is  for  a 
January  gain  of  65,000  payroll  jobs.  But  the  range  could  be 
-90,000  to  +225,000. 

In  the  long  run,  the  payroll  and  household  surveys  show 
similar  growth.  However,  the  two  can  diverge  for  long  periods. 
In  the  late  1990s,  payroll  grew  faster.  For  the  past  couple  of 
years— though  not  last  month— the  pattern  was  reversed,  and 
household  climbed  more.  For  example,  in  the  past  four  months, 
payroll  employment  advanced  by  240,000,  while  household 
employment  rose  by  790,000.  Over  the  past  year,  payroll  fell  by 
70,000,  while  household  grew  by  2  million. 

Recent  disparities  between  payroll  and  household  numbers 
are  not  well  understood.  The  payroll  figure  should  be  more 
accurate,  because  the  survey  is  larger  and  based  on  harder  data, 
and  the  household  survey  estimates  the  labor  force  in  a  rough 
manner.  However,  some  conceptual  differences  favor  the 
household  survey.  For  example,  the  payroll  data  include 
multiple  job  holders  and  exclude  the  self-employed,  farm,  and 
domestic  workers.  Still,  adjustments  for  measurable  differences 
do  not  explain  the  discrepancies.  Thus,  it  seems  best  to  weigh 
both  when  evaluating  the  state  of  the  labor  market. 

Some  observers  say  recent  drops  in  unemployment  do  not 
count  because  they  represent  decreases  in  the  labor  force, 
notably  withdrawals  of  discouraged  workers.  The  labor  force 
is  volatile  from  month  to  month,  and  one  should  not  make 
much  of  December's  decline  of  310,000.  In  the  past  year,  the 
increase  in  the  labor  force  by  1.7  million  represented  1.2% 
growth— close  to  the  annual  growth  rate  of  1.4%  seen  since 
1980.  So,  there  is  no  validity  to  the  argument  that  the  labor 
force  behaved  in  an  unusual  way  during  2003. 

More  generally,  the  economy  has  been  performing  strongly, 
as  seen  in  robust  GDP  growth.  Other  favorable  factors  are  the 
strong  pickup  in  investment,  the  sharp  growth  in  labor 
productivity,  and  the  recent  increases  in  real  personal  income. 
Given  the  strength  of  the  overall  economy,  it  is  puzzling  that 
the  labor  market  has  not  been  stronger.  One  possible 
explanation  is  the  rapid  growth  of  productivity  related  partly 
to  the  outsourcing  of  jobs.  Strong  productivity  explains  why 
output  can  grow  without  commensurate  increases  in 
employment.  However,  in  the  long  run,  employment  growth 
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should  correspond  to  the  growth  of  the  labor  force— 1%  to 
1.5%  per  year— no  matter  that  happens  to  productivity. 

The  strong  economy  reflects  the  Bush  Administration's  two 
best  policies:  tax  cuts,  especially  the  incentive-based  ones  in 
2003,  and  the  pursuit  of  international  security  through  the 
operations  in  Afghanistan  and  Iraq.  Another  plus  is  the 
expansionary  monetary  policy.  Low  interest  rates  will 
probably  continue  until  inflation  or  employment  rises.  These 
two  variables— not  GDP  growth,  the  dollar  exchange  rate,  the 
current-account  deficit,  or  the  stock  market— are  the  ones  to 
which  the  Fed  has  responded  since  the  early  1980s. 

Despite  my  approval  of  Bush's  policies,  I  am  concerned  about 
the  failure  to  restrain  spending.  For  President  Reagan  in  the 

1980s,  tax  cuts  and  deficits  were 
used  to  halt  the  growth  of  spending 
particularly  outside  of  defense  and 
the  interest  on  the  national  debt  But 
in  the  past  three  years,  federal 
outlays  aside  from  defense  and 
interest  on  the  federal  debt  have 
exploded  at  an  annual  rate  of  more 
than  8%. 

The  big  question  is  would  the 
Administration  be  more  prudent  in 
a  second  term.  This  seems  relevant 
since  the  Democrats  seem  intent  on 
committing  electoral  suicide  by 
nominating  a  candidate  who  resembles  George  McGovern 
from  1972.  (In  my  opinion,  Howard  Dean  is  clearly  qualified  to 
be  President...  of  France  ...or,  perhaps,  of  Boston  University.) 

The  favorable  view  is  that  a  more  Republican  government 
would  avoid  the  political  necessity  of  enacting  programs  such 
as  expanded  Medicare,  enlarged  outlays  for  education,  steel 
tariffs,  textile  quotas,  and  farm  and  ethanol  subsidies.  The 
pessimistic  view  is  that  divided  government  worked  well  to 
restrain  the  growth  of  government  in  the  1980s  and  '90s  and 
only  a  return  to  that  division  would  work  now.  ■ 


Job  data 
can  be 
unreliable. 
But  runaway 
spending 
is  real 
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Why  the  Fed 

Has  Time  on  Its  Side 

Fhe  global  economy  gives  Greenspan  &  Co.  room  to  keep  rates  unchanged 


U.S.  ECONOMY 


When  policymakers  meet  at  the  end  of  this  month, 
the  Federal  Reserve  will  have  gone  a  year  without  moving  interest 
rates.  The  longest  the  Fed  under  Chairman  Alan  Greenspan  has  gone 
without  a  shift  in  rates,  either  up  or  down,  is  18  months.  And  after  the 
extremely  disappointing  jobs  report,  along  with  no  signs  of  inflation, 


economists  are  wondering  if  the  Fed  will  break  its  record. 
Indeed,  a  strong  case  can  be  made  that  the  Fed  might  not 
raise  rates  until  2005. 

Such  thinking  was  unconventional  wisdom  a  few 
months  ago.  The  economy  was  roaring,  with  real  gross 
domestic  product  surging  at  an  annual  rate  of  8.2%  in  the 
third  quarter,  and  job  growth  seemed  on  track  to  add 
about  100,000  per  month  in  the  fourth  quarter.  Plus, 
many  Fed  officials  began  to  make  the  case  that 
■'accommodative''  policy  doesn't  mean  the  federal  funds 
rate  has  to  stay  at  1%. 

Now,  though,  it  looks  as  if  the  Fed  has  even  more  room 
to  wait.  That's  because,  to  gauge  future  inflation,  most 
Fed  officials  try  to  keep  an  eye  on  "the  output  gap."  The 
problem  is,  it's  not  something  you  can  see  and  measure. 
It's  the  difference  between  the  actual  level  of  real  GDP 
and  the  level  that  would  exist  if  all  the  economy's 
resources  were  fully  employed.  That  potential  level  is 
determined  by  how  much  labor  may  be  available  and  how 
productive  it  can  be. 

But  the  analysis  is  clear.  If  the  level  of  actual  GDP  is 
above  its  potential  level,  then  labor  and  product  shortages 
will  begin  to  trigger  wage  and  price  pressures.  But  if  the 
actual  GDP  level  is  below  its  potential,  then  inflation  can't 
get  a  foothold,  even  if  the  economy  is  growing  strongly. 
That's  what  has  been  happening  so  far  in  this  recovery: 
For  example,  producer  prices  of  finished  goods,  excluding 
food  and  energy,  increased  just  1%  for  all  of  2003,  after 
falling  0.5%  in  2002. 

ALTHOUGH  THE  OUTPUT  GAP  can  be  measured  only  in 
theory,  some  central  banks,  like  the  Bank  of  Canada,  do 
attempt  to  estimate  it.  But  at  the  Fed,  policymakers  look 
for  indirect  evidence  that  the  U.S.  economy  is  using  up  its 
available  resources  too  quickly.  In  the  past,  the  two 
central  measures  of  slack  have  been  industrial  capacity 
utilization  and  the  rate  of  unemployment. 

What's  different  in  setting  policy  today,  however,  is 
that  these  numbers  are  far  less  relevant  than  they  used  to 
be  and  no  longer  serve  as  accurate  gauges  of  economic 
slack.  In  the  globalized  economy,  capacity  and  labor  can 
be  found  almost  as  easily  in  Mexico  as  in  Michigan.  And 
in  the  U.S.,  people  available  for  work  aren't  necessarily 


IMPORTS  SATISFY 
MUCH  OF  U.S.  DEMAND 


PERCENT 


SfAREOF 

NQON 

)0DS 
EpLf 

'00    '02 '03 


'90    '92    '94    '96    '98 
Data:  Commerce  Dept.  BusinessWeek 


counted  among  the  official  tally  of  the  unemployed.  As  a 
result,  the  American  economy  has  more  resources  it  can 
tap  before  production  constraints  appear.  That's  why  the 
Fed  will  relax  about  inflation  for  far  longer  in  this 
recovery  than  it  ever  could  in  the  past.  Equally  important, 
the  Fed  can  no  longer  operate  U.S.  monetary  policy  in  the 
vacuum  of  the  U.S.  economy. 

Foreign  producers  are 
clearly  key  players  in  the 
U.S.  economy.  Imports' 
share  of  U.S.  spending  on 
goods  other  than  oil 
reached  as  high  as  31% 
before  the  last  recession, 
and  in  2003  was  a  still 
hefty  28%  (chart). 

Imports  are  now  so 
massive  that  even  the 
ongoing  turnaround  in 
exports  is  being 
overwhelmed  by  the 
inflow  of  foreign  goods.  Exports  have  grown  by  nearly  3% 
in  each  of  the  three  months  ended  in  November.  But 
imports  have  done  almost  as  well  because  much  of  U.S. 
spending,  especially  for  holiday  gifts,  was  satisfied  by 
offshore  production. 

True,  the  November  trade  deficit  of  goods  and  services 
narrowed  to  $38  billion  from  October's  $41.6  billion, 
thanks  in  large  part  to  a  drop  in  oil  imports.  But  the  trade 
deficit  deteriorated  in  the  preceding  two  months.  For  the 
fourth  quarter  as  a  whole,  the  price-adjusted  trade  gap 
likely  subtracted  a  bit  from  real  GDP  growth. 

MOREOVER,  THE  DROP  of  the  U.S.  dollar  has  done 
more  to  help  exports  than  stem  the  inflow  of  imports  by 
making  them  more  expensive.  Foreign  producers  will  not 
easily  give  up  their  share  of  U.S.  markets  even  if  it  means 
swallowing  the  cost  of  the  weaker  U.S.  dollar  and  higher 
commodity  prices.  The  trade-weighted  dollar  has  fallen 
8.5%  in  the  past  year,  but  nonoil  import  prices  have  risen 
only  1%.  In  volume  terms,  merchandise  imports  have 
grown  12%  since  February,  2002,  when  the  dollar  peaked. 
For  the  Fed  and  its  concern  over  the  output  gap, 
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foreign  producers  are  now  a  crucial  safety  valve  when  it 
comes  to  production  bottlenecks.  U.S.  manufacturers  are 
using  75%  of  their  capacity.  Operating  rates  typically  have 
to  approach  85%  before  an  overextended  factory  sector 
starts  to  generate  inflation  pressures. 

But  in  today's  global  economy,  the  Fed  can't  rely  just 
on  U.S.  operating  rates  to  measure  the  output  gap.  It 
must  also  track  the  capacity  being  added  in  China  and 
the  operating  rates  of  the  euro  zone  when  it  determines 
how  much  slack  exists  among  goods  producers. 

LIKEWISE,  THE  TOP-LINE  JOB  DATA  may  not  be  giving 
a  true  view  of  the  amount  of  slack  in  the  labor  markets. 
The  Labor  Dept.  said  that  job  growth  in  December  was 
much  weaker  than  anticipated.  Only  1,000  new  jobs  were 
created,  far  short  of  the  150,000  forecast  by  economists, 
although  the  government's  own  employment  data  tell 
two  different  stories  (page  36).  Job  growth  averaged  only 
48,000  a  month  in  the  fourth  quarter.  And  the  December 
drop  in  the  unemployment  rate,  to  5.7%  from  5.9%  in 
November,  was  the  result  of  people  leaving  the  labor 
force,  perhaps  after  giving  up  hope  of  finding  a  job. 

As  a  result,  a  lower  percentage  of  people  remain  in  the 
labor  markets.  From  1997  to  2000,  about  67%  of  the  adult 
population  were  either  employed  or  actively  seeking 
work.  By  December,  participation  had  slipped  to  66%. 
While  the  difference  may  seem  small,  if  the  participation 
rate  stood  at  67%,  more  than  2  million  additional  people 
would  be  working  or  looking  for  work. 

The  Labor  Dept.  itself  measures  how  much  labor  is 


being  underutilized  by  adding  up  unemployed,  part-tirm 
workers,  and  other  marginally  attached  workers.  That 
rate  of  underemployment  in  December  stood  at  9.9%. 

Policymakers  are  well  aware  of  the  vagaries  of 
employment  data.  Chairman  Greenspan  has  long  tracke 
the  pool  of  available  workers,  defined  as  the  number  of 

unemployed  plus  the 
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number  of  people  who 
have  dropped  out  of  the 
labor  force  but  still  want 
a  job.  In  December,  this 
pool  totaled  13.1  million 
workers.  That's  down 
from  13.9  million  in  June, 
but  not  much  different 
from  the  hefty  level  so  far 
in  this  recovery  (chart). 
No  wonder  wages  in 
December  were  up  only 
2%  from  a  year  ago,  the 
smallest  annual  pay  gain  since  1987  Even  if  productivity 
gains  slow  this  year,  as  expected,  the  rate  will  still  be  high 
enough  to  offset  such  meager  pay  raises  and  keep  unit 
labor  costs  on  the  downswing. 

Favorable  trends  like  declining  unit  labor  costs  are  whj 
inflation  won't  be  on  anyone's  radar  this  year.  That,  plus 
the  excess  capacity  among  global  goods  producers  and 
the  slack  still  hidden  in  the  U.S.  labor  markets,  makes  a 
strong  argument  that  policymakers  might  be  able  to  sit 
out  the  entire  year.  ■ 
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GERMANY 


Will  a  Strong  Euro  Kill  Foreign  Demand? 


GERMANY'S  ECONOMY  maybe  on 

the  mend.  Factories  are  ramping  up 
production,  and  some  businesses  are 
beginning  to  invest  in  new  capital 
equipment,  thanks  in  large  part  to 
greater  foreign  demand.  However,  a 
rapidly  rising  euro  and  a  tepid  labor 
market  present  enormous  hurdles. 

After  three  tough  years, 
manufacturers  see  some  light  at  the 
end  of  the  tunnel.  In  November, 
industrial  production 
rose  1.3%.  That  has 
fourth-quarter  factory 
output  on  track  for  its 
best  performance 
since  2000.  And 
factories  will  get 
busier  since 
November  industrial 
orders  rose  0.5%, 
following  a  steep 
2.3%  gain  in  October. 

Many  of  those  are 
from  abroad.  Indeed, 
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foreign  demand  has  risen  four 
months  in  a  row  and  November 
exports  were  up  4.1%  from  October. 
But  there  are  signs  a  heftier  euro  is 
weighing  on  orders  from  overseas. 
While  the  value  of  goods  shipped  to 
countries  using  the  euro  climbed 
4.6%  from  a  year  ago  in  November, 
exports  outside  the  European  Union 
were  off  4.8%  over  the  same  period. 
Germany  is  the  euro  zone's  biggest 
exporter,  making  it 
more  vulnerable  to  a 
currency  rise  than 
other  zone  members. 
If  the  euro  keeps 
climbing,  exports  will 
become  more 
expensive  and 
imports  more 
affordable,  putting 
added  strain  on 
German  businesses. 
Even  so,  exports 
will  likely  remain  the 
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key  source  of  growth  this  year.  That's 
because  conditions  at  home  remain 
weak.  November  retail  sales  fell  4.8%, 
and  GfK  Gruppe,  a  German  market 
research  company,  said  Christmas 
sales  slipped  5%  from  last  year. 

As  long  as  the  job  markets  remain 
weak,  consumers  will  be  cautious. 
But  there  is  scant  evidence  businesses 
are  hiring.  Government  work  and 
training  programs,  along  with 
changes  in  counting  the  jobless, 
account  for  much  of  the  recent  fall  in 
unemployment.  The  December 
purchasing  managers'  surveys  for  the 
factory  and  service  sectors  snowed 
more  job  paring.  Businesses  want  to 
cut  costs  and  are  happy  to  satisfy 
extra  demand  by  lifting  productivity. 
That  may  be  why  domestic  capital 
spending  is  improving.  If  s  more 
good  news  for  German  factories,  but 
it  means  overall  growth  in  2004 
could  be  underwhelming.  ■ 

-By  James  Mehring  in  New  York 
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Supplier  spend  spiraling  out  of  control? 
Not  on  our  watch. 


PeopleSoft  Supplier  Relationship  Management. 

The  only  solution  to  manage  all  of  your  enterprise  spend  in  real  time. 

PeopleSoft  SRM  enables  you  to  proactively  control  all  of  your  enterprise  spend— from  direct  goods  to 
indirect  goods  to  capital  assets  to  services.  And  because  you  are  connected  to  all  of  your  suppliers  over 
theWeb,  you  can  manage  it  all  in  realtime,  and  always  act  before  it's  too  late.  Learn  more  by  visiting 
us  at  www.peoplesoft.com/realtime  or  call  1-888-773-8277. 
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COMMENTARY 

3Y  JAMES  C.  COOPER 


They're  on  the  Way... 


THE  MOST  IMPORTANT  DEBATE 
in  the  economy  right  now  con- 
cerns the  future  of  the  U.S.  labor 
market.  Questions  about  its 
health  and  underlying  strength 
ire  driving  everything  from  election-year 
Ipolitics  and  Federal  Reserve  policy  to  the 
direction  of  the  stock  and  bond  markets. 

It's  hardly  surprising,  then,  that  no  economic  report  is  more 
Keenly  watched  than  the  Labor  Dept.'s  monthly  employment 
data.  And  that  explains  why  December's  news,  snowing  a 
measly  1,000  increase  in  payrolls,  downward  revisions  to  jobs 
m  October  and  November,  and  a  suspect  drop  in  the  December 


unemployment  rate,  has  created  such  a  stir.  The  data  seemed  at 
odds  with  other  recent  trends  and  economists'  expectations  that 
payrolls  would  rise  by  a  sturdy  150,000  last  month. 

But  are  things  really  as  bad  as  the  latest  employment  data 
imply?  Probably  not.  The  fact  is,  the  recent  payroll  data  are  giv- 
ing the  wrong  impression  of  the  strength  of  the  labor  markets. 
It  has  happened  before,  especially  during  the  early  stages  of  the 
recovery  from  the  1990-91  recession.  Back  then,  the  payroll 
numbers  significandy  understated  how  fast  the  job  markets 
were  recovering,  a  fact  underscored  by  subsequent  revisions. 
"To  be  blunt,  we  do  not  believe  these  data,"  says  Brian  S.  Wes- 
bury,  an  economist  at  Griffin,  Kubik,  Stephens  &  Thompson 
Inc.  Indeed,  almost  every  other  labor-market  indicator  points  to 
bigger  and  broader  improvement. 

Start  with  the  declining  volume  of  both  new  and  continuing 
unemployment  claims,  which  have  dropped  to  levels  consistent 
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...Or  Maybe  Not 


PREDICTING  THE  FUTURE  OF 
the  job  market  is  not  a  task  for 
the  faint  of  heart.  New  industries 
and  products  can  create  hun- 
dreds of  thousands  of  jobs  almost 
overnight,  while  competition  or  technolo- 
gy shifts  can  destroy  jobs  just  as  fast. 
What's  worse,  revisions  to  government 

data  can  alter  a  seemingly  solid  picture. 

Yet  peering  through  the  fog,  it's  clear  that  something  has 
changed.  In  the  nearly  three  years  since  the  recession  started 
in  March,  2001,  the  private  sector  has  lost  almost  3  million 
jobs.  In  contrast,  almost  three  years  after  the  1990  recession 


started,  all  of  the  jobs  lost  during  the  downturn  had  come 
back,  plus  a  few  more. 

The  patterns  of  the  past  three  years— if  they  persist— indicate 
that  the  U.S.  is  leaking  jobs  at  a  rate  of  1  million  per  year.  A  clos- 
er look  shows  the  main  causes:  Faster  productivity  growth  in 
manufacturing,  a  three-year  gain  of  only  2%  in  U.S.  exports, 
and  government  attempts  to  control  spending  on  home  health 
care  and  nursing  homes,  industries  that  employ  millions  of  low- 
wage  Americans.  In  addition,  college-educated  workers  face  a 
threat— now  in  its  early  stages— of  competition  from  better-ed- 
ucated workers  around  the  world. 

This  downward  drag  on  the  U.S.  job  market  need  not  be  a 
disaster.  History  shows  that  job  losses  often  can  be  overcome  as 
existing  industries  expand  and  new  ones  are  created.  An  inno- 
vative spurt,  such  as  the  boom  of  the  1990s,  has  the  potential  to 
power  up  demand  quickly  and  turn  a  weak  job  market  into  one 
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with  solid  monthly  job  gains.  That's  also  true  for  surveys  of  the 
nation's  purchasing  managers,  which  show  substantially  im- 
proved hiring  across  a  wider  range  of  industries  in  both  manu- 
facturing and  nonmanufacturing.  Soundings  from  small  busi- 
nesses are  especially  upbeat,  echoing  very  strong  hiring  plans. 
New  temp  jobs,  always  a  precursor  of  hiring  of  full-time  work- 
ers, are  also  up  sharply.  Plus,  looked  at  over  a  longer  period  and 
ignoring  the  one-month  drop  in  the  labor  force  in  December, 
the  decline  in  the  unemployment  rate  in  the  second  half  of  last 
year  is  also  encouraging. 

The  Labor  Dept.'s  payroll  numbers,  derived  from  a  widely 
followed  survey  of  some  400,000  companies,  also  run  counter 
to  the  economy's  sizzling  growth  in  the  second  half  of  2003,  ap- 
parently about  a  6%  annual  rate.  Yearend  readings  on  retail 
sales,  car  buying,  new  orders,  and  production  show  momentum 
heading  into  2004. 

The  Limits  of  Productivity 

TO  BE  SURE,  THE  U.S.  LABOR  markets  are  changing  in  re- 
sponse to  emerging  technologies  and  globalization.  But  the  re- 
cession magnified  the  downtrend  in  jobs.  Now,  powerful  busi- 
ness-cycle forces  are  driving  the  economy  upward,  and  job 
growth  will  follow.  In  addition,  only  so  much  blame  for  the  lack 
of  new  jobs  in  recent  months  can  be  heaped  on  improved  pro- 
ductivity, which  lessens  the  need  for  workers.  Given  that  hours 
worked  in  the  fourth  quarter  rose  for  the  first  time  in  three 
years,  the  unsustainable  7.5%  annual  pace  of  productivity  in  the 
second  and  third  quarters  of  2003  is  already  moderating.  Busi- 
nesses can't  extract  those  kinds  of  productivity  gains  indefi- 
nitely. "If  output  growth  remains  strong  and  productivity 
growth  returns  to  more  normal  levels,  employment  must  begin 
to  rise,"  noted  Federal  Reserve  Governor  Ben  S.  Bernanke  in  a 
recent  speech. 

The  Labor  Dept.'s  other  measure  of  job  creation,  which  is 
based  on  a  poll  of  some  60,000  households,  may  be  closer  to  re- 
ality right  now  than  the  payroll  survey.  The  household  survey 
shows  job  growth  in  the  second  half  of  2003  averaging  a 
healthy  134,000  per  month,  vs.  a  paltry  37,000  for  the  payroll 
survey.  And  during  the  most  recent  four  months— even  after  re- 
moving self- employment  and  other  areas  from  the  household- 
employment  data  to  make  the  two  head  counts  line  up  concep- 
tually—monthly job  growth  in  the  household  data  has 
averaged  a  sturdy  229,000  per  month,  vs.  just  61,000  for  the 
payroll  data.  Like  most  economists,  Neal  Soss  at  Credit  Suisse 
First  Boston  ordinarily  gives  more  weight  to  the  payroll  num- 
bers because  it  is  a  larger  survey  and,  after  all  revisions  are  in, 


Why  the  Jobs 
Outlook  Is  Better 

Than  It  Appears 

Despite  December's  scant  1,000  rise 
in  nonfarm  payrolls,  other  signs  point 
to  strengthening  labor  markets 
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FLORIDA  JOB  FAIR  **  tends  to  track  job  trends  better.  "Bui 
Early  data  often  given  all  the  other  evidence,  if  s  possi^  i 

miss  hiring  by  ble— and  we  are  inclined  to  believe— thai 

small  businesses  the  payroll  numbers  are  understating  job 
^^^^^^m  growth,"  says  Soss. 

Labor's  household  survey,  which  also  collects  the  unemploy 
ment  data,  shows  improvement  on  the  jobless  front  as  well 
Since  the  jobless  rate  peaked  at  6.3%  in  June  of  last  year,  the 
data  show  an  800,000  rise  in  employment  and  an  800,00( 
drop  in  unemployment.  During  that  same  period,  the  laboi 
force,  comprised  of  both  employed  and  unemployed  workers 
held  about  steady,  implying  that  the  decline  in  the  unemploy- 
ment rate,  to  5.7%  by  December,  was  mostly  genuine  and  not 
the  result  of  people  dropping  out  of  the  labor  force. 

Odd  Discrepancies 

SOME  OF  THE  PAYROLL  DATA  just  don't  make  sense.  Con- 
sumer spending  is  expected  to  have  grown  3.8%  last  year,  the 
strongest  year  since  2000,  yet  the  data  say  retail  payrolls  are 
down  from  a  year  ago.  Historically,  when  consumers  have 
bought  at  that  clip,  retailers  have  added  jobs.  In  the  past,  capi- 
tal spending  and  hiring  have  been  highly  correlated.  But  while 
business  outlays  for  equipment  last  year  posted  an  estimated 
gain  of  9%,  also  the  strongest  increase  in  three  years,  manu- 
facturing payrolls  in  both  basic  machinery  and  high-tech  gear 
are  down  from  a  year  ago.  Indeed,  production  of  high-tech 
equipment,  such  as  computers,  peripherals,  telecommunica- 
tions gear,  and  semiconductors,  is  up  275%  from  a  year  ago. 
Productivity  gains  can't  account  for  all  of  these  discrepancies. 
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...Or  Maybe  Not 


1  One  big  problem  is  that  the  payroll  number  has  a  history  of 
niscounting  jobs  when  the  economy  is  at  a  turning  point.  In 
pusiness  upswings,  the  Labor  Dept.  misses  a  lot  of  hiring  at 
small  businesses  and  startups.  That  happened  in  the  early 
90s.  Since  then,  Labor  has  improved  its  sampling  methods  to 
setter  capture  these  jobs,  but  officials  concede  that  account- 
ng  for  new  businesses  remains  "problematic."  So  some  hir- 
ng  may  still  be  falling  through  the  statistical  cracks.  The  Na- 
ional  Federation  of  Independent  Business,  which  represents 
iome  600,000  small  businesses,  says  hiring  plans  are  the 
Wrongest  since  the  boom  times  of  1999,  with  positive  read- 
ings in  every  major  industry  category.  And  in  December,  the 
NFIB  says  average  new  jobs  per  company  were  double  the 
November  level. 

Eventually,  the  Labor  Dept.'s  revision  process,  which  can 
&ke  years,  catches  up  to  reality.  But  the  miss  can  be  enormous, 
tn  the  second  year  of  recovery  from  the  1990-91  recession,  for 
example,  payrolls  were  said  to  have  increased  by  just  300,000. 
^fter  more  complete  information  came  in,  especially  from  state 
records  and  tax  reports,  the  data  had  been  revised  to  show  that 
1.6  million  jobs  were  added.  Even  by  the  third  year  of  that  re- 
:overy— the  point  the  U.S.  economy  is  at  in  this  one— job 
growth  was  originally  estimated  at  2.2  million.  Today,  the  re- 
vised number  stands  at  3.2  million. 


Convergence 


OVER  THE  LONG  HAUL,  the  two  employment  measures  tend 
to  show  the  same  trends.  The  payroll  numbers  will  start  to  be 
revised  in  early  February,  when  the  data  get  updated.  Another 
revision  will  come  in  the  fall,  and  a  reworking  of  the  household 
data  is  due  in  March.  The  household  job  numbers  may  be  over- 
stated because  the  Labor  Dept.  has  to  estimate  immigration  in 
its  total.  However,  new  border  restrictions  after  September  11, 
2001,  may  mean  that  Labor's  estimates  are  too  high.  So  the 
truth  probably  lies  somewhere  between  the  two  job  tallies. 

Still,  most  analysts  believe  that  the  payroll  data  will  eventu- 
ally look  stronger,  as  they  did  with  the  early  '90s  recovery.  But 
more  important,  even  ignoring  potential  revisions,  other  labor- 
market  trends  already  strongly  imply  that  the  payroll  numbers 
will  start  to  look  a  lot  healthier  this  spring.  ■ 


where  workers  are  in  short  supply.  Moreover,  some  of  the  job 
losses  come  from  one-time  events,  such  as  the  terrorist  attacks 
of  2001  and  the  need  to  work  off  the  excesses  of  the  1990s.  And 
2003  may  look  better  when  the  Bureau  of  Labor  Statistics  is- 
sues revised  data  later  this  year. 

Still,  continued  weakness  in  the  labor  market  raises  the 
question  of  whether  the  link  between  job  growth  and  gross-do- 
mestic-product growth,  which  economists  have  long  accepted, 
has  been  broken.  Even  the  8%  growth  the  economy  turned  in 
for  the  third  quarter  generated  hardly  any  new  jobs.  Instead, 
jobs,  more  than  ever,  depend  on  the  creation  of  new  products 
and  new  industries.  The  hurdles  to  job  creation  get  even  high- 
er if  corporate  managers  remain  risk  averse  and  reluctant  to 
invest  in  new  businesses. 

The  key  factors  that  could  continue  to  drag  down  jobs: 

Productivity  Gains 

HISTORICALLY,  PERIODS  OF  HIGH  productivity  growth,  such 
as  the  1960s  and  the  '90s,  also  bring  strong  job  markets.  High 
productivity  and  lower  costs  help  keep  prices  low,  which  gen- 
erates more  demand. 

But  if  demand  stays  weak,  the  cycle  is  broken,  and  higher 
productivity  translates  into  fewer  jobs.  That's  the  fate  of  man- 
ufacturing, where  output  is  down  3%  since  the  recession  start- 
ed. Over  the  same  stretch,  factory  productivity  has  gone  up  by 
about  15%,  vs.  a  9%  rise  in  the  comparable  period  in  the  early 
1990s.  The  faster  rise  in  productivity  accounts  for  roughly  half 
the  1.5  million  shortfall  in  manufacturing  jobs.  As  long  as  man- 
ufacturing has  overcapacity,  that  erosion  is  likely  to  continue. 

Yet  it's  hard  to  find  a  big  dampening  effect  of  higher  pro- 
ductivity on  job  growth  in  the  rest  of  the  economy.  Look  at 
wholesale  and  retail  trade  and  financial  services,  three  areas 
where  information  technology  is  boost- 
ing productivity.  Employment  growth 
in  all  three  has  behaved  roughly  the 
same  way  it  did  in  the  early  '90s.  Whole- 
sale and  retail  trade  show  only  a  modest 
combined  shortfall  of  163,000  jobs  rela- 
tive to  the  previous  business  cycle, 
while  financial-services  jobs  are  grow- 
ing faster  than  they  did  in  the  early  '90s. 


Globalization 


Offshore 
shifts 
mean 
many  jobs 
are  gone 
for  good 


MANY  ARGUE  that  U.S.  workers  are  be- 
ing buried  under  a  mountain  of  import- 
ed goods.  But  according  to  the  Jan.  14  trade  statistics,  imports 
have  risen  by  only  6.6%  since  the  recession  started,  slower 
than  the  gain  in  GDP  over  that  stretch.  Imports  from  China  are 
soaring,  but  the  growth  of  goods  from  Japan,  Canada,  and 
Mexico  is  slower  than  in  the  early  '90s.  Back  then,  imports  rose 
at  more  than  twice  the  rate  of  U.S.  output. 

It's  the  weakness  in  exports  that  poses  the  real  problem. 
While  exports  have  risen  sharply  in  recent  months,  to  a  three- 
year  high  of  $1.1  trillion,  at  annual  rates,  in  November,  that  re- 
covery has  come  far  later  and  has  been  far  smaller  than  the 
turnaround  following  the  recession  and  recovery  of  the  early 
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1990s.  Exports  today  would  be  $170 
billion  higher  if  they  had  grown  by 
about  18%,  as  they  did  then.  Instead, 
they  shrank  through  much  of  the  peri- 
od and  are  only  now  topping  pre-re- 
cession  levels.  By  themselves,  those 
stronger  exports  would  have  added 
850,000  jobs,  using  a  conservative 
gauge  that  $1  billion  in  exports  gener- 
ates 5,000  positions  in  the  U.S. 

However,  even  as  exports  begin  to 
recover  as  the  global  economy  picks 
up  speed  and  the  dollar  weakens,  the 
move  to  global  production  means 
that  more  and  more  factories  are  no 
longer  in  the  U.S.  Much  of  the  short- 
fall in  export-related  jobs  may  thus  be 
permanent. 

The  full  impact  of  globalization  on 
skilled,  educated  workers  in  the  U.S.  is 
still  unclear.  For  all  the  talk  of  moving 
high-end  jobs  overseas,  college-edu- 
cated workers  are  faring  better  than 
anyone  else.  From  September,  2003,  to 
December,  2003,  for  example,  employ- 
ment of  adult  Americans  with  a  college 
degree  rose  by  more  than  700,000, 
while  employment  of  adults  lacking 
that  level  of  education  rose  by  less  than 
200,000.  Even  consulting  employment  in  the  U.S.  has  started  to 
increase  over  the  past  few  months,  despite  outsourcing. 

The  free  ride  is  over  for  educated  Americans,  however.  For 
years,  the  U.S.  devoted  more  resources  to  college  education  than 
most  of  its  rivals  did.  But  the  number  of  college  grads  is  rising 
around  the  world,  with  China  alone  boasting  about  2  million  new 
college  graduates  in  2003.  That/ s  potent  competition  for  the  1.3 
million  graduates  coming  out  of  U.S.  colleges  this  year. 

Federal  Health-Care  Spending 

WEAK  JOB  GROWTH  is  not  due  solely  to  megatrends  such  as 
globalization.  One  important  example:  Legislative  changes 
passed  in  1997  cut  government  payments  to  nursing  homes  and 
home-health-care  agencies— which  employ  almost  4  million 
people— and  sharply  slowed  the  growth  of  jobs  in  these  indus- 
tries. Partly  as  a  consequence,  employment  in  these  industries 
is  rising  more  slowly  than  it  did  in  the  early  1990s,  for  a  com- 
bined shortfall  of  almost  400,000  jobs. 

The  same  thing  is  happening  at  privately  run  social-assistance 
programs,  such  as  food  banks  and  individual  and  family  servic- 
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The  prospects  of  more  of  these  jobl 
being  created  are  mixed.  Medicare  an| 
nounced  in  July  that  it  was  augment 
ing  payments  to  skilled  nursing  facilil 
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Timid  Investment 

THE  ABILITY  OF  the  U.S.  to  competi 
globally,  and  to  generate  jobs  to  re 
place  those  lost,  depends  on  innova- 
tion. Innovation,  in  turn,  depends  on  s 
willingness  to  take  risks,  which  may 
be  lacking  after  the  past  few  years. 

One  sign  of  timidity  is  continuec 
weakness  in  capital  investment,  which 
is  barely  higher  than  it  was  at  the  re- 
cession's end  in  November,  2001.  An- 
other sign  is  the  stagnation  of  financ- 
ing for  startups.  According  to  Dov 
Jones  &  Co.'s  VentureWire,  U.S.  ven- 
ture-capital outlays  in  the  fourth  quar- 
ter fell  16%,  vs.  a  year  earlier.  That's  de- 
spite the  NASDAQ's  sharp  rise  in  2003 
which  would  ordinarily  stimulate 
more  investment  in  new  companies 
Venture  investment  could  bounce 
back,  especially  if  a  high-profile  initial  public  offering— such  as 
Google  Inc.,  due  later  this  year— does  well.  But  if  it  stays  flat, 
thaf  s  bad  news  for  jobs. 

The  U.S.  labor  market  has  shown  remarkable  resilience  over 
the  past  two  decades,  and  there's  a  good  chance  it  will  demon- 
strate it  again.  But  today,  the  downward  drag  on  jobs  feels  like 
a  firmly  lodged  anchor.  ■ 


If  venture 
firms  do 
not  start 
spending, 
a  big  job 
engine  will 
stay  stalled 


The  Case  of  the  Missing  Jobs 

Many  more  people  would  be  employed  today  if  jobs  had  growth  during  this  rebound  at  the  same  rate  they  did  in  the  early  '90s 
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CORPORATE  CRIME 


WHO  WILL 
FASTOW  IMPLICATE? 

Enron's  ex-CFO  could  point  the  finger 
at  a  string  of  execs,  bankers,  and  lawyers 


Lt— «... 

I  people  in  Houston  probably  had 
I  trouble  falling  asleep  last  night. 
I  Now  that  former  Enron  Corp.  Chief 
I  Financial  Officer  Andrew  S.  Fastow 
I  has  joined  forces  with  the  Justice 
HI  Dept.,  he  could  potentially  implicate 
dozens  of  execs,  bankers,  and  lawyers  for 
contributing  to  the  company's  downfall. 
Unlike  WorldCom,  HealthSouth,  Tyco, 
and  many  other  recent  corporate  scan- 
dals, where  the  circle  of  accused  wrong- 
doers is  small,  the  Enron  case  involved 
"large  groups  of  officers  and 
employees,  representing  such 
diverse  functions  as  finance, 
accounting,  tax,  and  legal," 
according  to  a  report  filed  last 
year  by  bankruptcy  examiner 
R.  Neal  Batson. 

While  most  of  the  attention 
has  focused  on  Fastow's  possi- 
ble testimony  against  former 
Chairman  Kenneth  L.  Lay  and 
ex-CEO  Jeffrey  K  Skilling,  he  is  a 
loose  cannon  who  could  shoot  in 
several  directions.  On  Jan.  14,  Fastow 
reached  a  joint  plea  deal  with  his  wife, 
Lea,  the  subject  of  BusinessWeek's  Nov.  24 
Cover  Story.  According  to  one  source 
close  to  the  investigation,  Fastow  has  de- 
livered a  "nice,  fat  proffer"  of  testimony. 
His  words  could  wind  up  being  used  in, 
say,  a  criminal  case  filed  by  Justice,  a  civil 
suit  brought  by  the  Securities  &  Exchange 
Commission,  or  class-action  litigation 
spearheaded  by  plaintiffs'  attorneys. 
Here's  how  his  plea  agreement  with  the 
government  could  affect  key  players: 

SKILLING.  Considering  that  he  was  the 
driving  force  behind  Enron's  growth,  the 
micromanaging  former  CEO  did  an 
amazing  job  of  distancing  himself  from 
its  decline.  He  stopped  selling  stock  four 
months  before  Enron  collapsed— and  left 
the  company  entirely  two  months  before- 


GUILTY  Fastow  and  wife 
Lea  (on  BusinessWeek's 
Nov.  24  cover) 


hand.  He  rarely  used  e- 
mail.  His  signature  is  con- 
spicuously, and  uncharac- 
teristically, absent  from  the  approval 
sheets  for  some  of  Fastow's  most  contro- 
versial deals.  As  a  result,  there  appear  to 
be  few,  if  any,  smoking-gun  documents 
that  prosecutors  could  use  to  show  that 
Skilling  directed  the  financial  shenani- 
gans. That' s  where  Fastow  could  be  criti- 
cal. He  could  tell  jurors  about  any  oral  in- 
structions he  may  have  received  from  the 
man  who  was  widely  seen  as  his  mentor. 
Skilling  has  not  been  charged  with  any 
crimes  and  has  denied  any  wrongdoing. 
LAY.  One  of  the  biggest  remaining  mys- 
teries in  the  Enron  fiasco  is  the  extent  to 
which  Lay  was  aware  of  the  games  being 
played  by  his  underlings— an  issue  that 
Fastow  will  surely  discuss  with  prosecu- 
tors. As  is  the  case  with  Skilling,  Lay's  fin- 
gerprints do  not  appear  to  be  on  any  of 
the  company's  most  dubious  deals.  Un- 
like Skilling,  the  ex-chairman  of  Enron 


should  have  an  easier  time  making  a 
credible  case  that  he  was  not  deeply  in- 
volved in  the  day-to-day  management  of 
the  company.  After  famed  whistle-blower 
Sherron  Watkins  wrote  a  note  detailing 
some  of  the  company's  problems,  she  got 
a  private  audience  with  Lay  in  August, 
2001.  Watkins  believes  he  probably  knew 
little  about  Fastow's  doings.  "I  don't  real- 
ly see  Andy  giving  any  damaging  testi- 
mony against  Ken  Lay,"  she  says.  Lay 
"wasn't  really  involved  in  the  details  of 
running  the  company.  If  he  was  involved 
in  anything,  it  was  community  giving." 
Lay's  attorney,  Mike  Ramsey,  notes  he 
hasn't  been  charged  with  any  crimes  and 
says  "if  Andy  tells  the  truth,  there  is  no 
danger  to  Ken." 

WALL  STREET.  Fastow 
was  Enron's  main  con- 
tact with  the  banking 
community.  In  Septem- 
ber, the  Justice  Dept. 
charged  three  former 
Merrill  Lynch  &  Co.  ex- 
ecutives with  fraud  for 
the  so-called  Nigerian 
Barge  transactions.  In 
December,  Dan  Gordon, 
the  former  head  of  Mer- 
rill's global  energy  mar- 
kets group,  pleaded 
guilty  to  money  launder- 
ing and  wire  fraud,  and 
agreed  to  forfeit  $43 
million.  Now  the  ques- 
tion is  whether  the  CFO  will  implicate 
managers  at  J.R  Morgan  Chase  &  Co.  or 
Citigroup,  the  other  two  banks  that  did 
the  most  business  with  Enron.  All  three 
banks  deny  wrongdoing.  Wall  Street 
bankers  "ought  to  be  quite  concerned 
about  the  information  he  possesses  and 
presumably  will  be  sharing,"  says  Hous- 
ton defense  attorney  Philip  Hilder,  who 
represents  several  ex-Enron  employees. 
LAWYERS.  So  far,  most  of  the  attention 
has  focused  on  Vinson  &  Elkins  LLP  and 
Andrews  &  Kurth  LLP,  the  two  law  firms 
that  handled  many  of  Enron's  Rube 
Goldberg-like  financial  transactions.  But 
Fastow  could  shine  new  light  on  the  role 
of  Kirkland  &  Ellis,  the  firm  he  hired  to 
represent  some  of  the  outside  partner- 
ships that  allegedly  bought  assets  from 
Enron  at  inflated  prices.  "Kirkland's 
work  was  proper,"  says  partner  Laurence 
A.  Urgenson.  He  may  not  be  worried,  but 
plenty  of  others  once  tied  to  the  energy 
giant  no  doubt  are.  ■ 

-By  Mike  France  in  New  York,  with 

Emily  Thornton  in  New  York, 

Mike  McNam.ee  in  Washington,  and 

Wendy  Zellner  in  Dallas 
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THE  WHITE  HOUSE 


THE  STATE  OF 
THE  UNION:  SECURE 

Bush's  speech  will  hit  his  campaign 
themes  of  safety  and  the  ownership  society 


EDUCATION  PREZ? 

Bush  will  push 
funding  for  schools 
in  poor  districts 


IT'S  A  REPUBLICAN  STRATEGIST'S 
dream:  In  Iowa,  tired  and  testy  De- 
mocratic Presidential  contenders 
blast  their  rivals'  credibility,  leader- 
ship, and  foreign  policy  acumen  as 
the  clock  ticks  down  on  the  party's 
Jan.  19  caucuses.  A  day  later  and  a 
world  apart,  George  W.  Bush  is  set  to 
stride  to  the  rostrum  of  the  stately  House 
of  Representatives.  There,  he  hopes  to  de- 
liver a  lofty  State  of  the  Union  address  to 
a  national  television  audience.  His  goal: 
to  open  his  reelection  bid  with  a  dash  of 
compassion  and  visionary  rhetoric,  leav- 
ing his  political  opponents  to  sling  mud 
at  each  other. 

While  Democrats  accuse  one  another 
of  dirty  tricks  and  flip-flops,  the  President 
intends  to  wax  eloquent  about  an  im- 
proving economy  and  positive  develop- 
ments in  Iraq.  Bush  won't  stop  there, 
though.  To  give  his  campaign  forward 
propulsion,  he  will  outline  an  expansive 
blueprint  for  an  "ownership  society." 
That's  Republican-speak  for  investor- 
friendly  policies  built  on  tax  cuts,  gener- 
ous new  savings  incentives,  and  a  re- 
newed call  for  personal  savings  accounts 
carved  out  of  the  Social  Security  system. 
To  underscore  his  can-do  optimism,  he'll 
talk  about  sending  astronauts  to  the 
moon  and  to  Mars.  Says  former  Reagan 
Chief  of  Staff  Kenneth  M.  Duberstein: 
"The  contrast  [with  feuding  Democrats] 
couldn't  be  better  for  the  President." 

It's  all  a  far  cry  from  a  month  ago. 
Bush's  annual  appointment  with  the 
American  people  was  shaping  up  as  an 
unpleasant  reality  show,  thanks  to  a  job- 
less economic  recovery  and  the  continued 
struggle  in  Iraq.  Before  the  capture  of 
Saddam  Hussein,  the  President's  ap- 
proval ratings  were  at  all-time  lows,  and 
Bush  trailed  a  generic  Democrat  in  a  hy- 
pothetical reelection  matchup.  But  good 
news  from  the  Middle  East,  solid  gains  in 
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the  stock  market,  and  rising  public  confi- 
dence about  the  economy's  future  have  al- 
tered the  political  equation. 

Despite  White  House  insistence  that  the 
State  of  the  Union  address  is  a  nonpartisan 
event,  the  speech  is  the  President's  best 
chance  in  early  2004  to  outline  the  themes 
of  his  bid  for  another  term.  The  overriding 
message:  Bush  is  a  safe  choice  in  '04.  "You 
are  going  to  hear  security,  security,  securi- 
ty—national security,  homeland  security, 
and  economic  security,"  says  R  Bruce 
Josten,  executive  vice-president  of  the  U.S. 
Chamber  of  Commerce. 

CORPORATE  CROOKS 

YOU'RE  ALSO  GOING  to  hear  a  lot  about 
compassion.  And  for  good  political  rea- 
son: GOP  operatives  say  Bush  will  use  the 
State  of  the  Union  speech  to  reach  out  to 
swing  voters  on  key  domestic  issues 
where  Democrats  have  an  advantage.  On 
education,  where  the  Republicans  have 
lost  ground  in  the  past  year,  he  is  seeking 
$1  billion  more  for  special  education  and 
another  billion  for  public  schools  in  poor 
communities.  On  the  environment, 
where  voters  strongly  favor  the  Democ- 
rats, he'll  push  for  passage  of  a  "healthy 
forests"  initiative  and  promise  to  make 
drinking  water  and  air  safer. 

For  voters  angry  about  CEO  lawbreak- 
ing  and  mutual-fund  abuses,  Bush  will 
promote  closing  some  corporate  tax  loop- 

State  of  the 
Campaign 

The  big  themes  likely  to 
emerge  in  the  President's 
State  of  the  Union  speech: 


holes  and  aggressively  prosecuting  cor- 
porate wrongdoers.  And  he'll  reach  out  to 
the  growing  population  of  Hispanic  vot- 
ers by  offering  legal  status  to  millions  of 
undocumented  immigrants.  The  compas- 
sion agenda  will  face  serious  obstacles  on 
Capitol  Hill,  but  advisers  figure  if  s  more 
important  to  attract  centrist  voters  than  to 
enact  the  proposals  in  2004. 

That's  not  the  only  way  the  White 
House  intends  to  broaden  the  Republi- 
can base.  Bush  is  expected  to  outline  his 
vision  of  an  "ownership  society"  that  en- 
courages small  investors  to  renew  their 
bet  on  America's  economic  future  by 
building  personal  wealth.  Among  the  key 
components:  new  tax-favored  savings 
accounts,  portable  pensions,  tax  breaks 


COMPASSIONATE 
CONSERVATISM 

The  President  will  reach 
out  to  suburban  voters  and 
minorities  with  $2  billion  in 
new  funding  for  special 
education  and  aid  to  poor 
districts,  as  well  as 
immigration  liberalization. 


INVESTOR 
ADVOCACY 

Bush  will  appeal  to  the 
Investor  Class  with  ne> 
ways  to  build  wealth. 
Among  them:  Tax- 
advantaged  savings 
accounts  and  portable 
pensions. 
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?or  the  uninsured,  new  tax  incentives  to 
mcourage  homeownership,  and,  eventu- 
dly,  private  Social  Security  investment 
iccounts. 

The  President  will  push  for  passage  of 
Retirement  Savings  Accounts  and  Lifetime 
savings  Accounts  that  would  allow  Amer- 
cans  to  shelter  income  by  malting  with- 
drawals from  these  savings  vehicles  tax- 
xee.  GOP  strategists  think  these  so-called 
Super  IRAs  would  attract  baby  boomers 
ind  young  voters  concerned  about  the 
neager  long-term  return  on  Social  Securi- 
y.  Still,  creating  such  accounts  faces  re- 
sistance from  the  insurance  industry, 
which  fears  that  consumers  will  switch 
from  life  insurance  annuities  to  the  new 
lax-advantaged  plans.  And  business 
groups  worry  that 


MPION  OF 
IOCRACY 

uing  that  the  Iraq 
II  encourage  other 
>rs  to  change  their 
:he  President  hopes 
the  two-thirds  of 
who  think  the  war 
ias  been  worthwhile. 


■■ 


the  new  plans 
would  undermine 
corporate  pensions. 
Bush's  owner- 
ship society  also 
means  further  tax 
relief,  including  a 
proposal  to  make 
all  of  Bush's  current 
tax  cuts  permanent. 
Given  a  deficit  ap- 


t> 


proaching  $500  billion,  the 
President  also  will  ask  Con- 
gress to  hold  the  line  on 
discretionary  nonsecurity 
spending,  capping  its 
growth  at  3%. 

Democrats  argue  that  it's 
too  risky  to  tie  workers'  fu- 
tures—from retirement  se- 
curity to  health  care— to  the 
volatile  stock  market.  That's 
one  reason  the  White 
House  waited  until  Wall 
Street  rebounded  before  rolling  out  the 
"ownership  society"  rhetoric.  Still,  De- 
mocrats are  convinced  that  Americans 
aren't  prepared  to  gamble  their  economic 
security  on  GOP  promises  of  future  riches. 
"Beware  of  Republicans  bearing  gifts," 
warns  House  Minority  Leader  Nancy 
Pelosi  (D -Calif).  "We're  going  to  turn 
their  [plans]  into  a  weakness." 

Even  as  Bush  talks  about  long-term 
legislative  objectives,  he  has  a  short-range 
political  goal,  too:  convincing  Americans 
that  the  recovery  is  real  and  lasting.  The 
President's  Democratic  critics  blast  a 
"jobless  recovery"  that  boosts  corporate 
bottom  lines  without  trickling  down  to 
average  workers.  To  counter  that  argu- 


To  woo 
swing  voters. 
Bush  will 
hard-sell  an 
agenda  of 
compassion 


ment,  Bush  will  contend  that  the  econo- 
my has  turned  the  corner  after  shaking 
off  the  woes  of  the  '90s,  from  the  tech 
bubble  to  the  corporate  crime  spree  to  the 
aftereffects  of  the  September  11  attacks. 

ENERGY  LEGISLATION 

AT  THE  SAME  TIME,  Bush  will  use  the 
tenuous  economic  situation  as  a  reason  to 
pass  long-stalled  proposals,  including 
tort  reform,  energy  legislation,  and,  yes, 
more  tax  cuts.  While  Dems  have  the  votes 
to  block  any  legislation  that  does  not  have 
significant  bipartisan  support,  GOP  lead- 
ers are  eager  to  have  a  debate  over  rolling 
back  the  Bush  tax  cuts.  A  tax  increase  "is 
a  hard  sell  except  for  the  [Democratic] 
partisans,"  says  Rice  University  political 
scientist  Earl  Black.  "People  would  much 
rather  make  the  decisions  on  their  own 
money  than  give  it  to  the  government." 

Democrats  also  face  uncertain 
prospects  on  foreign  policy.  Aware  that 
over  60%  of  Americans  now  believe  that, 
casualties  or  no,  the  Iraq  war  was  worth 
the  cost,  the  President  will  try  to  consol- 
idate support  by  stressing  the  positive  ef- 
fect of  his  war  on  terrorism.  That  in- 
cludes decisions  by  Libya  and  Iran  to 
dismantle  nuclear-weapons  programs, 
as  well  as  overtures  from  the  North  Ko- 
reans about  disarmament  and  a  new  con- 
stitution in  Afghanistan. 

Still,  Republicans  should 
not  get  too  comfortable. 
With  three  helicopters 
downed  in  just  one  week, 
the  Administration  knows 
things  could  worsen  in  occu- 
pied Iraq.  And  the  still-weak 
job  market  has  a  lot  of  work- 
ers and  employers  worried 
about  the  strength  and  dura- 
bility of  the  recovery.  "There 
is  a  real  difference  between 
the  Alan  Greenspan  indica- 
tors—the Wall  Street  indi- 
cators—and the  Main  Street  indicators," 
says  independent  pollster  John  Zogby. 

That's  the  challenge  facing  the  Democ- 
rats. Just  as  Bush  will  try  to  frame  the 
campaign  debate,  they'll  counter  with 
their  own  vision  for  the  future  as  they  at- 
tack cowboy  unilateralism,  corporate 
cronyism,  tax  cuts  tilted  to  the  superrich, 
environmental  degradation,  and  hollow 
education  reforms.  It  won't  be  easy.  The 
campaign  may  just  be  getting  started. 
But,  as  the  State  of  the  Union  invariably 
reminds  us,  the  President  always  com- 
mands the  loudest  megaphone.  ■ 
-By  Richard  S.  Dunham,  with  Lee  Walczak, 
Stan  Crock,  Paul  Magnusson,  Rich  Miller, 
and  Howard  Gleckman  in  Washington 
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ELECTION  2004 


WHY  THE  DEMOCRATS 
CANT  WIN  ON  TAXES 

Only  hikes  can  fund  plans  for  health  care, 
education— and  yes,  breaks  for  workers 


AS  DEMOCRATS  BATTLE 
their  way  to  the  Jan.  19 
Iowa  caucus  and  the 
New  Hampshire  pri- 
mary a  week  later,  mid- 
dle-class tax  cuts  have 
become  a  hot  topic.  Re- 
tired General  Wesley  K.  Clark  has  pro- 
posed family  tax  breaks.  Senators  John  F. 
Kerry  of  Massachusetts  and  Joseph  I. 
Lieberman  of  Connecticut  are  pitching 
plans  to  trim  taxes  for  working  families. 
Not  to  be  outdone,  front-runner  Howard 
Dean  will  soon  back  a  cut  in  the  payroll 
tax. 

Popular  middle-class  tax  breaks  are  al- 
ways a  voter  favorite.  But  the  party's 
would-be  Presidential  nominees  are 
headed  into  more  dangerous  political  ter- 
ritory by  proposing  to  raise  overall  taxes, 
even  though  most  of  those  hikes  would  be 
aimed  at  the  wealthy  and  corporations. 
Such  a  net  revenue  boost  would  pay  for 
tax  relief  for  working  families,  fund  new 
spending  on  health  care  and  education, 
and  help  reduce  the  budget  deficit. 

The  Presidential  wannabes  are  hoping 
that  middle-class  voters  will  respond  to 
calls  for  tax  fairness.  The  Dems  will  ar- 
gue that  under  President  George  W. 
Bush,  the  wealthy  were  the  biggest  bene- 
ficiaries of  tax  cuts,  while 
working  Americans  got 
only  crumbs.  Says  Democ- 
ratic pollster  Diane  Feld- 
man:  "People  are  angry  at 
what  they  feel  are  funda- 
mental [GOP]  failures  to 
serve  and  protect  them." 

As  a  result,  Dems  will 
vow  to  shift  the  tax  burden 
to  the  wealthy  and  away 
from  the  middle  class.  Says 
Clark:  "Too  many  people 
are  working  harder  and 
harder  and  earning  less  and 


less.  It's  high  time  we  started  valuing 
families.  Thaf  s  exacdy  what  my  tax  re- 
form plan  will  do." 

DISTANT  SECOND 

BUT  MANY  ANALYSTS  fear  these  Presiden- 
tial hopefuls  are  playing  right  into  the 
hands  of  the  GOP.  After  all,  in  the  game  of 
political  word  association,  when  a  Democ- 
rat says  "tax,"  voters  think  "hike."  And  in  a 
battle  with  Bush,  who  has  made  tax-cutting 
his  signature  domestic  priority,  Dems  risk 
coming  out  a  distant  second.  "Democrats 
are  better  off  changing  the  subject,"  says 
William  G.  Gale,  a  tax  economist  at  the 


Tax  Policy,  Democratic-Style 


ROLL  BACK  BUSH  TAX  CUTS  for  those  making 
$200,000  or  more,  while  giving  new  tax  breaks  to 
working  families 


CLOSE  CORPORATE  LOOPHOLES  by  ending  tax  breaks 
for  offshore  companies  and  for  partnerships  that 
shelter  income 


TALK  TAX  REFORM,  but  focus  on  redistributing  taxes 
from  the  middle  class  to  the  wealthy,  not  restructuring 
the  entire  revenue  code 


Brookings  Institution.  "Trying  to  ou 
Bush  on  taxes  is  neither  good  politics 
good  policy." 

Still,  the  candidates  are  pushing  ahea 
Even  Dean,  who  has  resisted  a  middl 
class  tax  cut,  is  scrambling  to  come 
with  a  distinctive  proposal.  BusinessWe 
has  learned  that  his  plan  is  likely  to  incluc 
some  form  of  income-tax  credit  to  o 
payroll  taxes.  One  idea  under 
would  give  workers  a  credit  for  the 
Security  tax  they  pay  on  their  first  $10 
of  wages— roughly  a  $750  tax  cut. 
such  a  scheme  could  cost  up  to  $70  billioj 
a  year,  and  Dean  says  he  won't  release 
tails  until  he  figures  out  how  to  pay  for  i 
To  some  degree,  Dean  and  other  Dd 
mocrats  can't  avoid  the 
issue.  To  fire  up  their  b 
all  embrace  costly  n 
programs.  For  exampl 
the  cheapest  health  pi; 
offered  by  Senator  Jo 
Edwards  (D-N.C),  carri 
an  annual  price  tag  o 
more  than  $50  billion.  Bu 
with  deficits  likely  to  ex 
ceed  $400  billion  a  year  fos 
the  foreseeable  future,  De 
mocrats  are  in  a  box.  The; 
want  to  rip  Bush  for  hb 
profligacy.  But  they  alsc 
need  to  pay  for  their  idea.' 
and  make  their  deficit-re 
duction  promises  credible.  None  has  pro 
posed  major  spending  reductions.  Thai 
leaves  risky  tax  hikes. 

To  soften  the  blow,  most  candidate 
cast  their  plans  as  a  sweeping  overhaul  ol 
the  Tax  Code.  But  to  many  economists 
the  blueprints  are  merely  efforts  to  redis- 
tribute the  tax  burden  away  from  the  mid- 
dle-class and  to  the  wealthy.  To  reformers, 
tax  overhaul  means  cutting  rates  for  all 
and  dropping  targeted  breaks.  By  con- 
trast, most  Democrats  would  raise  top 
rates  and  expand  deductions. 

This  talk  has  GOP  strategists  smiling. 
They  note  that  every  candidate  would 
raise  overall  taxes.  And  that,  they  insist,  is 
political  death.  Says  Stephen  Moore, 
president  of  the  antitax  Club  for  Growth: 
"People  are  not  in  a  taxing  mood."  His 
organization  has  run  ads  in  Iowa  blasting 
Dean's  "tax-hiking,  government-expand- 
ing, Zatte-drinking"  agenda. 

But  the  Democrats  may  not  have  much 
choice.  At  the  moment,  Bush's  deficits  have 
created  more  of  a  problem  for  his  oppo- 
nents than  for  him.  Until  Democrats  figure 
out  a  way  to  shove  the  fiscal  burden  back 
onto  the  President,  they'll  have  a  tough 
time  waging  an  effective  campaign.  ■ 
—By  Howard  Gleckman  in  Washington 
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THE  GORGON  FIELD 

Shell  dropped  it 
from  its  roster  of 
proved  reserves 


m 


m 


ENERGY 


SHELL  THE  CASE 
OF  THE  MISSING  OIL 

Other  companies  probably  won't  cut  their 
proved  reserves,  but  regulators  may  step  in 


OYAL  DUTCH/SHELL 
Group  has  long  been  con- 
sidered as  conservative  as 
an  Old  Master.  So  veteran 
industry  analysts  and  in- 
vestors were  blindsided 
when  the  oil  giant  an- 
nounced on  Jan.  9  that  it  had  overesti- 
mated the  size  of  its  "proved"  oil  and  gas 
reserves  by  an  astounding  20%.  "If  s  not 
uncommon  for  reserves  to  be  cut,  but 
from  what  we  know,  nothing  of  this  mag- 
nitude has  ever  happened  before,"  says 
Citigroup  analyst  Jon  Wright. 

The  fallout  for  Shell  has  been  quick. 
The  stock  of  Royal  Dutch  Petroleum  Co., 
one  of  the  company's  two  stocks,  fell  by 
nearly  10%,  the  company's  credit  rating  is 
in  danger  of  being  cut,  and  speculation  is 
whirling  that  Chairman  Sir  Philip  B. 
Watts  will  have  to  step  down  early.  But 


Shell's  embarrassing  stumble  also  raises 
larger  issues  about  industry  practices. 
Here  are  the  key  questions— and  the 


answers. 


Does  this  mean  there  is  less  oil  and  gas 
out  there  than  previously  thought? 

No.  Even  though  Shell  cut  its  estimates 
of  proved  reserves  from  19.4  billion  bar- 
rels of  oil  (or  the  equivalent  in  gas)  to  15.5 
billion,  "the  hydrocarbons  are  there," 
says  Shell  spokesman  Simon  Henry. 

This  apparent  paradox  arises  because 
of  the  arcane  system  for  reporting  re- 
serves. According  to  strict  Securities  & 
Exchange  Commission  rules,  oil  fields  can 
only  be  listed  as  proved  if  there  are  data 
showing  actual  flows,  if  the  fields  will  be 
developed,  and  if  they  are  commercially 
viable.  This  typically  happens  only  after 
companies  have  made  a  final  investment 


decision  to  develop  a  field.  Until  then,  the 
reserves  are  considered  "probable"  or 
"possible."  Shell  is  simply  moving  3.9  bil- 
lion bbl.  of  reserves  from  proved  to  a 
more  speculative  category.  "They  are  not 
reducing  the  number  of  barrels  in  the 
ground,  but  the  time  when  they  would  be 
developed,"  explains  Wood  Mackenzie 
Ltd.  analyst  Robert  Plummer. 

So  why  does  the  switch  matter? 

Many  petroleum  engineers  think  the 
best  measure  of  a  company's  holdings  is 
the  combination  of  proved  and  probable 
reserves.  But  the  SEC  allows  the  industry 
to  put  only  proved  reserves  on  the  books. 
As  a  result,  there  is  an  "incentive  for  com- 
panies to  book  reserves  too  early  and  to 
overstate  them,"  explains  James  G.  Ross,  a 
leader  in  an  international  effort  to  refine 
reporting  standards.  The  amount  of  re- 
serves is  crucial  to  an  oil  company's  stock 
market  value  and  ability  to  borrow— and 
the  overbooking  made  Shell  look  stronger 
than  it  is  in  key  performance  measures. 
Wood  Mackenzie  analysts  calculated  that 
Shell's  reserve  replacement  rate  was  only 
57%,  instead  of  a  more  respectable  105%, 
and  that  its  exploration  and  development 
costs  jumped  from  $4.27  per  barrel  to 
$790.  The  changes  make  Shell  look 
weaker  compared  with  rivals. 

Meaning  Shell  jumped  the  gun  when  it 
booked  the  reserves? 

Yes.  A  good  example  is  the  Gorgon  gas 
project  in  Western  Australia.  Shell  listed 
those  reserves  in  1997,  even  though  a  final 
investment  decision  hadn't  been  made. 
The  company  based  the  move  on  letters  of 
intent  from  potential  Asian  customers. 
But  the  Asian  crisis  dried  up  demand  for 
the  gas,  and  development  was  put  off. 

Did  Shell  do  anything  illegal? 

There's  no  evidence  of  that  yet.  "We 
were  acting  in  good  faith  at  the  time,"  in- 
sists Henry.  But  the  company  clearly  was 
very  aggressive.  "They  booked  finds  that 
they  were  pretty  certain  at  the  time 
would  be  developed,  but  over  time  things 
changed,  and  the  fields  were  not  devel- 
oped," explains  Wood  Mackenzie's  Plum- 
mer. As  a  result,  Shell's  credibility  is  shot. 
"This  makes  you  question  everything 
they  tell  you,"  says  Citigroup's  Wright. 

Will  others  now  trim  reserve  estimates? 

Probably  not  much,  if  at  all.  The  indus- 
try has  always  been  conservative,  and 
companies  like  Exxon  Mobil  Corp.  and 
ChevronTexaco  Corp.  insist  that  they  do 
not  have  similar  problems  in  their  books. 
ChevronTexaco    is   the    leader   of  the 
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Gorgon  project  in  Australia,  partnering 
with  Shell  and  ExxonMobil.  In  contrast 
with  Shell,  neither  ChevronTexaco  nor 
ExxonMobil  listed  those  reserves  as 
proved.  "The  majors  by  and  large  are 
very,  very  good,  only  booking  things 
that  my  engineers  call  proved  reserves," 
says  Energy  Information  Administra- 
tion expert  John  H.  Wood. 

But  doesn't  Shell's  stumble  raise 
questions  about  the  entire  industry? 

Yes.  The  SEC  is  expected  to  probe 
what  happened  at  Shell  and  to  look 
more  closely  at  other  companies'  num- 
bers. And  there  are  already  calls  for  in- 
dependent third-party  audits,  which  are 
not  required  now,  and  for  greater  trans- 
parency and  detail  in  reports  of  reserves. 
If  analysts  had  known  that  Shell's  list  of 
reserves  included  the  Gorgon  project, 
they  would  have  realized  the  company 
was  pushing  the  envelope. 

Moreover,  the  definitions  of  the  vari- 
ous categories  for  reserves— and  how 
regulators  require  them  to  be  reported- 
are  murky.  Outside  the  U.S.,  for  exam- 
ple, companies  are  allowed  to  list  both 
proved  and  probable  reserves,  and 
many  experts  think  the  SEC  should 
change  its  rules.  As  it  is,  an  oil  field  can 
jump  out  of  the  proved  category  if  the 
price  of  oil  drops  enough  that  if  s  no 
longer  economical  to  develop  the  field. 
"It  would  be  wise  for  the  SEC  to  consid- 
er other  ways  to  disclose  information  on 
reserves,"  says  Lysle  Brinker,  analyst  at 
John  S.  Herold  Inc. 

The  criteria  for  a  reserve  being  la- 
beled as  proved  are  also  controversial. 
Recently,  the  SEC  questioned  companies 
over  their  bookings  in  the  Gulf  of  Mexi- 
co. The  agency  doubted  that  there  were 
sufficient  data  on  actual  flows  from  oil 
wells  to  justify  the  claims  of  proved  re- 
serves. But  companies  responded  that 
such  data  are  no  longer  as  important, 
because  improvements  in  seismic  imag- 
ing and  other  technologies  make  it  pos- 
sible to  estimate  field  size  without 
drilling  expensive  wells.  The  SEC  is  now 
"trying  to  develop  guidance  that  might 
be  appropriate  regarding  the  new  tech- 
nologies," says  a  staffer. 

Overall,  the  SEC  is  not  yet  concerned 
that  overstatement  is  a  larger  problem 
in  the  oil  industry.  But  with  investor 
confidence  shaken  by  the  Shell  debacle, 
the  agency  is  expected  to  take  a  deeper 
look.  This  Shell  shock  may  take  a  while 
to  subside.  ■ 

-By  John  Carey  in  Washington,  with 

Christopher  Palmeri  in  Los  Angeles  and 

Stanley  Reed  in  London 


CONSUMER  PRODUCTS 


CAN  GILLETTE  REGAIN 
ITS  EDGE? 

Its  new  $15  battery-powered  M3Power  shaver 
ups  the  arms  race  with  Schick 


WATCH  OUT:  THE 
razor  wars  are 
heating  up  again. 
Industry  leader 
Gillette  Co.,  after 
months  of  losing 
ground  to  No.  2 
Schick,  is  getting  ready  to  slash  back. 
On  Jan.  15,  Gillette  was  set  to  unveil 
what  will  be  the  world's  most  expensive 
mass-market  wet  razor:  a  $14.99  bat- 
tery-powered upgrade  to  its  flagship 
Mach3  line.  Dubbed  the  M3Power,  it's 
Gillette's  answer  to  Schick's  much  bal- 
lyhooed  Quattro,  the  first  four-blad- 
ed  razor  for  men,  and  the  Intuition, 
an  all-in-one  system  that  enables 
women  to  lather  and  shave  in  one 
stroke. 

Is  Gillette  about  to  offer  the  killer 
app   in   razors?   Hard   to   say.   A 
battery-powered  razor  is  certainly 
different— users  will  press  a  button 
on  the  handle  to  activate  a  small 
motor,  producing  what  Gillette  de- 
scribes as  a  "gentle  pulsing  action." 
That's  intended  to  stimulate  hair 
upward  and  away  from  the  skin  for 
a  closer  shave.  But  it  may  not  be 
enough  to  regain  the  momentum  it 
has  clearly  lost.  In  the  year  ended 
Nov.   30,   sales   of  Schick   razors 
soared  149%  in  the  U.S.,  even  as  Gillette 
razor  sales  slipped  13%,  according  to 
market   researcher    Information    Re- 
sources Inc.  "Schick  has  caught  Gillette 
by  surprise  and  forced  them  off  their 
game    plan,"    says    Gary    M.    Stibel, 
founder  and  principal  oi"  the  New  Eng- 
land Consulting  Group. 

At  $14.99,  M3Power  is  pricey:  That's 
a  staggering  67%  premium  over  the 
suggested  full  retail  price  for  both  the 
Quattro  and  the  Mach3  Turbo,  which 
are  routinely  discounted.  In  this  highly 
competitive  environment,  "even  $10  is  a 
major  barrier,"  warns  Stibel.  What's 
more,  Schick  may  soon  offer  a  cheaper 
battery-powered  alternative  of  its  own. 


Still,  given  the  success  of  battery 
powered  toothbrushes,  a  significan 
number  of  men  will  no  doubt  be  willin 
to  try  Gillette's  first  battery-powered  wt 
shaving  system.  And  Gillette  brings  for 
midable  competitive  advantages  to  th 
fight.  It  claims  74%  of  the  $7  billioi 
global  wet-shaving  market,  vs.  just  i 
12%  share  for  Schick.  That  gives  it  plen 
ty  of  marketing  muscle,  some  of  which 
will  be  exercised  during  Gillette's  firs 
Super  Bowl  ad  in  a  decade. 

Nor  is  the  new  M3Power  Gillette's 
only  move.  On  Mar.  15,  the  Boston-based 


BUZZ  The 
M 3 Power  wet 
shaver 


company  will  launch  an  upgraded 
women's  razor,  Venus  Divine,  as  well  as  a 
new  line  of  skin  care  products  for  men. 
"There's  a  ton  of  room  for  growth,"  ar- 
gues William  H.  Steele,  an  analyst  at 
Banc  of  America  Securities.  "Aging  baby 
boomers  want  to  look  their  best  for  as 
long  as  possible." 

Gillette  is  clearly  on  the  move  again. 
But  whether  its  M3Power  can  beat  back 
the  Quattro  remains  to  be  seen.  The  only 
certainty:  With  the  razor  wars  picking  up 
steam,  American  ingenuity  and  engi- 
neering prowess  will  continue  to  push 
the  envelope  of  a  smooth  shave.  Stubble 
beware.  ■ 

-By  William  Symonds  in  Boston 
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Looking  for  the  alternative  to  higher-priced  stock  brokers 
like  Merrill  and  Schwab?  It's  TD  Waterhouse. 


FREE  TRADES  FOR  A  MONTH 


Open  an  account  online  at 
tdwaterhousejcom/freeresearch 

and  enter  offer  code: 

MRSBWF  to  get  your  free 

trades  for  a  month. 


CONTACT  US  AT: 

1.800.tdwaterhouse 
tdwaterhouse.com 

Online  trades  as  low  as  S9.95 


Why  pay  all  that  money  to  Merrill, 
Schwab  or  some  other  higher-priced 
broker,  when  you  can  switch  to 
TD  Waterhouse? 

As  a  TD  Waterhouse  customer, 
you  can  take  advantage  of  a  unique 
combination  of  online  tools  and  research. 
The  kind  of  objective,  independent  and 
well-organized  research  you  won't  find 
anywhere  else.  And  when  you're  ready 
to  trade,  it  won't  cost  an  arm  and  a  leg. 

You'll  get  free  market  overviews 
like  Standard  &  Poor's  The  Outlook  plus 
Standard  &  Poor's  Five  STARS  Stock 
Report.  You'll  also  find  in-depth  Argus 
Company  Reports,  Vickers  Insider 
Trading  Chronologies,  First  Call 


Earnings  Reports  and  Reuters  headlines. 
All  of  which  you  can  use  to  come  up  with 
your  own  investment  ideas,  then  validate 
them  yourself.  No  wonder  TD  Waterhouse 
received  5  stars  from  Kiplinger's 
magazine"  for  the  amount  and  quality 
of  their  online  research. 

With  free  research  plus  low 
commissions  and  trades  for  as  little  as 
$9.95,  why  pay  Merrill  or  Schwab  just  to 
bounce  your  ideas  off  them?  Switch  to 
TD  Waterhouse  today.  Check  them  out  at 
tdwaterhouse.com/research.  And  discover 
the  alternative  you've  been  looking  for. 


E 


Waterhouse 

You're  in  Control. 
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NeWS  Analysis  &  Commentar 


COMMENTARY 


BY  EMILY  THORNTON  AND  JOSEPH  WEBER 


A  Made-to-Order  Megamerger 

Bank  One  will  supply  J.R  Morgan  Chase  with  the  top  talent  it  needed 


IN  MAY,  J.P.  MORGAN  CHASE  & 
Co.  Chairman  and  CEO  William 
Harrison  threw  investors  a  curve 
ball.  The  man  who  plunked  down 
$34  billion  in  2000  to  buy  J.P. 
Morgan  and  its  investment-banking 
smarts  suddenly  told  them  he  wanted  to 
buy  a  big  retail  bank  as  soon  as  his 
company's  stock  price  improved.  Eight 
months  later,  with  J.P.  Morgan's  shares  up 
40%,  he  got  his  wish. 

On  Jan.  14,  his  bank  agreed  to  buy  Chicago-based  Bank  One 
Corp.  for  $58  billion  in  stock— a  14%  premium— to  create  a  fi- 
nancial institution  second  in  size  only  to  behemoth  Citigroup. 
The  combined  company  will  have  $1.1  trillion  in  assets,  more 
than  2,000  branches  in  17  states,  and  capabilities  in  everything 
from  plain-vanilla  lending  to  asset  management. 

It's  a  deal  that  both  banks  needed  badly.  Insiders  say  Harri- 
son, 60,  has  been  under  pressure  for  months  to  find  a  successor 
with  star  power.  Going  outside  was  necessary  because  no  one  in 
the  bank  was  considered  up  to  snuff.  And  Jamie  Dimon,  47,  CEO 
of  Bank  One,  fills  the  bill  admirably.  The  highflier  has  been  rar- 
ing to  get  back  into  the  big  leagues  ever 
since  he  was  fired  as  president  and  heir 
apparent  at  Citigroup  four  years  ago  af- 
ter a  bust-up  with  Chairman  Sandy 
Weill.  Now,  Dimon  is  slated  to  take  over 
as  J.P.  Morgan  CEO  from  Harrison  in 
2006. 

The  financial-services  industry  is  lit- 
tered with  failed  mergers,  but  this  mar- 
riage has  a  good  chance  of  working. 
Harrison  and  Dimon  have  complemen- 
tary strengths.  Harrison  is  savvy  at  cut- 
ting deals  but  not  so  good  at  making 
them  work.  The  Chase  Manhattan-J.P. 
Morgan  merger  floundered  after  invest- 
ment banking  hit  the  wall  in  2000  and 
top  J.P.  Morgan  managers  left  the  com- 
bined bank  in  droves. 

By  contrast,  Dimon  has  proven  him- 
self a  master  manager  of  mergers  in  dis- 
array. The  charismatic  exec,  who  speaks 
in  a  hurried,  sometimes-broken  syntax, 
arrived  at  Bank  One  when  it  was  sinking 


Watch  Out,  Citi 

A  combined  J.R  Morgan  Chase/Bank  One 
would  rank  No.  2  in  these  areas  in  the  U.S. 
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$474.8 
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TRILLION 


Data  Bloomberg  Financial  Markets.  American  Banker  Online 


under  the  collective  weight  of  dozens  of  mergers,  with  87  dif- 
ferent bank  charters  and  7  different  deposit  systems.  In  barely 
three  years,  he  turned  a  $544  million  loss  into  an  expected  $3.4 
billion  in  earnings  for  2003. 

In  the  process,  Dimon  assembled  a  crackerjack  team  of  for 
mer  top  managers  from  Citigroup  to  run  Bank  One.  All  five  ol 
them  have  key  jobs  on  the  new  company's  27-member  execu 
tive  committee.  Heidi  G.  Miller,  CFO  at  Bank  One,  becomes 
head  of  treasury  at  J.P.  Morgan.  "The  most  important  part  of 
this  deal  is  that  J.P.  Morgan  gains  somebody  with  a  strong  rep- 
utation to  vault  the  company  into  the  true  super  league,"  says 
Reilly  Tierney,  financial-services  analyst  at  investment  bank 
Fox-Pitt,  Kelton. 

Harrison  and  Dimon  have  also  solved  a  mutual  problem.  In 
banking  these  days,  if  s  eat  or  be  eaten.  And  even  though  Har 
rison  and  Dimon  had  managed  to  stop  the  rot  at  each  of  their 
companies,  analysts  were  concerned  about  both  of  their  futures 
"You're  decreasing  J.P.  Morgan's  earnings  volatility  and  in- 
creasing Bank  One's  chances  to  grow,"  says  Brock  Vandervliet, 
financial-services  analyst  at  Lehman  Brothers  Holdings  Inc.  J.P. 
Morgan  gets  a  chance  to  go  head  to  head  with  Citigroup  in 
everything  from  credit  cards  to  retail  banking.  And  Bank  One 
picks  up  investment-banking  capabilities  just  as  mergers  and 
stock  offerings  are  picking  up  and  retail  banking  for  wealthy 
individuals  is  expanding. 

Ironically,  even  though  Harrison  and  Dimon  have  created  a 

retail  giant,  some  ana- 
WHAT  A  PAIR  lysts  think  Dimon's  ad- 

Dimonand  dition  may  be  just  what 

Harrison  have  the  bank  needs  to  turn 
complementary  Harrison's  vision  of  an 
^^^^  investment-banking 

powerhouse  into  a  real- 
ity. A  former  investment  banker  himself, 
Dimon  should  be  able  to  attract  rain- 
makers. "People  are  pretty  excited,"  says 
a  senior  banker  inside  J.P.  Morgan. 

Perhaps  that's  why,  even  though  tech- 
nically J.P.  Morgan  has  bought  Bank  One, 
it  is  already  being  viewed  as  if  it  will  be 
run  by  Dimon,  who'll  be  president  and 
COO,  though  he  insists  "Bill  is  the  boss." 
Still,  that  should  be  a  warning  to  the  new 
banks  rivals.  After  Weill  fired  him  in 
2000,  Dimon  took  up  boxing  to  work  out 
his  anger.  "We  do  hope  to  give  Citi  a  little 
bit  of  a  run  for  its  money,"  says  Dimon. 
And  now  he  has  the  heavyweight  punch 
of  a  $131  billion  company  behind  him.  ■ 


MARKET 
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Exciting  Tastes  of  Thailand  at  Your  Finger  Tips 

Delicious  tropical  Thai  fruits  come  in  a  wonderful  array  of  colors,  shapes  and  sizes.  Many 
are  immediately  familiar  but  taste  sensations  like  the  hand-peeled  Longan,  a  fruit  high  in 
calcium,  phosphorous,  iron  and  vitamin  C,  are  distinctly  exotic.  In  fact,  few  tropical  flavors 
are  as  unique  as  the  Durian.  Opened  with  a  knife,  as  are  almost  all  Thai  fruits,  its  sweet 
buttery  flesh  is  high  in  carbohydrates,  protein  and  vitamins  B  &  C.  And  if  the  Durian  is  the 
king  of  Thai  fruits,  the  Mangosteen  is  his  undoubted  queen.  High  in  calcium,  phosphorous 
and  vitamins  B  &  C,  this  succulent  tropical  fruit  is  a  favored  gem  in  Thailand's  fruit  basket. 

Packed  full  of  natural  goodness  and  flavor  and  easily  hand-peeled  of  prepared  with  a 
knife,  today  Thai-grown  fruits  delight  the  health-conscious  across  the  world  and  thrill  those 
with  a  taste  for  the  exotic. 

Isn't  it  a  about  time  you  try  a  delicious  slice  of  Thai  life? 
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LIGHTENING 
THE LOAD 

Is  Oracle  CEO  Lawrence 
Ellison  learning  to  share 
power?  Oracle's  board 
announced  on  Jan.  12  that 
Safra  Catz  and  Charles 
Phillips  will  split  the  job  of 
president  at  the  Silicon  Valley 
software  giant.  Catz  and 
Phillips,  both  former  bankers, 
are  filling  a  position  that  has 
been  vacant  since  Raymond 
Lane,  now  a  venture 
capitalist,  was  forced  out 
more  than  three  years  ago. 
Oracle  watchers  speculate 
that  Catz  and  Phillips  are 
front-runners  to  replace 
Ellison,  though  the  59-year- 
old  has  given  no  indication  he 
plans  to  leave. 

Ellison  is  also  handing  his 
chairman's  role  to  Jeffrey 
Henley,  Oracle's  longtime 
chief  financial  officer.  Henley 
will  retire  as  CFO  once  Oracle 
finds  a  replacement. 
Splitting  the  CEO  and 
chairman  titles  is  a  nod 
toward  a  more  independent 
board.  But  governance 
experts  note  that  giving 
Henley  the  chairman's  job 
doesn't  bring  an  outsider  to 
the  board.  Perhaps  Ellison,  a 
newlywed,  wants  to  spend 
more  time  outside  the  office. 
-Jim  Kerstetter 


A  BIGGER  CLUB 
FOR  THE  IRS 

Tax  cheats  had  better  watch 
out.  On  Jan.  13,  the  Treasury 
Dept.  announced  a  series  of 
tax  reforms  in  the  President5 s 
fiscal  2005  proposed  budget. 
Besides  increasing  penalties 
for  failing  to  disclose 
potential  tax  shelters,  the 
Administration  wants  to 
eliminate  a  number  of 
loopholes.  It  hopes  to  stop  an 
abuse  of  foreign  tax  credits 
that  it  says  will  generate  $1 
billion  in  revenue  over  the 
next  10  years.  It  also  would 
end  the  sale  of  tax  benefits  by 
untaxed  municipalities  and 
others  to  corporations, 
yielding  an  estimated  gain  of 
$33.7  billion.  The  Treasury 
also  seeks  the  right  to  use 
private  collection  agencies, 
and  an  Internal  Revenue 
Service  budget  of  $10.7 
billion,  an  increase  of  4.8%. 


CHRYSLER:  A 
FULL GARAGE 


DaimlerChrysler's  Chrysler 
Group  has  halted  sales  of 
some  of  its  newly  redesigned 
Dodge  Durango  sport-utility 
vehicles  because  of  a 
potentially  dangerous  flaw  in 
the  throttle.  Water  can  get 
into  the  2004  Durango's 
throttle  cable  and  freeze, 
causing  the  throttle  to  stick 
open,  which  could  cause  a 
crash.  Chrysler  says  it  knows 
of  one  accident  and  no 
injuries  resulting  from  this 


problem.  The  recall  covers 
21,000vDurangos  with  3.7- 
and  4.7-liter  engines  (but  not 
the  5.7-liter  Hemi).  However, 
only  about  5,000  of  the  SUVs 
are  in  customers'  hands.  The 
company  is  also  recalling  2.7 
million  1993-99  Dodges, 
Chryslers,  and  Plymouths  to 
fix  a  faulty  shifter  that  could 
allow  the  cars  to  roll  when 
parked. 


FREEING  THE 
FUND  BOARDS 

Continuing  its  multipronged 
attack  on  mutual-fund 
abuses,  the  Securities  & 
Exchange  Commission  on  Jan. 
14  proposed  new  rules  to 
strengthen  the  independence 
of  fund  boards  of  directors.  If 
the  rules  are  approved,  three- 
quarters  of  a  fund's  directors 
and  its  chairman  would  have 
to  be  unaffiliated  with  the 
management  company  that 
sponsors  the  fund.  The  SEC 
also  proposed  a  requirement 
that  brokers  reveal  special 
pay  and  incentives  they 
receive  for  selling  certain 
funds.  Agency  officials  are 
investigating  revenue- 
sharing  deals  involving  eight 
big  brokerage  firms  and  a 
dozen  mutual  funds. 


INTEL 
IN  CLOVER 

Corporate  spending  remains 
weak,  but  that  didn't  prevent 
Intel  from  beating  Wall 
Street's  expectations  with 
stellar  profits  on  Jan.  14.  For 
the  fiscal  fourth  quarter 
ended  Dec.  27,  Santa  Clara 
(Calif.)-based  Intel's  net 
income  soared  107%,  to  $2.17 
billion,  or  33<t  a  share,  on  a 
22%  gain  in  revenues,  to 
$8.74  billion.  During  the 
quarter,  Intel  took  a  $611 
million  charge  to  write  down 
the  value  of  a  company  it 
acquired  four  years  ago.  For 
the  year,  Intel  reported  net 


income  of  $5.64  billion,  or 
85<t  a  share,  an  81%  rise. 
Revenues  rose  13%,  to  $30.1 
billion.  Intel's  investments  tc 
reduce  the  cost  of  productior 
plus  record  demand,  led  to 
juicy  64%  margins.  Even  in 
the  traditionally  slow  first 
quarter,  Intel  expects 
relatively  strong  sales  arount 
the  world. 


ETCETERA... 

»  Guess?  co-founders 
Maurice  and  Paul  Marciano 
will  reduce  their  stake  in  the 
company  to  55%  from  68%. 
»  Charles  Townsend  was 
promoted  to  CEO  of  Conde 
Nast  from  COO. 
»  KPMG  said  that  Jeff  Stein 
the  former  leader  of  its  tax 
practice,  is  retiring. 


CLOSING  BELL 


AT&T  Wireless 
shares  climbed 
23%,  to  $9.99,  in 
the  two  trading 
days  ended  Jan.  14 
on  news  that  long- 
running  talks  witn 
Cingular  Wireless 
are  gaining 
momentum  and 
could  lead  to  a  deal 
soon.  One  wild 
card:  Another  suitor 
could  come 
between  the  two. 
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Service  and  support. 

It's  not  just  a  phone  number,  it's  a  philosophy. 

A  big  part  of  maximizing  your  success  is  minimizing  technical  issues.  And  headaches.  Which 
is  why  HP  designs  increased  reliability  into  its  products.  But  HP  goes  further  to  make  sure  you 
can  focus  on  business  issues  instead  of  technology  ones.  HP  business  PCs  with  Intel'  processors 
are  backed  not  only  by  HP's  acclaimed  technical  service  and  support  but  also  by  the  assistance 
of  your  local  HP  partner.  From  helping  you  plan  for  technology  growth  to  answering  your 
calls  from  across  the  city  instead  of  the  planet,  your  HP  partner  is  an  indispensable  safety  net. 
Get  more  productivity.  Get  more  support  from  HP  partners  and  HP 

HP  recommends  Microsoft    Windows1  XP  Professional  for  Business. 
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HP  Compaq 
Business  Desktop  d330 

Intel'  Pentium' 4  Processor  with  HT  Technology* 

Call  HP  at  866-625-1019 
or  your  local  reseller,  or  visit 

www.hp.com/go/bw2. 
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Screen  is  simulated.  "The  hyperthreading  feature  is  a  new  technology  designed  to  improve  performance  of  multi-threaded  software  products;  please  contact  your  software  provider 
to  determine  software  compatibility.  Not  all  customers  or  software  applications  will  benefit  from  the  use  of  hyperthreading.  Go  to  http://www.intel.com/info/hyperthreading  for 
more  information.  Intel,  Intel  Inside,  the  Intel  Inside  Logo  and  Pentium  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other 
countries.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  ©2003  Hewlett-Packard  Development  Company,  LP. 
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Crystal  clear. 


crystal  decisions-  Business  Objects  has  acquired  Crystal  Decisions.8  Two  business  intelligence  software 
leaders  are  now  one.  One  complete  suite  of  business  intelligence  software  on  a  common  infrastructure. 
One  global  service  and  support  team.  All  backed  by  the  worldwide  market  leader  in  business  intelligence 
with  24,000  customers  and  the  largest  R&D  organization  in  the  industry. 

The  result?  By  working  with  one  vendor,  one  infrastructure,  and  one  support  team,  you'll  spend  less  time 
having  to  deploy,  integrate,  and  administer  your  business  intelligence  software.  And  more  time  using  it 
to  better  track,  understand,  and  manage  your  business  to  improve  your  enterprise  performance. 
To  leam  more  about  the  new  Business  Objects  and  to  register  for  our  global  launch  events,  "The  Future 
of  Business  Intelligence,"  visit  www.businessobjects.com/clear.  We'll  make  everything  crystal  clear. 


Business  Objects 

The  business  intelligence  standard. 

Global  Launch  Events:  ASanta-Battrae- Bogota  •Boston  •  Buenos  A^>Qiarto(to>Chra^ 
Madfeon .  Mexico  Cty  •  Man*  •  Mmeapofs  •  Montreal  •  New  XA  •  PNadefche .  Ptaem«Ptebu^>RUinn|. Sal  la^Oy«San  Fiance 


NeWS  Washington  Outlook 


EDITED  BY  RICHARD  S.  DUNHAM 


Nader  2004:  Why  the 
Spoiler  May  Ride  Again 


RALPH  NADER'S  OLD  LIBERAL  Democratic  pals  still  blame  him  for 
throwing  the  razor-close  2000  election  to  Republican  George 
W.  Bush.  But  Nader,  the  69-year-old  consumer  activist,  is 
anything  but  penitent.  Indeed,  he's  revving  up  the  engines  for 
yet  another  quixotic  quest  for  the  White  House.  And  even 

though  the  former  Green  Party  nominee  Representative  Dennis  J.  Kucinich  CD- 
will  probably  get  just  a  sliver  of  the  vote,  Ohio).  He  calls  retired  General  Wesley 
Democrats  worry  that  liberal  defections  Clark  "pretty  open-minded  and  well- 
will  hurt  their  chances  of  defeating  a  well-  informed."  Front-runner  Howard  Dean  is 


heeled  incumbent.  Nader  would  compete 
with  Democrats  for  money,  youthful 
volunteers,  and  Internet  eyeballs.  Also, 
'  attempts  by  the  Democratic  nominee  to 
shore  up  the  Nader-friendly  left  flank 
could  backfire  with  centrist  voters.  That 
doesn't  faze  Nader.  He  has  abandoned  the 
fractious  Green  Party— which  won't 
decide  whether  to  field  a  Presidential 
candidate  until  its  June  convention— in 
favor  of  an  independent  exploratory 
committee.  Nader  says  he  hopes  to  be 
listed  as  an  independent  on 
every  state  ballot,  up  from 
the  43  states  where  he  ran 
in  2000. 

Most  observers  doubt 
Nader  could  wield  the 
influence  in  2004  that  he 
did  four  years  ago  when  he 
captured  2.7%  of  the 
national  vote  and  may  have 
tipped  the  election  to  Bush 
in  Florida  and  New 
Hampshire.  "This  election 
will  be  a  major  referendum 
on  Bush  and  his  policy 
people,  and  it's  going  to 
take  a  particularly  alienated 
person  to  cast  a  vote  for  ^^^" 

Nader,"  says  Curtis  Gans,  director  of  the 
nonpartisan  Committee  for  the  Study  of 
the  American  Electorate. 

Nader,  whose  steady  attacks  weakened 
Al  Gore,  says  his  new  campaign  would  be 
different.  "This  time,  the  opponent  is  Bush, 
and  I  really  have  very  little  interest  in  going 
after  the  Democrats,"  says  the  founder  of 
America's  modern  consumer  movement. 
Indeed,  Nader  even  has  some  kind  words 
for  Democrats,  particularly  ultraliberal 


PARTY  POOPER 

Nader  insists  the 
system  sidelines 
critical  issues 


"a  macho  Democrat . . . holding  his  ground 
like  a  bulldog,  able  to  take  on  assaults  by 
his  fellow  Democrats— who,  by  the  way,  are 
hurting  him  far  more  than  any  third-party 
candidacy  would." 

Vanishing  Base 

NADER  HAS  STRONG  financial  reasons  to 
soften  his  tone.  Some  longtime  allies 
refused  to  talk  to  him  after  the  2000 
election.  And  donations  to  many  of  the 
nearly  100  organizations  founded  by 
Nader  have  fallen 
dramatically  as  supporters 
closed  their  wallets.  The 
Center  for  Automotive 
Safety,  a  Nader  spin-off,  laid 
off  two  of  its  five  employees 
in  the  aftermath. 

With  his  legacy  and 
consumer  network  at  risk, 
why  is  Nader  even  thinking 
about  running  again?  If  s 
all  about  the  failure  of  the 
two-party  system  to  even 
address  issues  he  considers  critical: 
living  wage  laws,  universal  health 
care,  control  of  the  public  airwaves, 
protecting  pensions,  and  public 
financing  of  elections.  "Every  four 
years,  the  two  parties  get  worse,"  he  says. 

Still,  Nader  concedes  that  his  support 
may  be  waning.  "We  are  seeing  some  of 
the  backers  for  us  in  2000  gravitating  to 
the  'Anyone  But  Bush'  camp,"  he  says.  But 
if  he  can  match  his  $8  million  campaign 
kitty  of  2000  and  enlist  enough  volunteers 
to  mount  a  50-state  campaign,  the  populist 
war  horse  will  saddle  up  one  more  time- 
whatever  the  consequences.  ■ 

-By  Paul  Magnusson 


ON  THE 
RECORD 


ON  JAN.  5,  correspondent  Paul 
Magnusson  spent  two  hours 
talking  with  Nader.  Some 
excerpts  of  their  conversation: 

On  the  two-party  system 

The  assumption  is  that  this  is  a 
two-party  country  and  that 
everyone  else  should  shut  up 
and  get  in  line.  And  that's  pretty 
unacceptable  to  me. 

On  the  Democrats 

We  don't  patent  our  issues.  If  we 
show  the  way  to  defeat  President 
Bush  on  A  or  B  or  C  or  D,  the 
Democrats  are  perfectly  free  to 
pick  up  on  it  because  let's  face  it, 
they  aren't  the  most  imaginative 
people  in  politics. 

On  Howard  Dean 

Dean  is  a  work  in  progress 

He  has  the  choice  of  whether 
he'll  go  with  the  old  DLC  crowd, 
the  corporate  Democrats,  or 
shift  to  a  progressive  campaign 
based  on  the  feedback  he's 
getting  from  the  Internet. 

On  Bush 

You  are  hearing  some  static 
from  authentic  conservatives 
about  things  they  don't  like 
about  Bush— deficits  and  the 
fact  that  he's  not  doing  anything 
about  corporate  pornography 
and  violence  directed  to  kids .... 
If  I  do  run,  I  am  going  to  make  a 
bid  for  that  slice  of  the 
conservative,  libertarian  vote 
that  I  have  always  had  good  res- 
onance with  on  issues  of  corpo- 
rate power,  globalization,  and 
corporate  welfare. 

On  the  wave  of  corporate 
scandals 

Democrats  didn't  have  to  beg  the 
media  to  cover  it.  It  was  on  the 
cover  of  all  the  magazines  and 
on  the  nightly  news  shows.  The 
time  was  ripe.  But  Democrats 
are  dialing  for  the  same  dollars 
[as  Republicans].  So  they  put 
out  a  little  statement.  Companies 
know  they  aren't  serious. 
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ITALY 


THE  MILK  JUST 
KEEPS  ON  SPILLING 

Why  did  many  big  banks  keep  floating  Parmalaf  s  debt? 


HE  PRISONERS  HAVE 
been  talking.  And  talking. 
From  his  cell  at  Milan's 
gloomy  18th  century  San 
Vittore  prison,  Calisto 
Tanzi  has  admitted  to 
magistrates  that  he 
cooked  the  books  for  more  than  a 
decade— and  skimmed  off  at  least  $640 
million  from  his  publicly  traded  dairy 
company,  Parmalat,  to  plug  losses  at  fam- 
ily businesses.  Parmalafs  ex-chief  finan- 
cial officer  Fausto  Tonna  has  provided 
some  fifty  hours  of  testimony  detailing 
how  he  and  Tanzi  pulled  off  the  biggest 
fraud  in  European  financial  history.  Both 
were  arrested  in  December  along  with 
seven  other  Parma  executives,  account- 
ants, and  advisers  on  suspicion  of  false 
accounting,  fraud,  and  market-rigging  af- 
ter the  globe-spanning  dairy  company 
went  belly-up. 

You've  heard  many  of  the  details:  The 
$13  billion  in  missing  assets  that  no  one 
can  account  for.  The  $5  billion  Bank  of 
America  account  that  didn't  exist— and 
the  forged  letter  on  BofA  stationery  that 
allegedly  fooled  auditors  into  thinking  it 
did.  The  bewildering  constellation  of  off- 
shore subsidiaries.  The  faked  invoices 
for  hundreds  of  millions  in  bogus  sales. 
The  $640  million  of  Parmalat  funds 
gone  missing  in  the  Cayman  Islands  in- 
vestment fund.  The  family  travel  busi- 
ness, Parmatour,  run  by  daughter 
Francesca,  that  received  a  mysterious  se- 
ries of  cash  infusions.  More  revelations 
surface  every  day. 

But  there's  a  parallel  tale  to  this  Italian 
family  saga.  It's  a  story  of  globalization 
gone  wrong.  Evidence  is  emerging  that 
many  investment  bankers  in  Italy,  Ger- 
many, and  London  harbored  doubts 
about  Parmalat's  numbers  for  years,  sus- 
picious of  its  superheated  growth.  They 
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also  wondered  why  an  Italian  dairy  com- 
pany needed  to  raise  so  much  debt  if  it 
had  billions  in  cash.  Other  banks,  mean- 
while, liked  what  they  saw:  a  fast-grow- 
ing company  in  an  easy-to-understand 
business,  with  books  audited  by  one  of 
the  Big  Four— all  good  reasons  to  court 
Parmalat  for  its  steady  business  in  stock 
and  bond  offerings. 

BEYOND  CRONY  CAPITALISM 

DID  PARMALAT'S  BANKS,  then,  deliber- 
ately ignore  the  warning  signs?  Or  were 
they,  too,  taken  in  by  the  colossal  fraud,  as 
most  of  them  vigorously  claim?  One 
thing  is  clear:  The  global  clout  of  the  top 
banks  helped  spread  the  mayhem  among 
investors  from  London  to  Alaska.  Some 
$1.5  billion  in  Parmalat  bonds  were  sold 
to  U.S.  investors  alone, 
mainly  through  private 
placements.  Bankers,  ac- 
countants, legal  advisers- 
even  some  members  of  Cal- 
isto Tanzi's  family— all 
claim  they  had  no  idea  what 
was  going  on.  "What5 s  ap- 
palling is  that  the  mistakes 
were  made  by  many  banks 
all  over  the  world.  This  goes 
beyond  crony  capitalism  in 
Italy.  Parmalat  was  a  totally 


The  banks' 
global  clout 
helped 
spread  the 
mayhem 
worldwide 


international  affair,"  says  Valter  Lazzari. 
professor  of  banking  and  finance  at  Boc- 
coni  University  in  Milan. 

The  next  bombshells  from  the  Parmalat 
affair,  therefore,  are  likely  to  concern  the 
bankers,  accountants,  and  other  financial 
advisers  who  worked  with  the  company 
over  nearly  two  decades.  A  U.S.-based  class 
action  filed  Jan.  5  on  behalf  of  Parmalat  in- 
vestors targets  Citigroup,  Deloitte  Touche 
Tohmatsu,  and  Grant  Thornton  Interna- 
tional, in  addition  to  Parmalat  manage- 
ment. The  charges  range  from  assisting  in 
manipulative  financial  transactions  to  par- 
ticipation in  the  falsification  of  audit-con- 
firmation documents.  Citigroup  and  De- 
loitte firmly  deny  wrongdoing,  insisting 
they  were  victims  of  the  fraud:  "We  believe 
[the  suit]  is  baseless  and  without  merit,* 
says  a  Citigroup  spokesman.  Deloitte 
points  out  that  it  alerted  investors  to  prob- 
lems late  in  2003.  A  Grant  Thornton  In- 
ternational spokesperson  says  the  firm 
feels  it  is  not  liable,  and  that  its  former  Ital- 
ian partnership  should  bear  responsibility 
if  there  was  misdoing. 

The  pressure  on  the  banks,  though, 
keeps  growing.  Italian  magistrates  last 
week  raided  the  Milan  offices  of 
Deutsche  Bank.  They  are  also  questioning 
officials  at  Bank  of  America  and  Citigroup 
in  Italy,  as  well  as  the  top  execs  at  Italy's 
largest  banks.  Prosecutors 
suspect  some  outsiders 
from  banks,  law  firms,  and 
accounting  companies  were 
involved  in  the  fraud. 
That's  why  two  outside  ac- 
countants from  auditors 
Grant  Thornton  are  under 
arrest.  Twenty-five  other 
outsiders  are  under  investi- 
gation, including  two  De- 
loitte managers  and  a  for- 
mer    Bank    of    America 


corporate  banker  in  Italy,  Luca  Sala.  A 
BofA  spokesperson  says  the  company 
won't  comment  on  Sala,  who  left  the  firm 
last  June.  She  adds  that  BofA  has  to  date 
"found  no  evidence  of  wrongdoing  by  any 
current  or  former  employee  of  the  bank." 
Deutsche  Bank  will  not  comment  on  the 
Parmalat  case.  Sala  and  the  auditors  from 
Grant  Thornton  and  Deloitte  deny  re- 
sponsibility for  the  fraud.  But  those  close 
to  the  investigation  say  the  Parmalat 
dragnet  could  also  ensnare  members  of 
Italy's  financial  establishment.  "Everyone 
is  running  for  cover,"  says  one  banker. 
Several  bankers  told  BusinessWeek  they 


suspected  trouble  at  Parmalat  years  before 
its  fall.  "Things  have  been  strange  [there] 
since  the  mid-1980s,"  says  one  senior  in- 
vestment banker,  who  steered  clear  of  all 
business  with  the  company.  "It  smelled 
bad."  As  the  fast-growing  dairy  group  re- 
turned time  and  again  to  the  markets— is- 
suing some  $8  billion  in  bonds  between 
1993  and  2003— analysts,  investment 
bankers,  and  fund  managers  all  began 
questioning  Parmalat' s  hunger  for  debt 
despite  its  seeming  mountain  of  cash. 

Tonna's  standard  reply:  The  company 
was  on  an  acquisition  spree  and  needed 
cash— and  the  liquid  funds  were  earning 


good  returns.  Tonna's  lawyer  did  not  re- 
spond to  phone  calls  from  BusinessWeek. 
By  early  2003,  equity  analysts  were  be- 
coming increasingly  dubious.  "The  actu- 
al size  of  Parmalat's  net  financial  debt  is, 
in  our  view,  much  higher  than  the  $2.3 
billion  reported  by  the  company,"  said  an 
analyst  at  Auerbach  Grayson  &  Co.  on 
Jan.  24,  2003,  putting  the  figure  at  $4.5 
billion.  A  research  report  sent  to  investors 
by  Merrill  Lynch  &  Co.  as  well  as  internal 
reports  by  Lehman  Brothers  Inc.  and 
Goldman,  Sachs  &  Co.  also  raised  ques- 
tions. "If  a  company  like  Parma  is  very, 
very  well  managed,  it  earns  about  6%  to 
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Sometimes  threats  don't  look  like  threats.  They  look  like  your  mobile  workers,  your  sales  department  or  your  CFO's  daughter.  Even  the  innocent 
act  of  downloading  a  file — one  that  looks  like  any  other,  but  is  in  fact  corrupt — can  create  a  costly  security  breach  that  can  take  your  business 
off-line.  So  how  do  you  defend  against  threats  that  take  the  shape  of  productive  employees?  A  network  with  integrated  security  can  detect  and 
contain  potential  threats  before  they  become  actual  ones.  Whether  they're  worms,  hackers  or  even  well-meaning  humans.  Security  that's  about 
prevention.  Not  reaction.  Visit  cisco.com/securitynow  to  learn  more.  SELF-DEFENDING  NETWORKS  PROTECT  AGAINST  HUMAN  NATURE. 
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7%  operating  margins.  Parmalat  was  re- 
porting 12%,"  says  one  Milan  banker. 

The  mounting  criticism  spuned  Tanzi 
to  counterattack.  On  Mar.  20,  he  sent  a  34- 
page  complaint  to  Italian  stock  market 
regulator  Consob,  charging  Lehman  and 
others  with  seeking  to  slander  the  compa- 
ny in  order  to  make  speculative  gains  on 
Parmalat's  shares.  Nonetheless,  the  critical 
reports  raised  enough  fears  to  force  Tanzi 
and  Tonna  to  pull  a  planned  $384  million 
bond  issue  in  February. 

REASSURING  REPORTS 

SOME  BANKS  ISSUED  reassuring  re- 
search reports  until  a  month  before  the 
collapse.  An  October  equity  report  by 
Deutsche  Bank  rated  Parmalat' s  shares  a 
buy,  noting  strong  cash  flow,  which  war- 
ranted a  higher  premium.  Citibank  issued 
an  optimistic  bulletin  on  the  company  in 
November.  That  was  shortly  before  Par- 
malat failed  to  meet  a  $184  million  pay- 
ment to  bondholders  and  admitted,  under 
pressure  from  Deloitte,  that  it  could  not 
liquidate  some  $640  million  the  dairy 
company  said  it  held  in  a  Cayman  Islands 
fund  named  Epicurum.  Financial  mar- 
kets panicked,  and  ceo  Tanzi  appointed 
turnaround  specialist  Enrico  Bondi  as  ad- 
viser. But  when  Bondi  suggested  liqui- 
dating a  $5  billion  Bank  of  America  ac- 
count to  pay  debts,  "the  rabbit  popped 
out  of  the  hat,"  in  the  words  of  one 
banker:  The  bank  account  was  fictitious. 
Long  before  that  day  of  reckoning,  Par- 
malat had  a  spectacular  run,  tapping  reg- 
ularly into  global  markets  after  it  went 
public  in  1990.  Between  1990  and  2003, 
Parmalat  raised  a  total  of  about  $8  billion 


in  debt  globally.  Bank  of  America 
arranged  $743  million  in  debt  sales  be- 
tween 1997  and  2002.  Chase  Manhattan, 
Bank  of  Boston,  and  Merrill  Lynch  to- 
gether sold  $290  million  of  debt.  The 
cash  injections  fueled  frenetic  growth,  in- 
cluding 17  acquisitions  in  1993  alone, 
boosting  revenues  from  $800  million  in 
1990  to  $9.7  billion. 

HIDING  A  PILE  OF  LOSSES 

TANZI  AND  TONNA  admitted  to  investi- 
gating magistrates  that  they  falsified  ac- 
counts to  hide  growing  losses  from  their 
Latin  American  businesses  and  keep  rais- 
ing money.  (Neither  Tanzi  nor  Tonna 
were  available  to  comment  and  their 
lawyers  did  not  return  phone  calls.)  Tanzi 
found  international  investment  banks 


willing  to  help  until  nearly  the  end.  In  ad- 
dition to  underwriting  Parmalat's  last 
bond  issue  in  September,  which  paid  in- 
terest at  6.125%  at  the  time  of  offer, 
Deutsche  Bank  purchased  5%  of  Par- 
malat's shares  on  the  same  date,  selling 
down  the  position  to  1.6%  on  Dec.  19.  The 
sell- off  came  two  days  after  BofA,  when 
asked  by  Grant  Thornton  to  verify  the  $5 
billion  Parmalat  claimed  it  held  at  the 
bank,  told  the  auditors,  and  then  the  Se- 
curities &  Exchange  Commission,  that  no 
such  account  existed.  Deutsche  Bank  offi- 
cials insist  the  purchase  was  made  on  be- 
half of  another  client  and  decline  to  com- 
ment further,  except  to  say  they  are 
cooperating  with  Italian  investigators.  On 
Jan.  13,  Standard  &  Poor's  said  it  relied  on 
documents  from  Deutsche  Bank  when  it 
retained  Parmalat's  rating  at  BBB-,  in- 
vestment grade,  only  one  notch  above 
junk,  prior  to  the  September  bond  issue. 
Private-equity  firms  did  sense  impend- 
ing disaster.  In  a  last-minute  maneuver, 
Tanzi  and  his  son  Stefano  met  in  Italy 
with  executives  of  New  York  private-eq- 
uity specialist  Blackstone  Group  on  Dec. 
9  about  a  possible  buyout.  During  the 
course  of  discussions,  they  confirmed  that 
$12.8  billion  was  missing  from  the  com- 
pany's balance  sheet,  according  to  a  law- 
suit filed  by  the  SEC.  Blackstone  man- 
agers refused  to  work  with  Parmalat 
unless  it  publicly  restated  its  books,  and 
decided  to  steer  clear.  Thousands  of  in- 
vestors wish  they  had  done  the  same.  ■ 
-By  Gail  Edmondson  in  Parma, 
ivith  David  Fairlamb  in  Frankfurt, 
Nanette  Byrnes  in  New  York, 
and  bureau  reports 


The  Year  It  All  Went  Sour  for  Parmalat 

Once  Italian  regulators  started  asking  questions,  it  didn't  take  long  for  the  web  of  fraud  to  unravel 


JAN.-FEB.,  2003 

Reports  circulate  among 
bankers  about 
Parmalat's  balance  sheet 
and  high  level  of  debt. 


ARCH,  2003 

Italian  stock  market 
authority  Consob  requests 
an  explanation  for  the 
company's  high  cash 
reserves  given  the 
elevated  level  of  debt. 


AUG.  6, 2003 

Consob  demands  to  see 
audit  work  for  2002  done 
by  Deloitte  Touche  and 
Grant  Thornton.  The  firms 
provide  documents  by 
Sept.  23. 


T 


OCT.  31, 2003 

Deloitte  admits  it  does 
not  have  sufficient 
information  to  certify 
first-half  accounts. 


NOV.  11, 2003 

Company  publishes 
Deloitte's  Oct.  31  report, 
revealing  a  $640  million 
Parmalat  investment  in  a 
Cayman  Islands  fund 
called  Epicurum. 


C.  8, 2003 

Parmalat  fails  to  repay  a 
$192  million  bond  issue 
that  comes  due.  setting 
off  trading  panic. 


DEC.  9, 2003 

Tanzi  and  son  Stefano 
admit  to  executives  from 
private  equity  fund 
Blackstone  that 
Parmalat's  financial 
accounts  are  inaccurate. 


DEC.  15, 2003 

Tanzi  resigns  and  is 
replaced  by  turnaround 
specialist  Enrico  Bondi. 


DEC.  17, 2003 

Bank  of  America  declares 
an  alleged  $5  billion 
Parmalat  account  does 
not  exist  and  that  a  letter 
confirming  the  funds  to 
the  auditor  was  forged. 


DEC.  22-24, 2003 

Parmalat  shares 
suspended  from  trading. 
Italian  officials  declare 
Parmalat  bankrupt. 
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Introducing 

high  performance  technology  that's  also 

good 

■  V^l       Lllw      W  I  I  V  1 1  V/ I  Ivl  I  Lb    Now  you  can  hug  corners  while  you  hug  Mother  Nature. 

Toyota's  revolutionary  new  Hybrid  Synergy  Drive"  combines  a  gasoline  engine  with  a  powerful  electric  motor  that  never  needs  to  be 

plugged  in.  The  result?  Super-efficient,  super-charged  performance.  This  groundbreaking  yet  affordable  technology  has  already  hit  the 

roads  in  the  all-new  Prius.  Prius  achieves  nearly  2.5  times  the  average  fuel  efficiency  of  conventional  vehicles  and  close  to  90%  fewer 

smog-forming  emissions  -  all  while  accelerating  from  0  to  60  mph  in  20%  less  time  than  its  competitor.' 

Beyond  Prius,  Hybrid  Synergy  Drive  will  be  available  in  more  and  more  Toyota  products  -  including  SUVs. 

With  Hybrid  Synergy  Drive,  we're  helping  save  the  planet.  Faster. 

toyota.com/tomorrow 

"Based  on  2004  EPA  est.  city  &  combined  mpg.  0-60  mph  for  comparison  only.  Obtained  with  prototype  vehicle  by  professional  using  special  procedures.  Do  not  attempt.  ©2003 
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COMMENTARY 


BY  DAVID  FAIRLAMB 


Why  Europe  May  Be  Forced 
To  Drive  the  Euro  Down 

With  Asian  currencies  held  steady,  the  euro  is  bearing  the  brunt  of  the  dollar's  fall 


WHAT  ON  EARTH'S  GOING 
on  in  the  currency  mar- 
kets? China  is  booming, 
the  U.S.  economy  is  mo- 
toring along  at  its  fastest 
clip  in  years,  and  Japan  looks  likely  to  beat 
the  1.8%  growth  rate  forecast  for  the  euro 
zone.  Yet  if  s  the  euro  rather  than  the 
yuan,  dollar,  or  yen  that's  scaling  to 
record  heights.   Europe's  five-year  old 

single  currency  has  surged  21%  against  the  greenback  over  the 
past  12  months,  and  more  than  53%  since  it  reached  its  low  in 
October  2000— doing  serious  damage  to  Europe's  export  econ- 
omy. It  briefly  reached  a  high  of  $1.29  on  Jan.  12  before  retreat- 
ing slighdy  over  the  next  two  days. 

The  yen,  by  contrast,  appreciated  just  13%  against  the  dollar 
in  2003.  And  the  yuan  has  gained  nary  a  cent,  since  if  s  fixed 
against  the  dollar.  Things  are  likely  to  get  worse  for  the  euro  be- 
fore they  get  better.  Most  currency  traders  expect  it  to  climb  to 
$1.30  within  the  next  few  weeks  and  to  $1.40  by  yearend.  No 
wonder  executives  and  policymakers  on  the  Continent  increas- 
ingly fear  that  Europe's  weak,  export-driven  recovery  will  fizzle 
before  it  really  gets  going.  "The  situation  is  becoming  tense," 
says  German  Economy  Minister  Wolfgang  Clement. 

Rule-Bound  Europeans 

THE  LESSON  OF  ALL  THIS  is  that  no  good  deed  goes  unpun- 
ished. The  Europeans  have  been  virtuous,  refusing  to  cut  in- 
terest rates  in  the  face  of  persistent  inflation  and  upholding  the 
G-7's  commitment  to  floating  exchange  rates  by  refusing  to  in- 
tervene to  counter  their  currency's  damaging  rise.  Contrast  that 
stance  to  the  U.S.,  where  policymakers  have  slashed  interest 
rates  to  record  lows  and  all  but  aban- 
doned a  strong-dollar  policy  in  order 
to  boost  exports  and  sustain  growth. 
"Nobody  buys  the  euro  to  invest  in 
European  growth,"  says  Charles 
Gave,  an  analyst  with  GaveKal  Re- 
search Ltd.,  an  independent  research 
house.  "They're  buying  it  because  in- 
terest rates  on  euro-denominated 
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The  Dollar's  Uneven  Dive* 
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bonds  are  higher." 
While  the  U.S.  can 
be  faulted  for  benign 
neglect  of  the  deflat 
ed  dollar,  Japan  de- 
serves more  blame 
for  shamelessly  ma- 
nipulating the  yen- 
dollar  rate.  The  Bank 
of  Japan  shelled  out 
$190  billion  inter- 
vening in  the  curren- 
cy markets  in  2003 
and  says  it  will  spend 
even  more  this  year  if  needed  to  hold  the 
yen  down.  China,  meanwhile,  has  stead- 
fastly resisted  calls  for  it  to  bend  its  yuan- 
dollar  peg,  stuck  for  a  decade  at  8.28  to 
the  dollar.  The  rigidity  of  the  Asian  currencies  means  the  euro 
bears  the  brunt  of  the  dollar  devaluation,  itself  driven  by  Amer- 
ica's huge  $500-plus  billion  annual  trade  deficit  with  the  rest  of 
the  world.  "Some  currencies  that  arguably  should  rise,  can't," 
says  Nick  Parsons,  a  currency  strategist  at  Commerzbank  in 
London.  "The  markets  aren't  able  to  act  where  they  should,  so 
they  act  where  they  can." 

Worse,  the  bulk  of  that  imbalance  in  U.S.  trade  stems  from 
Asian  imports.  If  Asian  currencies  were  allowed  to  rise  freely 
against  the  dollar,  experts  say,  the  euro  would  be  about  10% 
lower  than  it  is  now.  And  the  euro's  rise  will  do  little  to  correct 
the  trade  gap.  "If  anything,"  says  Gave,  "the  euro's  appreciation 
tends  to  increase  global  trade  imbalances  because  it  pushes 
down  the  overall  value  of  the  yen  and  yuan,  making  Asian  ex- 
porters even  more  competitive  than  they  already  are." 

What  should  be  done?  That's  not  clear,  but  the  Europeans 
want  the  problem  high  on  the  agenda  when  G-7  finance  minis- 
ters and  central  bankers  meet  in  Boca  Raton,  Fla.,  on  Feb.  6-7. 
Jean- Claude  Trichet,  president  of  the  European  Central  Bank, 

warned  on  Jan.  12  that  "brutal 
moves"  in  the  exchange  rate  are 
not  "welcome  or  appropriate."  If 
Europe  doesn't  get  some  relief, 
don't  be  surprised  to  see  the  ECB 
reluctantly  join  the  pack  of  cur- 
rency interventionists,  in  what 
would  be  yet  another  blow  to  the 
free  workings  of  markets.  ■ 
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Broadband  is  growing 

at  an  unprecedented  pace. 

Maybe  this  will  give  you 

some  idea  why. 


Opportunity.  Potential.  These  are 
terms  usually  associated  with 
companies  that  have  a  lot  to  prove 
and  little  to  show  for  it.  But  on  rare 
occasion,  opportunity  can  be  used 
to  describe  a  company  that  has 
already  laid  the  groundwork,  made 
the  investments  and  is  well  down 
the  road  to  strong  growth.  That 
company  is  Covad,  and  we're  the 
company  that  built  the  only 
nationwide  broadband  DSL  network. 
The  same  network  that  is  powering 
broadband  for  the  biggest  names 
in  communications.  And  that's  just 
the  beginning,  because  we're 
simplifying  delivery  systems, 
improving  the  customer  experience 
and  providing  a  solid  foundation 
from  which  to  grow.  Broadband  is 
exploding  at  nearly  40%  a  year, 
and  now  that  the  world  has  had  a 
taste  of  high-speed,  there's  no 
going  back.  Covad  is  taking  over 
where  the  Internet  left  off. 


To  learn  more  go  to  www.covad.com 


Making  broadband  better. 


CO  /A"D 


)  2003  Covad  Communications  Group,  Inc.  All  rights  reserved.  Covad  and  the  Covad  logo  are  registered  trademarks  and  Making  broadband  better  is  a  service  mark  of  Covad  Communications  Group,  Inc. 
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The  New  Jersey  Devils  have  won  three  championsmps  in  nine  seaso 
But  before  they  made  hockey  history,  we  were  part  of  their  financii. 
team.  Got  goals?  We  can  assist.  Visit  CIT.com.  We  see  what  you  see. 
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The  Latin  Chill 

May  Get  Even  Frostier 


STONY  SILENCE  GREETED  President  George  W.  Bush  when  he 
declared  to  the  heads  of  more  than  30  Latin  American  nations 
at  a  Jan.  12-13  summit  in  Monterrey,  Mexico,  that  "trade  is  the 
most  certain  path  to  lasting  prosperity."  Instead  of  nodding  in 
I  agreement,  skeptical  delegates  called  for  the  U.S.  to  slash  its 


farm  subsidies  and  open  its  own  market 
more  as  part  of  future  global  and  hemi- 
sphere-wide trade  talks. 

The  defiant  Latin  reaction  highlights 
the  growing  split  between  the  U.S.  and  its 
neighbors  to  the  South.  More  than  two 
years  after  the  attacks  of  September  11, 
2001,  diverted  its  foreign-policy  attention 
from  Latin  America,  the  Bush  Adminis- 
tration is  witnessing  the  consequences  of 
its  neglect.  The  U.S.  trade  agenda  is 
stalled,  Washington's  influence  over  the 
policies  of  debt-burdened  countries  such 
as  Argentina  is  diminished,  and  its  rela- 
tions with  several  regional  leaders  are 
testy.  Mexican  Presi- 
dent Vicente  Fox  is  an 
exception:  He  warmly 
welcomed  Bush  to 
Monterrey.  By  con- 
trast, a  recent  Zogby 
International  poll  of 
Latin  opinion  shapers 
gave  Bush  an  87% 
negative  rating. 

The  core  of  the 
problem  is  that  Latins 
have  stopped  believing 
in  the  American 
agenda.  "U.S.  and  Latin 
priorities  [are]  more 
divergent  than  at  any 
time  since  the  end  of         ^^^^ 
the  cold  war  in  1989,"        ^^^ 
says  Peter  Hakim,  president  of  Inter- 
American  Dialogue,  a  Washington  think 
tank.  For  a  decade,  Latin  nations  followed 
Washington's  advice  to  balance  their 
budgets,  privatize  state-run  companies, 
and  open  their  economies  to  foreign 
competition.  Now,  a  new  generation  of 
left-leaning  leaders  has  concluded  that 
free  trade  rarely  benefits  the  poor— who 
total  half  the  continent's  population. 
They're  searching  for  ways  to  boost 


FRIENDS  OR  FOES? 

Brazil's  Lula  and 
Bush  at  the  Jan. 
12-13  summit 


spending  on  education  and  job  creation 
while  distributing  wealth  more  equitably. 

Argentine  Resistance 

INCREASINGLY,  Latin  America's  leaders 
are  standing  up  to  the  U.S.  Argentine 
President  Nestor  Kirchner  has  been 
openly  hostile  to  Washington,  even  though 
Bush  helped  broker  Buenos  Aires'  debt- 
restructuring  deal  with  the  International 
Monetary  Fund.  It  didn't  help  that  Roger 
Noriega,  the  State  Dept.'s  new  Latin 
America  point  person,  recently  said  he 
doubted  Argentina's  economic  rebound 
would  last.  Now  Kirchner  is  resisting  U.S. 
pressure  to  negotiate 
better  payouts  for 
holders  of  the  country's 
defaulted  bonds. 
Meanwhile,  Brazilian 
President  Luiz  Inacio 
Lula  da  Silva  is 
determined  to  be  a 
counterweight  to 
Washington  on  trade 
issues.  He  wants  the 
U.S.  to  remove 
restrictions  on  key 
Brazilian  exports  before 
he  will  sign  off  on  the  hemisphere-wide 
trade  pact  due  to  be  completed  next  year. 

With  the  U.S.  election  so  close,  Bush 
can't  offer  much  on  trade  without  riling 
industrial  or  farm  lobbies  at  home.  And 
there's  scant  budget  for  additional  aid.  The 
U.S.  could  score  points  by  supporting 
efforts  to  resolve  tensions  in  Venezuela  and 
Colombia.  And  Bush's  new  proposal  to 
provide  legal  residence  for  migrant 
workers  will  improve  relations  with  Fox. 
But  to  really  mend  ties  with  Latin  America, 
Bush  will  have  to  do  more  than  attend 
summits  and  make  nice  with  Mexico.  That 
may  have  to  wait  until  after  November.  II 
-By  Geri  Smith  in  Monterrey 


GLOBAL 
WRAPUP 

SOUTH  KOREANS  FIGHT 
CORRUPT POLS 

COULD  AN  ONLINE  public 
revolt  clean  up  South  Korea's 
rotten  politics?  Activist  group 
People's  Solidarity  for 
Participatory  Democracy  has 
declared  war  on  corrupt 
politicians,  vowing  to 
prevent  them  from  winning 
National  Assembly  seats  in 
parliamentary  elections  on  Apr. 
15.  The  group  plans  to  post  the 
names  of  scores  of  politicians 
with  records  of  corruption  on 
an  Internet  site,  asking  political 
parties  not  to  nominate  them. 
Already,  some  two  dozen 
incumbent  members  of 
Parliament  have  announced 
that  they  will  not  seek 
reelection.  In  recent  months,  a 
state  prosecutors'  investigation 
into  political  slush  funds  has 
resulted  in  the  arrest  of  16 
politicians,  including  associates 
of  President  Roh  Moo  Hyun. 

ANOTHER  BATTLE  OVER 
EUROPEAN  UNION  RULES 

THE  EUROPEAN  Commission 
put  its  credibility  on  the  line  on 
Jan.  13  when  it  asked  the 
European  Court  of  Justice  to 
review  the  controversial 
November  decision  by  European 
Union  Finance  Ministers  not  to 
punish  France  and  Germany  for 
breaking  the  EU's  financial 
regulations.  The  two  countries 
repeatedly  breached  the  Stability 
&  Growth  Pact,  which  sets  strict 
limits  on  budget  deficits  for 
nations  in  the  euro  zone. 
Monetary  Affairs  Commissioner 
Pedro  Solbes  insists  that 
because  the  stability  pact  is  an 
international  treaty,  the  Finance 
Ministers  had  no  right  to  bend 
the  rules,  even  if  doing  so  made 
economic  sense.  But  if  the  court 
doesn't  rule  in  the  commission's 
favor,  the  EC  will  be  severely 
undermined— and  the  validity  of 
other  EU  treaties  and  laws  will 
be  thrown  into  doubt. 
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You  do  a  million 
things  a  day 
without  crashing, 
Why  can't  your 
computer? 


pentium   Zf 


You  spend  time  and  energy  making  sure  you  hire  and  keep  the  best  performing  employees  out  there.  So  how 
can  you  make  sure  that  their  computers  will  keep  up?  With  PCs  that  were  designed  to  reduce  costly  downtime. 
Our  Rapid  Restore"'  feature  lets  users  instantly  begin  to  restore  previously  saved  data  in  case  of  a  virus  attack. 
And  an  Intel  Pentium  4  Processor  with  HT  Technology  on  select  ThinkCentre™  PCs  keeps  things  running  smoothly 
while  multiple  applications  run  simultaneously.  Little  things  that  can  prevent  a  lot  of  headaches  -  and  save  a  lot  of 
billable  hours.  To  learn  more,  visit  ibm.com/pc/think 

Think  performance      ThinkCenfrerw 
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DESPERATE  Ron  Hansen 
has  grappled  with 
insomnia  for  16  years. 
Will  a  pill  be  the  answer? 


pdiso    2ys  are  wreaking 
taxing  the  economy.  Drug 

tunity.  By  Arlene  Weintraub 

Insomnia  has  left  Ron  Hansen  a  desperate  man.  In  the  16  years  since  he  suffered  his 
first  bout  of  sleeplessness,  he  has  tried  seven  different  types  of  mattresses.  He  has 
gulped  down  gallons  of  warm  milk  and  herbal  tea.  He  once  bought  a  dog,  hoping  the 
pooch's  presence  would  calm  him.  Instead,  he  wound  up  watching  his  pet  sleep.  Much 
to  the  annoyance  of  his  wife  and  four  children,  the  45-year-old  Hansen  is  still  up  in  the 
middle  of  the  night,  doing  paperwork  or  shuffling  around  the  house  for  hours,  until  he 
finally  collapses  back  into  bed.  The  days  can  get  ugly,  too.  To  avoid  nodding  off  at  the 
wheel,  Hansen  talks  to  himself  as  he  drives  from  his  home  in  Manalapan,  N.J.,  to 
Xew  York  City,  where  he  works  selling  credit-card  processing  services  to  hotels  and 
restaurants.  He  often  worries  that  crushing  bouts  of  fatigue  after  a  bad  night  make  his 
sales  pitches  less  than  compelling.  And  that  worry  further  fuels  his  insomnia.  "There  is 
nothing  worse  than  knowing  you  have  a  10  a.m.  meeting  with  an  important  client, 
wanting  to  get  a  good  night's  sleep,  and  just  not  being  able  to,"  he  says.  Last  year, 
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Hansen's  quest  for  rest  drove  him  to  participate  in  a  trial  for  Es- 
torra,  an  experimental  sleep  drug  from  Sepracor  Inc.  in  Marl- 
borough, Mass.,  thars  expected  to  hit  the  market  by  midyear. 

Hansen  is  part  of  a  giant  and  growing  class:  worn-out, 
dragged-out  denizens  of  a  sleep-robbed  netherworld.  More  than 
82  million  Americans— nearly  40%  of  the  teen  and  adult  popu- 
lation—suffer from  some  form  of  insomnia,  meaning  they  rou- 
tinely have  trouble  falling  asleep  and  staying  asleep.  Even  for 
those  who  grapple  with  transient  insomnia  a  few  times  a  year, 
the  bouts  of  sleepless  nights  are  an  ordeal,  like  a  bad,  recurring 
flu.  On  the  other  side  of  the  empty  bed  are  countless  people  who 
cheat  on  sleep  so  they  can  squeeze  more  hours  out  of  the  day. 
Only  32%  get  the  recommended  eight  hours  of  shut-eye  on 
weeknights,  according  to  a  2002  poll  by  the  National  Sleep 
Foundation.  They  won't  outgrow  the  problem,  either.  Studies 
show  that  as  we  age,  the  quality  of  our  sleep  deteriorates  (table). 
And  our  wired,  24/7  society  makes  it  worse,  bombarding  us  with 
news  of  mad  cow  disease  and  other  coming  calamities  while 
beckoning  us  late  at  night  to  finish  our  work  online. 

While  we've  been  busy  burning  the  midnight  oil,  scientists 
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have  been  amassing  evidence  that  sleep  deprivation  is  a  haz- 
ardous state.  Insomnia  has  been  fingered  as  a  major  risk  factor 
for  depression,  alcoholism,  and  obesity.  Other  ruinous  effects 
may  be  on  display  right  in  your  office.  Surveys  indicate  that 
nearly  half  of  all  office  workers  sleep  poorly  at  least  a  few  times 
a  week,  and  more  than  65%  confess  that  they  have  trouble  con- 
centrating after  a  sleepless  night,  according  to  the  National 
Sleep  Foundation. 

Now  think  about  the  people  responsible  for  your  safety.  A 
huge  proportion  of  pilots— not  to  mention  policemen  and  doc- 
tors—admit to  making  errors  in  sleep-deprived  states,  according 
to  Alertness  Solutions,  a  consulting  company  in  Cupertino,  Calif. 
"It's  not  as  if  people  are  off  their  game  by  1%,"  says  Mark  K. 
Rosekind,  president  of  the  company.  "They're  way  off."  What's 
more,  all  this  tossing  and  turning  is  putting  a  damper  on  the 
economy.  Sleep  deprivation  costs  $45  billion  a  year  in  lost  pro- 
ductivity, health-care  bills,  and  expenses  related  to  traffic  acci- 


Says  one  researcher:  "Lack 
of  sleep  makes  people  clumsy, 
unhappy  stupid,  and  dead55 


dents— rivaling  the  impact  of  depression,  say,  or  stroke.  As  Stan 
ley  Coren,  a  sleep  researcher  and  psychology  professor  at  tru 
University  of  British  Columbia,  often  preaches:  "Lack  of  sleep 
makes  people  clumsy,  unhappy,  stupid,  and  dead." 

To  the  world's  growth-starved  pharmaceutical  companies 
sleep  deprivation  spells  opportunity.  While  drug  company  execs 
are  aware  that  some  insomniacs  can  be  helped  by  exercise,  diet, 
and  keeping  regular  hours  (page  74),  they  note  that  millions 
aren't  cured  by  such  regimens,  or  can't  stick  to  them.  The  drug 
industry  has  barely  dipped  into  this  pool.  Market  researcher 
Decision  Resources  Inc.  estimates  that  no  more  than  40%  of  in 
somniacs  are  diagnosed,  and  only  half  of  those  are  treated  with 
prescription  drugs.  The  total  market  for  prescription  sleep  aids 

is  a  skimpy  $2  billion  a  year, 
mostly  spent  on  a  single  block- 
buster, Ambien,  from  Paris- 
based  Sanofi-Synthelabo. 

In  pharmaceutical  circles, 
Ambien  is  a  symbol  of  what  one 
sleep  drug  can  achieve.  When  it 
was  launched  in  1993,  it  was 
hailed  as  a  breakthrough  be- 
cause it  promoted  sleep  with 
only  a  minor  risk  of  hangovers 
and  other  side  effects.  As  sales 
took  off,  at  least  a  half-dozen 
companies  began  developing 
novel  sleep  aids,  which  could 
start  hitting  the  market  in  2004. 
Some  exploit  entirely  new  dis- 
coveries about  how  and  why  we 
sleep.  And  all  of  them  claim  to 
improve  on  Ambien's  powers. 
Dr.  Kris  H.  Jenner,  portfolio 
manager  of  the  T.  Rowe  Price 
^  Health    Sciences    Fund,   esti- 

mates that  the  market  for  sleep 
drugs  will  more  than  double,  to 
$5  billion,  by  2010.  "This  mar- 
ket is  set  to  explode,"  he  says. 
Drug  companies  will  make  sure  that  the  sleep-deprived  hear 
their  message.  But  they  have  a  mammoth  task  ahead  convincing 
people  first  that  insomnia  is  a  serious  condition,  and  second  that 
it  can  be  treated  safely  with  drugs.  Historically,  sleep  aids  have 
been  linked  with  addiction,  depression,  and  suicide.  Even  though 
newer  drugs  are  designed  to  avoid  such  troubles,  many  physi- 
cians and  insomniacs  are  frightened  that  there  will  be  unforeseen 
complications.  Insomnia,  in  short,  is  an  enticing  pharmaceutical 
frontier— but  one  with  more  than  its  share  of  treacherous  passes. 

Many  Mysteries 

TO  FORGE  BETTER  REMEDIES  for  sleep  disorders,  scientists 
have  had  to  struggle  with  some  fundamental  mysteries.  We 
spend  a  third  of  our  lives  in  bed,  yet  no  one  has  been  able  to  ex- 
plain the  necessity,  and  bona  fide  scientific  studies  are  barely  a 
few  decades  old.  We  have  learned,  for  example,  that  the  need  for 
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sleep  varies  greatly  by  species  and  is  related  to  physical  size: 
Opossums  snooze  for  18  hours  a  day,  while  elephants  need  just 
three  hours.  Even  where  sleep  is  inconvenient  or  dangerous, 
evolution  provides  work-arounds.  Dolphins,  for  example, 
shutter  only  half  of  their  brains  at  a  time,  remaining  half-awake 
when  they  sleep. 

By  dragging  humans  into  sleep  labs  and  hooking  them  up  to 
monitors,  scientists  have  made  a  handful  of  discoveries  about 
what  the  body  does  when  it's  asleep.  During  the  deepest  phas- 
es of  slumber,  growth  hormone  is  released,  facilitating  cell  re- 
pair and  energy  restoration.  And  much  has  been  observed 
about  REM  (rapid  eye  movement)  sleep,  when  our  eyes  dart 
frantically  beneath  our  eyelids  and  we  dream  vividly  of  talking 
petunias  and  killer  clams  (page  70).  Many  scientists  believe 
REM  and  non-REM  sleep  work  together  to  consolidate  memo- 
ries and  experiences  and  burn  them  permanently  into  our 
brain's  hard  drive.  That  could  explain  why  some  people  wake 
up  and  suddenly  have  a  solution  to  a  problem  that  seemed  in- 
surmountable the  day  before.  But  the  connection  to  sleep  is 
still  unclear. 


The  consequences  of  sleeplessness  are  much  better  under- 
stood. Deprivation  messes  up  the  body's  metabolism,  putting 
insomniacs  at  risk  for  a  host  of  diseases.  In  a  1999  study  at  the 
University  of  Chicago,  healthy  men  who  slept  just  four  hours  a 
night  for  six  nights  suffered  a  30%  shortfall  in  their  ability  to  se- 
crete and  respond  to  insulin— the  hormone  that  regulates  blood 
sugar.  That  large  a  drop  can  be  an  early  warning  of  diabetes. 

Blithering  Idiots 

MORE  RECENT  STUDIES  at  the  University  of  Chicago 
demonstrate  a  possible  link  between  sleeplessness  and  obesi- 
ty. Preliminary  results  show  that  study  participants  who  were 
allowed  just  four  hours  of  sleep  a  night  for  two  nights  suffered 
a  20%  drop  in  leptin,  a  hormone  that  controls  body  weight.  At 
the  same  time,  their  stomachs  produced  20%  more  ghrelin,  a 
hormone  that  makes  people  feel  hungry.  Sleep -deprived  sub- 
jects craved  high-fat,  very  sweet  foods,  and  "their  appetites  in- 
creased beyond  the  extra  calories  they  needed  to  stay  awake," 
says  Eve  Van  Cauter,  a  professor  at  the  University  of  Chica- 


Sleep  Debt  and  Its  Ravages 


Most  adults  need  seven  to  eight  hours  of  sleep  a  night  to  perform  at  their  peak.  Skimp  on  sleep,  and  you  incur  a  debt 
that  can  tax  your  health  and  productivity.  The  toll  for  society  is  growing  each  year: 


Sleep  loss  is  rampant  in  the  U.S. ... 


39% 

of  adults  sleep 
less  than  7  hours 
on  weeknights 


36% 

of  people  over  15 
report  insomnia  at 
least  occasionally 


54% 

of  people  over  55 
report  insomnia 
once  a  week  or  more 


Data:  National  Sleep  Foundation.  Decision  Resources 


...  And  the  problem  will  worsen  as 
the  population  ages... 


Deep  sleep,  as  a  percent 
of  total  sleep  time* 

Age  25  20% 

Age  35-45     5-10% 

Age  60+    under  5% 

•Data  for  men  only 

Data:  University  of  Chicago 


Percentage  of  total  population 

1990  2000 


Age  25-35 
35-45 
Age  60+ 

Data:  US  Census 


17%    14% 
15        16 
17       21 


...Taking  a  toll  on  our  health. 

Recent  studies  suggest  a  strong  link  between  sleep 
loss  and  disease. 

»  Men  whose  sleep  was  restricted  to  four  hours  per  night  for  six 
straight  nights  lost  30%  of  their  ability  to  secrete  and  respond  to 
insulin,  suggesting  a  link  between  sleep  loss  and  diabetes. 

»  Men  whose  sleep  was  restricted  to  four  hours  per  night  for 
four  nights  after  receiving  a  flu  shot  produced  half  as  many  flu- 
fighting  antibodies  as  did  vaccinated  men  who  slept  normally. 

»  Women  who  slept  five  hours  or  less  per  night  over  a  10-year 
study  period  increased  their  risk  of  developing  coronary  heart 
disease  by  30%. 

Data:  University  of  Chicago.  Journal  of  the  American  Medical  Assn. .  Archives  of  Internal  Medicine 


Lack  of  sleep  causes  highway  deaths... 

70,000  Average  number  of  crashes  with  injuries  caused  by 
drowsy  drivers  each  year 

1,550  Average  number  of  fatal  crashes  caused  by  drowsy 
driving  each  year 

51  %  Percentage  of  adult  drivers  who  admit  to  driving  drowsy 

17%  Percentage  of  drowsy  drivers  who  fell  asleep  at  the 
wheel  at  least  once  in  the  past  year 

Data:  National  Highway  Traffic  Safety  Administration,  National  Sleep  Foundation 

...  And  endangers  everyone... 


39% 

Health-care 
workers  who 
have  had  a 
near  miss  or 
accident  at 
work  because 
of  fatigue  in 
the  last  year. 

Data:  Alertness  Solutions 


19% 

Health-care 
workers 
who  report 
worsening 
a  patient's 
condition 
because  of 
fatigue. 


44% 

Law- 
enforcement 
workers  who 
report  having 
taken 

unnecessary 
risks  while 
tired. 


80% 

U.S.  regional 
pilots 
reporting 
that  they 
sometimes 
illegally  nod 
off  in  the 
cockpit. 


...Costing  our  economy  dearly. 


Major  costs  related  to  sleep  disorders,  per  year: 


LOST 
PRODUCTIVITY 

$18 

billion 


HEALTH 
CARE 

$14 

billion 


MOTOR-VEHICLE 
ACCIDENTS 

$13 

billion 


TOTAL 


$45 

billion 


Data:  Harris  Interactive.  Sleep.  National  Highway  Traffic  Safety  Administration 
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go's  medical  school  and  the  director  of  many  sleep  studies. 

Taken  to  extremes,  sleep  loss  can  reduce  us,  at  least  tem- 
porarily, to  blithering  idiots.  In  two  studies  at  the  University  of 
Pennsylvania,  48  healthy  adults  were  split  into  several  groups 
that  slept  four,  six,  or  eight  hours  a  night  for  two  weeks.  All 
the  participants  performed  tasks  that  tested  their  motor  skills 
and  memory.  By  day  14,  the  four-hour  group  made  an  average 
of  14  times  as  many  errors  as  they  did  when  they  took  the  tests 
fully  rested.  The  eight-hour  sleepers  performed  the  tasks  con- 
sistently well— and  actually  got  better  at  them  each  day.  And 
the  six-hour  sleepers,  corresponding  to  the  corporate  every- 
man,  may  as  well  have  been  thoroughly  sleep-starved.  They 
scored  11  times  as  many  errors  as  they  normally  would 
make— about  as  bad  as  a  test  group  that  stayed  awake  for  two 
straight  days. 

But  what  about  the  superhumans  we  all  seem  to  know— the 
co-worker  who  intentionally  gets  five  hours  of  sleep  a  night  yet 
outperforms  everyone  else?  Sleep  experts  say  basic  biology 
eventually  catches  up  with  these  deliberate  sleep  cheaters.  "We 
have  no  evidence  that  CEOs,  astronauts,  or  doctors  are  exempt 
from  the  dangers,"  says  David  R  Dinges,  chief  of  the  division  of 
sleep  and  chronobiology  at  Perm's  school  of  medicine. 

Whether  people  are  cheating  on  sleep  or  succumbing  to  in- 
somnia, the  perils  are  the  same.  Studies  show  that  someone 
who  has  been  awake  for  24  hours  has  the  same  mental  acuity  as 
a  person  with  a  blood-alcohol  level  of  0.1,  which  is  above  the  le- 
gal limit  for  driving  in  most  states.  That  means  an  executive 
who  is  up  all  night  worrying  about  the  quarterly  earnings  re- 


port—or worse,  a  hospital  resident  who  takes  over  in  a  late] 
night  emergency— is  about  as  sharp  as  a  light  drinker  who  sud-| 
denly  downs  four  margaritas.  No  wonder  drowsy  drivers  caust 
70,000  injury  crashes  per  year,  of  which  1,550  are  fatal. 

Narcoleptic  Dogs 

IN  THE  QUEST  TO  UNDERSTAND  and  combat  sleep  disorders] 
researchers  have  made  some  riveting  conceptual  advances.  The}] 
have  noted  that  bad  sleepers  have  higher  metabolic  rates,  heart! 
rates,  and  body  temperatures  than  normal  sleepers.  They  also  I 
consume  more  oxygen  and  secrete  more  of  the  stress  hormone] 
Cortisol.  Even  when  they're  sleeping,  they're  just  more  wound- 1 
up  than  normal  people.  Sleep  experts  call  it  "hyperarousal,"  and] 
most  believe  some  segment  of  the  population  is  simply  bom  that  | 
way— predisposed  to  a  dreadful  life  of  tossing  and  turning. 
"These  people  are  not  neurotic,"  says  Dr.  Tom  Roth,  director  of  I 
the  sleep  disorders  center  at  the  Henry  Ford  Hospital  in  Detroit  J 
"There's  a  physical  element  to  this.  Once  we  fully  understand  it,] 
we'll  get  to  the  day  when  we  can  better  treat  this  as  a  disorder." 
There  are  many  foot  soldiers  in  the  campaign  to  understand 
insomnia.  One  of  them  is  Pepper,  a  six-year-old  Doberman  pin- 
scher  born  with  narcolepsy,  the  puzzling  disorder  that  causes  its 
victims  to  fall  asleep  suddenly.  When  she  plays  in  the  yard  of 
her  home  at  the  Greater  Los  Angeles  Health  Care  Center  in 
North  Hills,  Calif.,  her  hind  legs  periodically  buckle,  her  eyes 
droop,  and  she  stops  in  her  tracks.  Scientists  are  studying  Pep- 
per to  figure  out  what  makes  narcoleptics  drop  off  against  their 


STAGE  1  As  we  begin  to  nod  off,  we  fall  into  the  first-and  lightest-phase  of  non-REM  sleep. 
The  senses  switch  off,  so  we  no  longer  hear  the  light  snoring  of  our  spouse,  nor  do  we  feel 
the  chill  of  the  air  coming  through  the  window.  But  we  can  be  easily  aroused  by  the 
neighbor's  screeching  car  alarm.  Marker:  Low-frequency  THETA  WAVES. 


STAGE  2  Our  breathing  and  heart  rates  even  out,  our  body  temperature  drops,  and  we 
become  increasingly  disengaged  from  our  waking  senses.  Marker:  Brain 
waves  alternate  between  short  bursts  called  SLEEP  SPINDLES  and  k-complex 

sudden,  large  waves  called  K-COMPLEXES. 


Every  night,  we  drift  through 
repeated  sleep  cycles  lasting 
anywhere  from  90  to  120 
minutes.  Each  cycle  ends  in  the 
famous,  dreamy  state  known  as 
rapid  eye  movement,  or  REM. 
The  non-REM  stages  that 
cycle  with  REM  bring 
progressively  deeper  states  of 
unconsciousness.  And  as  the 
night  wears  on.  the  REM  stages 
and  accompanying  dream 
sequences  grow  longer. 


STAGES 3&4  In  the  deepest  phases  of  sleep-also  known  as  slow-wave 
sleep— blood  pressure  falls,  breathing  slows,  and  body  temperature  drops  even  lower. 
These  phases  are  essential  for  restoring  energy,  strengthening  the  immune  system,  and 
prompting  the  body  to  release  vital  growth  hormones.  Marker:  Wide,  slow  DELTA  WAVES. 


REM  Eyes  dart  back  and  forth,  breathing  and  heart  rates  flutter,  and  muscles  are  mostly 
paralyzed.  While  we  dream  vividly  of  performing  gold-medal  dives  at  the  Olympics,  portions 
of  our  brains  may  focus  on  real-world  pursuits:  Solving  problems  from  the  previous  day  and 
burning  knowledge  and  experience  into  long-term  memories.  Marker:  BETA  WAVES. 
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Your  potential.  Oar  passion. 


You  know  what  they  wanted  last  week. 
Do  you  know  what  they  want  today? 

Questions  are  everywhere.  Insight  is  not.  Knowing  your  customers  is  your  job.  Giving  you 
insight  to  help  you  know  your  customers  even  better  is  our  job.  We  offer  a  full  range  of 
business  applications — including  effective  CRM  solutions — to  help  your  business  succeed 
in  an  ever-changing  world.  To  learn  more,  visit  microsoft.com/BusinessSolutions/lnsight 
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will.  Three  years  ago,  simultaneously  with  a  team  at  Stanford 
University,  they  had  a  breakthrough.  They  found  that  a  wake- 
fulness-promoting  neurotransmitter  called  hypocretin  played 
an  important  role  in  the  disorder.  Then,  exploring  the  brains  of 
deceased  people  who  had  suffered  from  the  disease,  North  Hills 
sleep  scientist  Jerome  M.  Siegel  found  that  human  narcoleptics 
lack  most  of  the  neurons  that  produce  hypocretin.  "Here's  this 
chemical  that  was  around  for  hundreds  of  millions  of  years,  yet 
we  had  no  idea  it  was  there,"  says  Siegel,  a  psychology  profes- 
sor at  the  University  of  California  at  Los  Angeles  and  chief 
of  neurobiology  research  at  the  North  Hills  facility.  "It's  possi- 


What's  Ud  Mr.  Sandman's  Sleeve 

B 

These  companies  are  leaders  in  the  race  to  develop  new  sleep  medications. 

COMPANY/SYMBOL 

DRUG  /STATUS 

TARGET 

SEPRACORINC. 

SEPR 

ESTORRA 

Awaiting  FDA 
approval 

Like  Ambien,  the  world's  top-selling  sleep  aid,  Estorra 
enhances  a  neurotransmitter  called  GABA  that 
promotes  sleep.  Sepracor  says  Estorra  may  be  taken 
nightly  for  months  on  end  without  losing  its  effect. 

NEUROCRINE 
BIOSCIENCESINC. 

NBIX 

INDIPL0N 

Phase  3  trials 

Similar  to  Ambien  and  Estorra,  but  with  two 
formulations.  A  time-release  version  may  keep 
patients  asleep  longer,  without  producing  a  hangover. 

TAKEDA 

PHARMACEUTICALS 
NORTH  AMERICA 

RAMELTEON 

Phase  3  trials 

Acts  like  the  popular  supplement  melatonin  but  is 
more  targeted.  Ramelteon  binds  to  receptors  in  the 
hypothalamus  that  regulate  the  body's  internal  clock, 
causing  the  brain  to  shift  into  sleep  mode. 

CEPHALONINC. 

CEPH 

GABITRIL 

Phase  2  trials 

Approved  for  epilepsy,  it  prevents  the  re-uptake  of 
GABA,  the  neurotransmitter.  So  GABA  stays  in  the 
body  longer  than  normal  and  the  subject  stays  asleep. 

AVENTISSA 

AVE 

100307 

Phase  2  trials 

Prevents  the  neurotransmitter  serotonin  from 
interrupting  sleep.  This  may  help  patients  who  can  fall 
asleep  but  can't  stay  asleep. 

PFIZER  INC. 

PFE 

PD-200,390 

Phase  2  trials 

Prolongs  slow-wave  sleep,  the  deepest  phase  of  the 
sleep  cycle,  which  is  believed  to  be  key  in  restoring 
energy  and  promoting  general  health. 

ble  that  hypocretin  might  also  be  quite  important  in  sleep." 
New  insights  into  sleep  pathology  are  certainly  needed.  Vir- 
tually every  drug  on  the  market  today  targets  a  single  neuro- 
transmitter called  GABA  (gamma-amino-butyric  acid),  which 
promotes  sleep  by  preventing  brain  cells  from  firing.  Ambien, 
for  example,  binds  to  receptors  in  the  brain  that  make  GABA 
more  effective.  Older  drugs  on  the  market,  including  valium, 
also  enhance  GABA  activity.  But  by  targeting  specific  subtypes  of 
GABA  receptors,  Ambien  avoids  some  of  the  side  effects  that 
plagued  older  sleep  aids,  such  as  next-day  hangovers,  memory 
loss,  and  clumsiness. 

Halcion  Days 

THE  DRAWBACK  OF  AMBIEN  is  that  it  wears  off  too  quickly  in 
some  patients.  Neurocrine  Biosciences  Inc.  sees  that  failing  as 
an  opportunity.  The  San  Diego  company  has  created  a  time- 
release  version  of  its  experimental  GABA  drug,  called  Indiplon. 
It  also  plans  to  market  a  short-acting  version  so  that  people  who 
wake  up  in  the  middle  of  the  night  can  pop  the  pul  and  get  a 


few  extra  hours  of  shut-eye  without  waking  up  groggy.  Ambien 
is  not  approved  for  those  patients. 

Neurocrine  will  file  for  Food  &  Drug  Administration  approval 
of  Indirjlon  in  early  2004.  And  it  hopes  to  score  another  coup: 
a  label  that  says  Indiplon  can  be  used  nightly  for  months  on 
end— unlike  all  current  sleep  drugs,  which  are  approved  only 
for  short-term  use.  Such  a  label  would  go  a  long  way  toward 
easing  some  of  the  fears  about  the  safety  of  insomnia  drugs. 
Many  physicians  and  patients  were  spooked  by  a  debacle  in  the 
early  1990s  involving  a  drug  called  Halcion.  A  small  group  of 
patients  who  took  it  became  violent  and  delusional,  and  the 
drug  fell  out  of  favor. 

Even  before  Halcion,  the  FDA  was 
jittery  about  sleep  aids.  The  agency 
has  always  classified  this  whole  cate- 
gory of  drugs  as  addictive,  even 
though  many  doctors  argue  that  the 
newer  drugs  are  not.  Either  way, 
health-related  concerns  are  holding! 
back  the  market.  "Fear  is  a  complica- 
tion that  encumbers  the  practice  of 
sleep  medicine,"  says  Dr.  Andrew 
Krystal,  associate  professor  of  psy- 
chiatry and  director  of  the  sleep  re- 
search lab  at  Duke  University  Med- 
ical Center. 

Neurocrine  and  other  companies 
hope  eventually  to  change  the  federal 
regulators'  stance.  And  while  that 
won't  happen  right  away,  the  compa- 
nies are  chipping  away  at  some  of  the 
FDA's  objections.  In  October,  Sepracor 
released  data  showing  that  patients 
who  took  its  experimental  drug,  Es- 
torra, for  six  months  straight  did  not 
build  up  a  tolerance  to  it,  nor  did  they 
suffer  significant  side  effects.  Estorra 
is  under  FDA  review.  The  company  is 
pushing  for  a  label  that  says  it  can  be 
used  for  longer  than  a  week.  Some 
doctors  believe  Estorra  could  usher  in 
a  new  era  for  such  medicines.  "This  is 
the  first  long-term  study  of  a  sleep 
drug,  and  that  will  help  educate  the 
market,"  says  Dr.  William  C.  Dement,  professor  of  psychiatry  at 
Stanford  and  director  of  its  sleep  clinic. 

Changing  regulators'  attitudes  toward  sleep  aids  won't  be  the 
only  hurdle  for  the  makers  of  these  new  products.  They'll  also 
have  to  convince  insomniacs  that  there's  nothing  wrong  with 
taking  sleeping  pills.  To  that  end,  Sepracor  and  Neurocrine— 
along  with  its  Big  Pharma  partner,  Pfizer  Inc.— are  gearing  up 
for  major  direct-to-consumer  advertising  blitzes.  The  strategy 
worked  for  Sanofi  When  it  pumped  $55  million  into  U.S.  print 
and  TV  ads  for  Ambien  in  2002,  annual  sales  of  the  drug 
jumped  to  $1.5  billion,  nearly  twice  the  level  in  2000.  Says  Neu- 
rocrine CEO  Gary  A.  Lyons:  "The  market  is  ripe  for  an  approach 
where  we  reach  out  and  tell  people  there's  something  they  can 
do  to  sleep  better." 

The  total  sleep  market  could  continue  to  expand  as  drugs 
that  reach  beyond  the  GABA  system  come  out  of  the  pipeline. 
Takeda  Pharmaceuticals  North  America  has  developed  a  drug 
called  Ramelteon  that  takes  its  cue  from  a  popular  sleep  sup- 
plement, the  hormone  melatonin.  Both  substances  trick  the 
body's  internal  clock,  triggering  the  brain  to  switch  into  sleep 
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Our  analysts  search  the  world  for 
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you  must  often  travel  the  globe. 
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mode.  But  Ramelteon  is  designed  as  a 
more  potent  trigger  and  could  possibly 
help  individuals  who  don't  respond  to 
melatonin. 

Several  companies,  including  Sanofi 
and  Aventis,  are  developing  drugs  pa- 
tients can  take  to  avoid  waking  up  in  the 
middle  of  the  night.  They  prevent  the 
brain  chemical  seratonin  from  disrupting 
slumber.  Perhaps  more  radical,  some  re- 
searchers aim  to  alter  the  very  architec- 
ture of  sleep.  Pfizer  has  a  compound  that 
slows  down  overactive  synapses  in  the 
brain,  thus  prolonging  the  deepest,  most 
restorative  phases  of  sleep. 

These  new  drugs  will  address  only  one 
slice  of  our  sleep-deprived  society.  There 
are  legions  of  people  who,  because  of  the 
demands  of  their  jobs,  can't  find  time  to 
rest.  That's  a  hot-button  issue  in  many  in- 
dustries. For  example,  in  hospitals  resi- 
dents often  work  more  than  100  hours  a 
week  Many  are  forced  to  stay  awake  for 
more  than  24  hours  straight.  "After  24 
hours,  we  might  be  performing  surgery  on 
someone,"  says  Dr.  Lauren  Oshman,  pres- 
ident of  the  American  Medical  Student  Assn.  (AMSA),  who  will 
begin  her  residency  in  July.  "That's  a  problem."  AMSA  is  lobby- 
ing Congress  to  pass  laws  limiting  workweeks  for  med  students 
and  residents  to  80  hours. 


Disturbing  Questions 

REGULATIONS  MAY  HELP,  but  high-pressure  environments 
will  always  take  a  toll  on  sleep.  Now,  research  on  sleep  disorders 
is  yielding  medications  for  those  who  must  stay  awake  at  all 
costs.  Cephalon  Inc.  of  Westchester,  Pa.,  markets  a  drug,  Provi- 
gil,  that  tricks  the  body  into  believing  it  has  slept  when  it  has 
not.  It  works  by  zeroing  in  on  a  cluster  of  nerve  cells  in  the  brain 
that  trigger  the  awakening  process.  Provigil  produces  less  of  a 
buzz  than  amphetamines  and  is  less  likely  to  become  addictive. 
It's  currently  approved  for  people  with  narcolepsy,  but  the  com- 
pany expects  to  broaden  the  label  to  include  others  who  are 
weary  during  the  day.  Analysts  believe  the  market  for  Provigil 
and  other  upcoming  wakefulness  drugs  will  eventually  top  $1 


Will  people  start 
popping;  sleeping 
ana  waxe-up  pills  as 
if  they  were  aspirin? 


billion  a  year.  And  it's  likely,  they  say,  that 
some  users  will  take  the  drugs  for  pur- 
poses not  sanctioned  by  the  FDA  One  can 
envision,  years  down  the  road,  an  under- 
ground market  of  healthy  adults  who 
think  sleep  is  a  waste  of  time. 

The  scenario  of  whole  societies  pop- 
ping insomnia  and  wake-up  pills  as  if  they 
were  aspirin  raises  disturbing  questions 
Are  drugmakers  so  intent  on  seeding  an 
insomnia  market  that  they  have  grown  in- 
sensitive to  the  hype  their  marketing  cam- 
paigns may  fuel?  And  what  about  the 
long-term  impact  of  messing  with  the 
brain's  natural  sleep  processes?  Un- 
known. Until  drugmakers  can  point  to 
long-term  safety  data,  physicians,  pa- 
tients, and  regulators  can  be  forgiven  for 
harboring  reservations.  "Hormone  re-  ] 
placement  therapy  stopped  hot  flashes, 
but  look  what  happened,"  says  UCLA's 
Siegel,  referring  to  reports  that  surfaced 
last  year  showing  the  popular  menopause 
treatment  increases  women's  risk  of 
breast  cancer.  "We  have  to  prove  it's 
healthy  to  take  sleeping  pills." 
For  millions  of  sleepless  sufferers,  effective  remedies  can't 
come  soon  enough.  Insomniac  Richard  Evans,  who  runs  a 
business  in  Raleigh,  N.C.,  that  creates  indexes  of  technical 
books,  has  endured  stretches  when  he  sleeps  no  more  than  an 
hour  a  night.  He  picks  fights  with  his  wife,  and  once  lost  a 
longtime  client  after  a  petty  argument  he's  sure  would  never 
have  happened  if  he  had  rested.  One  evening,  after  five  sleep- 
less nights  in  a  row,  he  stared  at  the  .44  revolver  in  his  night- 
stand  drawer  and  contemplated  suicide.  "I  looked  forward 
and  saw  a  black  abyss,"  he  says.  Evans,  57,  has  found  some  re- 
lief in  testosterone  injections— a  relatively  new  form  of  thera- 
py. If  s  not  a  lifelong  solution,  but  for  the  first  time  in  a  decade, 
he  says,  "I'm  now  sleeping."  Those  insomniacs  still  left  be- 
hind may  someday  also  discover  that  a  good  night's  rest  is 
much  more  than  a  dream.  ■ 


iu.siiicssWcck  online 


For  additional  stories  on  sleep, 
including  a  Q&A  with  execs  at  Sanofi-Synthelabo,  maker  of  Ambien, 
go  to  www.businessweek.com/magazine/extra.htm 


A  Deep  Sleep  Without  Drugs 


Drug  companies  devising  new  sleep 
potions  no  doubt  would  be  thrilled 
if  insomniacs  all  agreed  to  pop  pills. 
But  in  some  cases,  treating  underlying 
causes  such  as  depression  and  chronic  pain 
is  the  answer.  The  following  behavioral  and 
lifestyle  changes  may  also  help: 
Beware  of  subtle  stimulants:  We  all  know 
caffeine  at  night  can  be  trouble.  That 
includes  chocolate.  But  what  about  alcohol? 
It  may  knock  you  out  when  your  head  hits 
the  pillow,  but  there's  a  rebound  effect  that 
can  wake  you  up  long  before  sunrise. 
Chill  out:  When  you  are  ready  to  fall  asleep, 


systematically  tense  and  then  relax  each 
muscle  in  the  body,  while  at  the  same  time 
focusing  on  slow,  measured  breathing. 
Channel  your  thoughts:  Instead  of 
ruminating  on  the  day's  troubles,  focus  on 
something  absorbing  yet  mechanical,  such 
as  counting  backwards  from  1,000  in 
increments  of  17. 

Bracket  your  worry  time:  Take  a  half  hour 
each  day  to  make  lists  of  your  problems  and 
mull  constructive  solutions.  You  can  edit 
that  list  later-but  don't  bring  it  to  bed. 
Stick  to  your  workout:  It's  impossible 
to  overstate  the  benefits  of  physical 


fatigue  that  comes  from  rigorous  exercise. 
Watch  where  you  rest:  Nappers  love  their 
siestas,  but  doctors  don't  recommend  them 
for  insomniacs  who  actually  have  enough 
time  to  sleep  at  night.  On  the  other  hand,  if 
your  job  truly  impinges  on  your  sleep  time,  a 
45-minute  nap  each  day  will  restore  energy 
and  brainpower. 

Build  up  to  a  full  night's  sleep:  Sometimes 
you  just  have  to  hit  the  reset  button.  Try 
sleeping  just  four  hours  one  night,  then 
increase  your  sleep  time  in  half-hour 
increments  for  the  next  few  days.  Your  body 
may  learn  to  crave  a  full  seven  hours. 


74  I  BusinessWeek  I  January  26,  2004 
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For  the  fastest  way  to  open  large  e-mail  attachments  on 
a  national  wireless  network,  switch  to  AT&T  Wireless. 
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Industries  Autos 


Detroit  Tries  It 
The  Japanese  Way 

Shared  platforms  and  parts  save  time  and 
money,  but  the  Big  Three  are  years  behind 


GENERAL  MOTORS  CORP. 
Vice-Chairman  Robert 
A.  Lutz  had  reason  to 
feel  proud.  Facing  a 
crowd  at  the  Detroit 
auto  show  in  early  Janu- 
ary, he  announced  that 
GM  would  soon  start  selling  the  Pontiac 
Solstice,  based  on  the  handsome  concept 
roadster  that  stole  the  auto  show  two 
years  ago.  And  the  company  would  save 
money  by  reusing  the  skeleton  beneath 
the  Solstice's  sleek  body  for  its  upcoming 
Saturn  coupe— and  maybe  for  the  sporty 
Chevrolet  wagon  called  the  Nomad.  "GM 
is  managing  its  product  development 
more  efficiently  than  ever,"  he  declared. 
It  must  hurt  Lutz's  pride  to  know  that 
Japanese  rivals— especially  Honda  Motor 
Co.— have  outpaced  Detroit  using  this 
same  strategy.  General  Motors,  Ford  Mo- 
tor, and  DaimlerChrysler  have  diligendy 
studied  how  the  Japanese  engineer  more 
cars  for  less  money,  using  a  similar  set  of 
chassis  and  frame  parts  to  create  a  com- 
mon vehicle  architecture,  or  "platform." 
But  the  U.S.-based  carmakers  have  yet  to 
really  master  this  art,  which  involves  as- 
sembling an  attractive  mix  of  cars  and 
sport-utility  vehicles  from  components  al- 
ready in  the  parts  bin.  Says  Wesley  R. 
Brown,  an  analyst  at  Los  Angeles  auto  re- 
searcher Iceology:  "We're  just  beginning 
to  see  the  fruits  of  [Detroit's]  new  systems." 
Failure  to  close  the  gap  with  Japan 
could  hurt  the  Big  Three  down  the  road. 
Consumers  want  the  freshest  models,  and 
Detroit  tries  to  serve  them  by  redesigning 
its  passenger  cars  roughly  every  seven 
years.  But  the  Japanese  have  shortened 
that  vehicle  life  cycle  to  five  years— in  part 
by  relying  on  platform-based  develop- 
ment, which  allows  them  to  conserve 
both  cash  and  engineering  resources. 
Toyota  Motor  Corp.  has  amassed  a  net 


cash  hoard  of  $16.5  billion  and  spends 
$14  billion  a  year  on  research  and  product 
development— twice  what  either  GM  or 
Ford  spends.  These  trends  have  led  to  a 
profusion  of  foreign  models  that  Detroit 
is  unable  to  match.  As  a  result,  U.S.  car- 
makers could  see  their  share  of  the  mar- 
ket drop  from  60.2%  in  2003  to  56.5%  by 
2006,  warns  Iceology.  The  platform  ap- 


Honda's  Reality 

Japan's  most  flexible  carmaker  builds  this  five- 
passenger  SUV,  the  Element,  on  the  same  lines  that 
crank  out  its  top-selling  Civic.  It  also  builds  the  Acura 
R-SX— an  upscale  Civic  with  more  power-on  the 
same  platform,  along  with  the  CR-V,  a  compact  SUV. 


proach,  in  other  words,  is  no  longer  sim- 
ply an  idea  to  explore.  "We  have  to  do 
this,"  says  Philip  R.  Martens,  Ford's 
group  vice-president  for  product  cre- 
ation in  North  America.  "The  market  is 
hypercompetitive." 

NOT  SO  NIMBLE 

BY  SOME  CALCULATIONS,  the  Japanese 
today  are  where  GM  hopes  to  be  in  2005. 
Honda  currently  builds  four  very  different 
vehicles  on  the  Civic  platform  that  it  re- 
designed in  2001.  In  addition  to  the  Civic 
compact,  it  makes  the  CR-v  "cute  ute,"  the 
boxy  Element  SUV,  and  the  Acura  RSX 
sports  coupe.  All  four  were  brought  to 


market  in  the  three  years  following  the  i 
design,   with    combined    sales    hitting 
535,000  last  year.  Toyota  can  work  nearb 
the  same  magic.  It  developed  its  Sienni 
minivan,  the  Lexus  RX  330,  and  the  ] 
lander  crossover  SUV  using  a  modi 
version  of  the  Camry  sedan  platform, 
on  the  other  hand,  only  recently  unveiled! 
plans  to  build  multiple  vehicles  on  its! 
Chevy  Cobalt  compact  platform  (table). 
"The  Big  Three  still  are  not  pushing  the 
envelope,"  says  Joseph  PhiUippi,  president 
of  consultant  AutoSource. 

They  are  learning,  however.  Mo- 
town's  top  brass  used  to  boast  that  near- 
ly every  part  in  an  overhauled  model  was 
different  from  its  predecessor— never 
mind  that  all  those  changes  drove  up 
costs  and  took  time  to  engineer.  In  past! 
decades,  only  a  small  percentage  of! 
parts  were  reused  from  one  generation 
to  the  next.  Now,  Lutz  wants  to  raise  that 
to  40%  to  60%— about  on  par  with  the 
Japanese.  As  GM  develops  the  next-gen- 
eration Chevy  Silverado  and  GMC  Sierra 
pickups  for  2008,  for  example,  it  aims  to 
reuse  much  of  the  existing  platform. 
That  should  cut  development  costs  in 
half,  to  nearly  $3  billion. 

For  Detroit,  such  plans  car- 
ry built-in  frustrations:  Even 
as  GM  saves  money  by  carry- 
ing over  some  parts  on  its 
next-generation  Silverado,  its 
frame  and  the  truck  plants 
aren't  flexible  enough  to  make 
all  the  adjustments  the  de- 
signers want.  At  last  year's 
Detroit  auto  show,  the 
Chevrolet  Cheyenne  pickup 
concept  was  voted  best  truck 
by  a  panel  of  designers.  The 
truck  looked  macho,  with 
high  window  sills  and  a  tall 
bed.  And  the  windshield  was 
pushed  forward,  pulling  up 
the  dashboard  and  leaving 
lots  of  room  in  the  cabin.  GM 
tried  to  make  the  bold  styling  and  ad- 
vanced proportions  work.  But  its  under- 
lying pickup-truck  platform  wasn't  flexi- 
ble enough  to  handle  the  design 
changes.  Lutz  now  concedes  that 
"there's  a  limit  on  how  far  you  can 
change  the  manufacturing  process." 

On  the  bright  side,  GM  is  putting  its 
global  resources  behind  its  platforms, 
mining  its  European  and  Asian  affiliates 
for  vehicles,  engines,  and  architectures 
that  can  deliver  new  cars  to  North  Amer- 
ica. A  few  years  ago,  Lutz  happened  to 
drive  the  Subaru  WRX— one  of  the  best 
low-price  sports  sedans  on  the  market— 
and  loved  its  precise  handling  and  fast 
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£  SATURN  ION 

ntroduced  in  2002,  it's 
the  first  car  built  on  GM's 
compact  platform 


GM's  Plan 

With  the  Japanese  firmly  in  his  sights, 
GM  new-car  czar  Lutz  aims  to  build  three 
models  on  the  same  platform  by  2005. 
This  ambitious  goal  will  help  GM 
maximize  returns  in  the  tough  small- 
car  business.  Even  so,  the  plan  falls 
short  of  what  Honda  is  doing  today. 


S  CHEVROLET  COBALT 

Due  out  in  the  fall  of  2004,  it  replaces 
the  old  Cavalier 


£  CHEVROLET  HHR 

Due  out  in  2005,  this  retro-styled  wagon  will 
compete  with  the  Chrysler  PT  Cruiser 


engine.  GM  owns  20%  of  Subaru,  so  Lutz 
was  able  to  order  up  WRX  parts  quickly 
for  a  car  on  the  drawing  board  at  its 
Swedish  Saab  unit,  the  sporty  9-2X. 

SLOW  PROGRESS 

FORD  IS  ON  THE  SAME  page  regarding 
the  consolidation  of  platforms.  Martens 
learned  about  the  approach  while  work- 
ing at  Ford's  Mazda  Motor  Corp.  affiliate 
from  1999  to  2002.  Since  returning  to 
Ford's  Dearborn  (Mich.)  headquarters, 
he  has  been  on  a  mission  to  limit  need- 
less    reengineering     of 

parts.  Ford  engineers  now      a    i    •      i  ji 

choose  from  among  just  4    A  t)l£  illirCllC, 
steering  wheels  instead  of    TV /|"orY1,  n|oni-c 
contemplating  14,  as  they    IVlcUiy  pialltS 
did    in    the    past.    And 
Martens  has  merged  six 
separate  vehicle-develop- 
ment groups  into  a  single 
team,  speeding  decision- 
making and  encouraging 
parts  sharing.  That  has 
helped  shave  Ford's  vehi- 


just  cant 
accommodate 
all  the  needed 
design  tweaks 


cle-development  time— a  measure  that  is 
independent  of  the  vehicle  life  cycle— to 
21  months,  down  from  29. 

The  idea,  says  Ford  Chief  Operating 
Officer  Nicholas  V.  Scheele:  "Engineer  it 
once,  use  it  often."  And  that  goes  for 
whole  car  architectures.  Over  the  next 
eight  years,  Ford  plans  to  use  the  Mazda  6 
sedan  platform  as  the  base  for  10  new  ve- 
hicles. This  base  will  spawn  the  Ford  Fu- 
tura  family  sedan  and  different  versions 
for  its  Lincoln  and  Mercury  divisions,  as 
well  as  some  future  SUVs  and  minivans. 
That  strategy  will  take 
years  to  play  out,  howev- 
er. At  the  moment,  Ford 
still    makes    its    Taurus 
sedan,  Freestar  minivan, 
and   crossover  SUVs  on 
different  platforms.  Hon- 
da, in  contrast,  builds  its 
Odyssey  minivan  and  Pi- 
lot and  Acura  MDX  SUVs 
on  the  same  platform,  and 
it  will  soon  add  a  pickup 
truck.  And  all  of  these 


share  many  parts  with  the  Accord  sedan. 

Chrysler  is  in  this  game,  too.  Three  years 
ago,  almost  every  one  of  its  vehicles  had  its 
own  platform.  Even  when  the  company 
decided  to  build  the  PT  Cruiser  on  the 
Neon  chassis  in  2000,  Chrysler  couldn't 
reap  the  full  benefits:  Unable  to  assemble 
the  cars  in  the  same  factory  without  mak- 
ing a  huge  investment,  the  company  had 
to  build  the  Cruiser  in  Mexico  and  the 
Neon  in  Illinois.  Now,  Chrysler  Group  CEO 
Dieter  Zetsche  wants  to  base  the  compa- 
ny's entire  fleet  of  cars,  trucks,  and  SUVs  on 
just  four  platforms,  down  from  13.  The 
consolidation  will  help  Chrysler  cut  its  five- 
year  vehicle-development  budget  from 
$42  billion  to  $30  billion,  he  says. 

Can  Detroit  catch  up  with  Japan  on 
versatile  platforms?  With  cars  like  the 
Solstice,  GM  has  shown  that  it  can  create 
attractive  models  on  a  budget  and  spin 
them  into  families.  But  matching  Japan 
on  speed  and  efficiency  is  still  far  down 
the  road.  ■ 

-By  David  Welch,  with 
Kathleen  Kerwin,  in  Detroit 
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The  NYSE:  A 

Thousand  Cuts 

ECNs,  regional  exchanges,  brokerages— 
they're  all  taking  a  piece  of  the  Big  Board 


AFTER  THE  NEW  YORK 
Stock  Exchange  ousted 
Chairman  and  Chief  Ex- 
ecutive Richard  A.  Gras- 
so  on  Sept.  17,  it  didn't 
take  long  for  business  to 
heat  up  at  the  stock- 
trading  venue  Liquidnet.  As  founder  Seth 
Merrin  puts  it,  institutional  traders  sud- 
denly felt  freer  to  bypass  the  Big  Board 
and  kick  business  his  way  with  Grasso  no 
longer  around  to  hassle 
them.  Since  then,  the 
three-year-old  New  York 
firm,  which  matches  buy- 
ers and  sellers  via  the  In- 
ternet, has  more  than 
tripled  its  volume.  Says 
Merrin  about  the  NYSE: 
"Just  because  you  own 
80%  of  the  trading  vol- 
ume now,  doesn't  mean 
you  are  going  to  keep  it." 
Could  this  be  the  Big 
Board's  Waterloo?  With- 
out Grasso's  hardball 
tactics  to  discourage 
traders  from  going  else- 
where, players  from  tiny 
Liquidnet  to  Street  main- 
stays such  as  Charles 
Schwab,  Fidelity  Invest- 
ments, and  Citigroup  are 
starting  to  eat  the  NYSE's 
lunch.  Large  institutions, 
unhappy  with  the  lack  of 
anonymity,  speed,  and 
sometimes  honesty  of 
the  NYSE's  human  spe- 
cialists, are  sending 
more  trades  to  electronic 
alternatives.  And  broker- 
age firms,  less  shy  about 


Losing 

Its  Touch 

The  NYSE's  share  of 
trading  in  its  listed  stocks 
has  slipped  since  it 
ousted  Richard  Grasso  in 
September... 


AUGUST  NOVEMBER 

80.2%     78.5% 


...And  the  trend  shows  no 
sign  of  abating 

■  Schwab,  Citigroup,  and  other 
big  firms  are  matching  more 
trades  internally 

■  A  half-dozen  blue  chips  traded 
on  the  NYSE  will  also  list  on 
NASDAQ,  and  more  could  follow 

■  More  money  managers  are 
using  electronic  exchanges  to 
lower  execution  costs 

■  Regional  exchanges  such  as 
the  Chicago  Stock  Exchange  are 
stepping  up  marketing  efforts 

Data:  BusinessWeek.  New  York  Stock  Exchange 


angering  the  NYSE's  brass,  are  boosting 
their  profits  by  matching  trades  from  cus- 
tomers in-house.  "Under  Dick  Grasso,  the 
NYSE's  power  to  regulate  was  used  as  a 
competitive  weapon,"  says  Jerry  Putnam, 
CEO  of  electronic  exchange  Archipelago, 
where  trading  volume  has  jumped  by  a 
third  post-Grasso.  "The  old  regime  used 
to  threaten  fines  and  intimidate  members 
to  maintain  market  share." 

Thanks  to  Grasso's  chronic  obsession 
with  market-share  sta- 
tistics—he pored  over 
the  previous  day's  fig- 
ures for  the  top  100 
NYSE-listed  stocks  be- 
fore the  market  opened 
each  day— the  NYSE's 
share  of  trading  in  its 
own  listed  stocks  rarely 
dipped  below  80%.  But 
since  he  left,  it  has  been 
below  that  for  three 
months.  "The  furor  over 
Grasso's  compensation, 
combined  with  allega- 
tions of  wrongdoing  by 
specialists,  has  forced  a 
rethinking  of  how  in- 
vestors get  their  trading 
done,"  says  Rob  Hegar- 
ty,  a  securities  and  in- 
vestment research  con- 
sultant at  TowerGroup. 
"This  is  a  watershed." 

So  priority  No.  1  for 
John  A.  Thain— the  Big 
Board's  new  chief  execu- 
tive, who  took  over  on 
Jan.  15— is  to  stop  the 
bleeding.  That's  easier 
said  than  done:  It  could 
be  difficult  for  the  NYSE 


to  win  back  the  customers  who  used  the 
four-month  interregnum  to  shift  business 
elsewhere,  then  found  they  like  the  cost 
savings  and  efficiency.  Some  customers 
are  switching  to  rivals  such  as  Archipel- 
ago, which  began  trading  NYSE-listed 
shares  in  2002.  ArcaEx,  as  it  is  called,  is  a 
former  electronic  communications  net- 
work, or  ECN,  that  became  an  exchange 
after  it  acquired  the  equity-trading  busi- 
ness of  San  Francisco's  Pacific  Exchange. 
If  s  owned  by  Wall  Street  heavyweights 
Merrill  Lynch,  J.P.  Morgan  Chase, 
Lehman  Brothers,  and  others. 

Like  the  NYSE,  archrival  NASDAQ  has 
faced  the  same  pressure  from  upstart  ri- 
vals—and suffered.  It  has  lost  80%  of  the 
trading  in  its  listed  stocks,  mostly  since 
the  Securities  &  Exchange  Commission 
opened  it  up  to  competition  in  1997 
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But  the  chief  problem  for  Thain,  who 
declined  to  be  interviewed  before  he  took 
office,  may  be  that  the  biggest  players 
are  simply  trading  NYSE  stocks  off  the 
exchange  floor.  Brokers  such  as  Schwab 
and  Fidelity  are  sidestepping  the  floor 
and  matching  buy  and  sell  orders  from 
their  own  customers.  That  is  a  serious 
threat  to  the  NYSE:  In  the  fourth  quarter 
of  2003,  Schwab  was  the  biggest  trader 
in  NASDAQ  stocks,  thanks  to  its  in-house 
dealing.  "When  you  go  to  the  NYSE,  it 
can  take  a  considerable  amount  of  time, 
even  if  it's  done  electronically,"  says 
Larry  Leibowitz,  co-head  of  equities  at 
Schwab  SoundView  Capital  Markets  in 
Jersey  City.  "We  can  get  a  better  price  for 
our  customers  internalizing  the  trade." 

Another  big  blow  to  the  Big  Board,  at 
least  in  terms  of  public  relations,  is  the 


Jan.  12  announcement  that,  for  the  first 
time,  six  NYSE-listed  companies  will  add 
a  second  listing  at  NASDAQ.  Already, 
Hewlett-Packard,  Walgreen,  and  Coun- 
trywide Financial  have  signed  up,  and 
NASDAQ  is  going  after  others,  such  as 
American  International  Group.  Robert 
Greifeld,  NASDAQ'S  president  and  CEO, 
says  the  new  climate  will  be  denned  by 
multiple  players.  "What  is  irrefutable  is 
that  monopolistic  structures,  where 
trading  is  pushed  through  a  single 
intermediary,  are  not  viable  long-term," 
he  says.  Corporate  America  agrees.  "I 
think  our  move  will  open  the  floodgates 
for  more  companies,"  says  HP 
spokesman  Brian  Humphries.  "A  tier- 
one  company  tends  to  get  people's  atten- 
tion." Merrill  Lynch  &  Co.  analyst  Colin 
Clark  adds  that  "it's  one  more  strike 
against  the  NYSE  in  the  battle  for  market 
share." 

For  now,  the  pack  of  competitors  nip- 
ping at  the  Big  Board's 
heels  is  inflicting  only 
minor  cuts  and  scratch- 
es. The  211-year-old 
NYSE  is  still  the  domi- 
nant player,  but  the 
move  to  the  exits  could 
quickly  turn  into  a  stam- 
pede. Regulators  are  tak- 
ing a  hard  look  at  the  so- 
called  trade-through 
rule,  which  critics  argue 
protects  the  NYSE's  turf 
artificially.  The  rule  re- 
quires traders  to  route 
orders  to  the  market  of- 
fering the  best  price, 
which  is  frequently  the 
NYSE.  However,  because 
trading  on  the  NYSE  is  so 
much  slower  than  on 
ECNs,  often  the  best 
price  is  gone  by  the  time 
the  order  is  filled.  "You 
can  have  the  best  elec- 
tronic system,  but  the 
trade-through  rule  does-  ^■■■■^m 
n't  allow  you  to  use  it," 
says  John  J.  Wheeler,  senior  manager  for 
equity  trading  at  American  Century  In- 
vestments in  Kansas  City,  Mo.,  which 
manages  $89  billion. 

Wheeler  and  others  are  sure  the  spe- 
cialists' days  are  numbered.  "They're  go- 
ing to  have  to  let  go  of  the  human-based 
auction  market  and  replace  it  with  ma- 
chines," he  says.  "There's  a  growing  un- 
derstanding in  our  industry  of  what  is  ac- 
tually going  on  down  on  the  floor,  and  it 
isn't  pretty."  On  Jan.  8,  Merrill's  Clark 
downgraded  the  No.l  specialist  firm, 


New  CEO 
Thain  has 
to  stop  the 
bleeding. 
That's  easier 
said  than  done 


LaBranche  &  Co.,  to  a  sell.  He  says  that  if 
the  NYSE  moves  toward  an  electronic  or- 
der book,  that  would  hurt  specialists,  who 
earn  80%  of  their  profits  by  handling 
large,  liquid  stocks  that  are  more  easily 
traded  electronically.  But  Michael 
LaBranche,  the  firm's  CEO,  has  heard  it  all 
before.  "The  NYSE  is  always  going  out  of 
business.  It's  just  been  going  out  of  busi- 
ness more  than  usual  lately."  He  says  spe- 
cialists "are  the  reason  the  public  can  in- 
teract in  the  market  in  a  fair  way,  at  a  fair 
price." 

BIG  DEALS 

INDEED,  PLEXUS  GROUP,  a  firm  that  re- 
searches securities  transactions,  finds 
that  trading  stocks  on  the  NYSE  is  al- 
most as  cheap  as  on  any  other  market. 
And  it  credits  the  specialist  system  for 
this.  "Shopping  the  order  has  a  negative 
connotation,  but  the  function  is  to  find 
the  liquidity,"  says  Plexus  Chairman 
Wayne  Wagner.  "It's  an 
art,  and  it's  done  very 
well  on  the  floor  of  the 
exchange." 

Yet  that  argument 
hasn't  kept  traders  from 
defecting  to  Liquidnet 
and  other  similar  venues. 
The  average  commission 
on  a  big-cap  NYSE  stock  is 
4.26<t  a  share,  vs.  4.01$  for 
NASDAQ  stocks,  but  the 
cost  for  an  NYSE  trade  can 
average  45  <t  a  share  if  the 
market  impact  of  delays 
and  missed  trades  are  tak- 
en into  account,  says 
Plexus.  Liquidnet  charges 
just  2<t  a  share,  and 
though  it  still  does  barely 
1%  of  the  daily  volume 
handled  by  the  Big  Board, 
more  than  half  of  its 
trades  are  the  largest 
deals  of  the  day  in  a  par- 
ticular stock,  according  to 
■  NYSE  statistics.  "The 

NYSE  has  made  a  lot  of 
mistakes  in  the  last  couple  of  years,  and 
mistakes  trigger  change,"  says  veteran  in- 
vestor Michael  Price,  who  owns  a  piece  of 
Liquidnet. 

If  the  NYSE  can't  lick  its  newly  ag- 
gressive rivals,  it  can't  join  'em,  either. 
Specialists  who  own  a  sizable  chunk  of 
the  Big  Board  are  unlikely  to  vote  for 
their  own  demise.  Thain's  challenge  is  to 
find  some  middle  road— without  getting 
run  over.  ■ 

-By  Mara  Dei   iovanesian  in  New 
York,  with  Ben  Elgin  in  San  Mateo,  Calif. 
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COMMENTARY 


BY  GARY  WEISS 


Will  this  New  Broom  Sweep  Clean? 

In  his  past  jobs,  NYSE  regulatory  cop  Rick  Ketchum  has  resisted  regulators 


WHATEVER  STRENGTHS 
Richard  A.  Grasso  might 
have  had  in  fending  off 
competitors  to  the  New 
York  Stock  Exchange,  his 
record  as  a  regulator  was  lackluster.  For 
years,  the  exchange  has  been  dogged  by 
allegations  of  lax  supervision  and 
profiteering  by  floor  traders— the  subject 
of  a  Securities  &  Exchange  Commission 

investigation.  A  tough  new  securities  cop  is  clearly  needed. 

On  Jan.  8,  the  NYSE  board  of  directors  announced  its  pick  for 
the  new  post  of  chief  regulatory  officer:  Richard  G.  Ketchum, 
the  53-year-old  former  president  of  the  National  Association  of 
Securities  Dealers  and  NASDAQ. 

Ketchum  certainly  is  well  qualified,  having  served  as  the 
SEC's  chief  of  market  regulation  before  joining  the  NASD  in 
1991.  But  is  he  the  right  man  for  the  job?  In  fact,  Ketchum's 
years  of  faithful  soldiering  during  some  of  the  NASD's  least 
stellar  years,  and  his  tenacious  defense  of  questionable  bro- 
kerage practices,  raise  a  troubling  question:  Is  the  Big  Board 
really  committed  to  a  thorough  housecleaning?  Ketchum's 
hiring  "looks  like  business  as  usual  to  us,"  says  one  skeptic, 
Lawrence  Leibowitz,  head  of  equities  at  Charles  Schwab 
Capital  Markets.  The  NYSE  defends  its  appointment  of 
Ketchum,  with  a  spokesman  calling  him  a  person  of  the 
"utmost  integrity"  who  was  highly  regarded  by  NYSE 
officials. 

Ketchum  was  a  top  NASD  executive  during  a  period  when 
the  NASDAQ  stock  market,  then  owned  by  the  NASD,  was 
mired  in  a  price-fixing  scandal.  He  was  directly  responsible  for 
dealing  with  the  SEC  and  Justice  Dept.,  which  were  investi- 
gating the  accusations.  He  vigorously  defended  the  NASD  pri- 
or to  its  August,  1996,  settlement  with  the  SEC,  in  which  the 
NASD  consented  to  a  censure— and  to  spending  at  least  $100 
million  to  upgrade  its  policing  efforts.  As  was  widely  reported 
at  the  t;me,  settlement  documents  depict  an  NASD,  while 
Ketchum  was  No.2,  that  neglected  its  oversight  responsibility 
and  was  a  cheerleader  for  NASDAQ.  According  to  a  Business- 
Week article  back  then,  only  one  week  before  the  settlement, 
Ketchum  wa  disputing  the  issue  at  the  heart  of  the  probe:  the 
existence  ot  1  "pricing  convention"— in  which  brokers  col- 
luded to  line  rheir  pockets  at  investors'  expense.  However, 
Wall  Street  brokerages  had  already  confirmed  to  the  SEC  an 
ingrained  system  for  widening  the  "spreads"  between  the 
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prices  at  which  investors  bought  and  sold  stocks.  Ketchum 
now  denies  he  made  any  such  last-minute  comments  denying 
price-fbring. 

Ketchum  also  disputes  criticism  that  he  failed  to  cooperate 
adequately  with  the  SEC.  Former  SEC  Chairman  Arthur  Levitt 
Jr.  points  out  that  negotiations  with  the  NASD  in  1996  were 
"very  difficult,"  and  that  feelings  ran  high.  Levitt  and  other  ex- 
regulators  contend  that  the  NASD  antagonized  the  SEC  by  not 
turning  over  information  about  securities  dealers'  collusion  on 
stock  prices.  Says  Levitt:  "I  think  [Ketchum]  was  probably  do- 
ing [former  NASD  CEO  Joseph  R.]  Hardiman's  bidding,  and 
Hardiman  was  stonewalling  the  commission  at  that  time." 
Hardiman  was  traveling  and  not  available  for  comment. 

The  SEC  dustup  put  Ketchum's 
job  in  jeopardy  after  Hardiman  was 
replaced  by  Frank  G.  Zarb.  Accord- 
ing to  Zarb,  Levitt  asked  him  to  con- 
sider firing  Ketchum  and  other  offi- 
cials for  failing  to  cooperate  with  the 
SEC.  Zarb  says  that  Ketchum  was 
found  blameless  but  adds  that  he 
never  looked  into  whether  the  SEC 
was  right  that  the  NASD  improperly 
withheld  information.  Ketchum 
says  he  was  not  aware  his  job  was 
ever  in  jeopardy.  He  adds  that  he 
brought  to  the  NYSE  board's  atten- 
tion that  he  held  a  high  post  at  the 
NASD  during  the  time  its  handling 
of  the  price-fixing  scandal  was 
found  deficient. 

Ketchum  also  proved  to  be  a  loy- 
al—if not  terribly  vigilant— compa- 
ny man  at  the  SEC.  In  1991  his  mar- 
ket regulation  division  was  chided 
by  the  General  Accounting  Office 
for  deficiencies  in  its  supervision  of 
the  stock  exchanges  in  their  over- 
sight of  brokerage  firms'  sales  prac- 
tices. (Ketchum  says  he  doesn't  re- 
call the  GAO  probe.)  As  was  later 
borne  out  by  events— including  micro-cap  scandals  that  began 
on  his  watch— the  GAO  was  right  on  the  mark.  At  the  time, 
Ketchum  vigorously  defended  his  oversight  of  the  stock  mar- 
kets. And  now,  for  better  or  worse,  he's  back  at  one  of  them. 
Perhaps  the  NYSE  board,  in  filling  its  next  big  job— chairman- 
might  want  to  pick  someone  with  an  unblemished  record  of 
achievement  outside  the  securities  industry,  rather  than  yet  an- 
other Wall  Street  apparatchik.  ■ 
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Evan  Trost  has 

a  love  for  the  outdoors 

a  fascination  with  model  planes 

a  residency  in  family  medicine 

and  Tourette  Syndrome. 

Dr.  Evan  Trost  is  a  dedicated  and  committed 
young  M.D.  specializing  in  wellness  and 
preventative  medicine  in  Scottsdale,  Arizona. 
((H))  Patients  -  especially  kids  -  spark  to 
Evan's  openness  and  compassionate  bedside 
manner.  ((H))  Evan  also  happens  to  be  one  of 
the  hundreds  of  thousands  of  Americans  to  have 
been  born  with  Tourette  Syndrome -an  often 
misdiagnosed  and  misunderstood  neurological 
disorder  that's  a  lot  more  common  than  you 
think.  ((H))  You  may  know  or  have  seen  some- 
one with  TS  symptoms  -  they  sometimes  make 
sudden,  often  strange,  physical  movements  or 
vocal  sounds  that  they  just  can't  help.  ((H)) 
People  with  TS  are  not  psychologically  impaired, 
less  intelligent,  obstinate  or  purposefully 
disruptive.  And  contrary  to  what  you  may  have 
heard,  fully  85  to  90  percent  are  notprone  to 
using  inappropriate  language.  ((H))  Research 
continues  to  explore  the  causes  of  Tourette 
Syndrome,  and  hopefully,  the  day  will  come 
soon  when  we  can  find  better  treatments  and 
the  cure.  ((1ft!))  But  until  then,  if  you  come 
across  someone  who  has  TS,  please  remember 
that,  like  Dr.  Evan  Trost,  that  person  has  a 
whole  lot  more. 


Evan  Trost,  M.D. 

2nd  year  Resident,  Scottsdale  Healthcare  (AZ) 
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association,  inc. 


Tourette  Syndrome  Association,  Inc. 

42-40  Bell  Boulevard      Suite  205 

Bayside  New  York  11361 

1  888  4T0URET     http://tsa-usa.org 
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HUNGER  has  serious 

SIDE  EFFECTS. 


And  fighting  hunger  takes  a  serious  effort.   For  the  35 

million  Americans  suffering  each  day,  relief  organizations 

help  provide  more  than  food.  They  provide  people  with 

the  ability  to  function.  And  we  can't  function  without      ^uOti' 

your  help.  Help  us  stop  hunger,  helpstophunger.org    Making  a  difference. 
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The  year-end  BusinessWeek  Investment  Outlook  is  even  more  powerful  online. 
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bonds,  mutual  funds,  real  estate  and  more,  you'll  have  access  to  earnings  forecasts, 

in-depth  analysis,  and  powerful  interactive  features. 
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Scrambling  to  Stem 
India's  Onslaught 

Now  big  Western  service  outfits  have  to 
fight  back  on  both  the  high  and  low  ends 


TWO  YEARS  AGO,  WHEN 
DaimlerChrysler  decided 
to  overhaul  its  computing 
systems,  it  invited  the 
usual  crowd— IBM,  Elec- 
tronic Data  Systems,  and 
other  giants— to  bid  on 
pieces  of  the  job.  But  the  carmaker  also 
opened  the  door  to  a  handful  of  Indian 
newcomers  for  the  first  time.  One  of 
them,  Bangalore-based  Infosys  Tech- 
nologies Ltd.,  won  the  first  $25  million 


chunk  of  the  project.  A  25%  cost  savings 
over  the  giants  helped,  but  what  has  im- 
pressed DaimlerChrysler  since  then  is  the 
quality  of  the  work  Infosys  has  done,  says 
Klaus  Felser,  a  DaimlerChrysler  vice- 
president  for  technology.  The  giant  auto 
maker  now  plans  to  ship  a  large  percent- 
age of  its  tech-service  work  to  India  over 
the  next  five  years. 

Until  recendy,  Indian  service  outfits 
barely  registered  in  the  West.  Now,  Info- 
sys, Tata,  Wipro,  and  others  are  emerging 


as  real  competition  for  the  industry's  be- 
hemoths. Their  ability  to  offer  prices  that 
undercut  Western  adversaries  by  as 
much  as  70%  is  just  the  start.  They're  also 
amassing  the  skills  to  handle  complex 
consulting  projects  and  rapidly  opening 
sales  offices  in  the  West  to  get  face  time 
with  potential  clients.  Their  efforts  are 
paying  off:  Three  years  ago,  just  125  of 
the  top  500  U.S.  companies  placed  work 
with  Indian  companies,  according  to 
Nasscom,  India's  software-services  trade 
association.  Last  year,  that  number  hit 
285,  including  Boeing,  Cisco  Systems, 
and  Lehman  Brothers. 

JIGSAW  PUZZLE 

THIS  CROSS-BORDER  competition  is 
roiling  the  $578  billion  tech-services  in- 
dustry like  never  before.  Confronted  with 
pesky  new  rivals,  giants  such  as  IBM  and 
EDS  are  overhauling  their  operations.  To 
protect  their  flanks  and  remain  competi- 
tive on  the  low  end,  they're  slashing  costs 
by  moving  jobs  to  India,  China,  the 
Philippines,  and  Eastern  Europe.  In  re- 
cent weeks,  Accenture  Ltd.  said  it  may 
hire  5,000  people  in  India  this  year,  and 
IBM  will  hire  more  than  4,000  people  in 
India  and  China.  At  the  same  time,  the 
bigs  are  moving  up  the  food  chain,  boost- 
ing their  technology  innovation  and  con- 
sulting expertise  in  ways  they  believe  the 
Indians  can't  easily  match.  "This  is  the 
biggest  reshaping  of  services  in  decades," 
says  John  Parkinson,  chief  technologist 
for  the  Americas  at  Paris-based  services 
outfit  Cap  Gemini  Ernst  &  Young. 

The  challenge  for  all  the  players— In- 
dian companies  included— is  to  fuse 
Western  and  Asian  operations  into 
smooth-running  global  machines.  The 
industry's  giants  are  expert  at  hand-hold- 
ing customers  yet  are  mere  novices  when 
it  comes  to  providing  low-cost  services 
and  dealing  with  the  cultural  differences 
in  India.  For  Indian  companies,  the  op- 
posite is  true.  Now  the  race  is  on  for  the 
Western  companies  to  fill  in  the  Asian 
pieces  of  the  global  jigsaw  puzzle  while 
their  Indian  rivals  hustle  to  fit  together 
the  Western  chunks. 

Not  all  the  players  will  survive.  "There 
is  bound  to  be  a  shakeout,"  says  Jayant 
Sinha,  a  McKinsey  &  Co.  partner  who  ad- 
vises service  companies.  Some  weak  or 
smaller  players  will  be  takeover  bait  in  a 
business  where  the  top  five  players  still 
control  only  about  20%  of  the  market.  Al- 
ready, computer  makers  Hewlett-Packard 
Co.  and  Dell  Inc.  have  snapped  up  service 
companies  in  recent  months.  Bearing- 
Point  and  Cap  Gemini,  respected  firms  but 
poor  performers  recently,  are  among  the 
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Tech 
Turmoil 

The  iarge  U.S.  tech-services 
companies  are  overhauling 
their  businesses  to  compete 
with  emerging  challengers 
from  India.  Here's  how  three 
top  players  stack  up: 


COMPANY 


IBM  GLOBAL 
SERVICES 

Armonk,  NY. 

ACCENTURE 

Hamilton, 
Bermuda 

INFOSYS 

Bangalore, 
India 


EMPLOYEES/ 
% OVERSEAS 


170,000/7%,  EXCELLENT.  With  its  combination  of  products  and  services 

including  knowhow,  Big  Blue  should  thrive  in  consulting  and  outsourcing. 

6,000  in  India  It  plans  to  hire  more  than  4,000  in  Asia  this  year. 

86,000/1%,  GOOD.  It  is  leveraging  its  vast  global  reach  to  deliver  an  array  of 

including  tech  services.  Business-process  outsourcing  helped  raise 

4,800  in  India  revenues  12%  last  quarter. 

22,000/77%  EXCELLENT.  It's  moving  from  software  development  and 

mostly  in  systems  maintenance  to  consulting  and  systems  integration, 

India  focusing  on  a  handful  of  industries. 


potential  takeover  targets,  analysts  say. 

Who  will  win?  Among  the  U.S.-based 
players,  IBM  and  Accenture  are  most  like- 
ly to  come  out  on  top.  Big  Blue,  already 
the  key  technology  supplier  for  many  of 
the  world's  largest  corporations,  has  the 
advantage  of  being  able  to  offer  cus- 
tomers a  vast  array  of  services,  hardware, 
and  software.  Accenture  not  only  has  a 
solid  start  on  reducing  costs,  with  4,800 
employees  in  facilities  in  India  and  the 
Philippines,  it  can  also  match  the  breadth 
of  IBM's  service  offerings.  Look  for  one  or 
two  of  the  Indian  companies— perhaps 
Infosys,  Tata,  or  Wipro— to  emerge  as 
large  players.  The  handful  of  companies 
that  achieve  both  efficiency  and  innova- 
tion will  dominate  the  next  era. 

Before  they  can  dominate,  though,  they 
need  to  heal  the  wounds  of  the  past  three 
years.  With  demand  slack,  prices  were 
hammered  down  relentlessly.  June  E. 
Drewry,  chief  information  officer  at 
Chicago-based  insurer  Aon  Corp.,  has  re- 
placed most  of  her  late-1990s  service  con- 
tracts, and  she  was  able  to  reduce  her  bills 
by  30%  to  40%.  Prices  aren't  likely  to  re- 
cover soon.  "It's  like  virginity.  Once  you 
lose  it,  you  lose  it,"  says  John  Kirincich, 
director  in  charge  of  information  technol- 
ogy for  North  America  at  Germany-based 
chemical  company  Celanese.  As  a  result, 
the  industry  is  expected  to  grow  just  4.7% 
this  year,  says  Gartner  Dataquest,  vs. 
about  10%  per  year  in  the  late  1990s. 

A  HIGHER  HIGH  END 

IN  RESPONSE,  WESTERN  players  are  try- 
ing to  create  services  for  which  customers 
will  pay  a  premium.  Both  IBM  and  Ac- 
centure harness  their  research  labs  to 
help  consulting  clients.  Accenture,  for  in- 
stance, had  its  researchers  analyze  more 
than  100,000  phone  conversations  to 
help  them  develop  an  automated  phone 
system  for  AT&T  to  handle  calls  from  its 
customers.  The  goal?  To  cut  costs  by  half. 
"So  far,  we're  getting  the  savings,"  says 
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Lou  Delery,  AT&T's  vice-president  for 
operations. 

At  the  same  time,  the  bigs  are  coming 
up  with  strategies  that  take  advantage  of 
their  global  reach,  something  the  Indians 
can't  yet  match.  They  parcel  out  work 
among  existing  offices  in  their  primary 
markets,  moderately  priced  countries 
nearby,  and  a  smattering  of  Asian  compa- 
nies, including  India  and  such  lower-cost 
countries  as  China.  They  divvy  up  the 
work  to  take  advantage  of  not  only  labor 
costs  but  also  language  skills,  time-zone 
convenience,  and  the  immediate  avail- 
ability of  specific  skills— say,  obscure  pro- 
gramming expertise  for  the  pharmaceuti- 
cal industry.  Cap  Gemini,  for  instance, 
last  year  got  a  $500  million, 
10 -year  contract  to  manage 
software  applications  for 
auto -parts  giant  Visteon 
Corp.  It  put  350  people  on 
the  project— portioned  out 
among  Visteon's  Dearborn 
(Mich.)  headquarters  and 
its  own  facilities  in  Ger- 
many, France,  Spain,  Bom- 
bay, and  Kansas  City,  Mo. 

The  trickiest  challenge 
facing  the  industry's  giants 
is  to  quickly  establish  pro- 
ductive operations  in  India.  But  their  mad 
rush  can  cause  its  own  problems.  For  in- 
stance, to  attract  talent,  foreign  compa- 
nies typically  pay  20%  more  than  the  local 
market  rate.  At  the  same  time,  though, 
some  don't  offer  their  Asian  employees 
upward  mobility  or  othei  benefits  they 
want.  The  result  is  that  Western  players 
have  annual  attrition  rates  of  up  to  25%  in 
their  India  operations— about  twice  those 
of  their  Indian  rivals.  When  Sapient 
Corp.  in  Cambridge,  Mass.  started  up  in 
India  in  2000,  it  didn't  understand  its 
new  employees'  commuting  needs,  and  it 
took  two  tries  before  it  got  a  busing  pro- 
gram working.  "People  can  go  to  India 
and  spend  more  money  and  get  less  done 


Slack 

demand  has 
hammered 
prices,  which 
aren't  likely  to 
recover  soon 


because  they  don't  know  how  things  are 
done  there,"  says  Jerry  Greenberg,  Sapi- 
enfs  co-CEO. 

Local  companies  are  already  masters 
at  organizing  efficient  armies  of  software 
programmers.  And  they  have  techniques 
that  allow  them  to  perform  routine  tasks 
with  consistency  and  quality  levels  that 
are  hard  to  beat.  Infosys,  for  instance, 
processes  1  million  job  applications  a 
year,  administers  1,000  entry  skills  tests 
a  day,  and  quickly  winnows  its  appli- 
cants to  the  most  qualified  and  suitable 
for  the  jobs. 

But  the  Indian  players  are  still  far  be- 
hind their  Western  rivals  when  it  comes 
to  anticipating  what  corporations  want. 
In  an  effort  to  change  that, 
they're  trying  to  develop 
business  expertise  in  in- 
dustries ranging  from 
banking  and  retailing  to 
manufacturing  and  energy. 
They're  also  pushing  to 
stay  abreast  of  the  most  ad- 
vanced technologies.  Info- 
sys, for  example,  has  an 
alliance  with  researchers 
at  Massachusetts  Institute 
of  Technology  who  are 
working  on  such  things  as 
radio-controlled  inventory  systems. 

While  the  Indian  companies  have  an 
advantage  now  because  of  their  low 
costs,  analysts  expect  the  Western  com- 
petition to  come  on  strong  over  the  next 
two  years.  The  Indians  have  a  healthy  re- 
spect for  the  Westerners.  "The  beast  has 
awoken— just  as  Netscape  woke  up 
Microsoft"  to  the  Internet,  says  Nandan 
Nilekani,  chief  executive  of  Infosys.  Don't 
expect  the  giants  to  crush  the  Indian 
upstarts,  though.  This  battle  will  have 
winners  from  both  worlds.  ■ 

-By  Manjeet  Kripalani  in  Bombay  and 

Steve  Hamm  in  New  York,  with 

Spencer  E.  Ante  in  New  York  and 

Andy  Reinhardt  in  Paris 
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J&J:  Toughing 
Out  the  Drought 

After  a  stellar  run,  if  s  facing  a  long  wait  for 
the  next  drug  blockbuster-and  stiff  rivalry 


THE 

BUSINESSWEEK 

FIFTY 


ON  MANY  COUNTS, 
2003  was  a  fabulous 
year  for  health-care 
colossus  Johnson  & 
Johnson.  The  company 
that  makes  everything 
from  baby  shampoo  to 
artificial  knees  saw  some  very  healthy  re- 
sults, with  sales  expected  to  rise  an  esti- 
mated 14%,  to  $41.5  bilhon,  and  profits 
pegged  to  climb  18%,  to  $8  bilhon.  A  lot 
of  the  credit  goes  to  Cypher,  J&j's  new 
drug-coated  coronary  stent, 
a  device  to  open  clogged  ar- 
teries, which  has  been  em- 
braced by  surgeons. 
Launched  in  April,  the  tiny 
wire  tube  could  rake  in 
more  than  $1  billion  in  sales 
in  its  first  year. 

Yet  J&j's  share  price  tells 
a  less  sunny  story.  J&J  has 
long  been  a  Wall  Street  favorite.  And  its 
performance  made  it  No.4  on  the  Busi- 
nessWeek list  of  50  best-performing  large 
companies  last  year.  In  the  five  years 
through  2003  its  shares  climbed  23.2%, 
vs.  a  9.5%  drop  in  the  Standard  &  Poor's 
500 -stock  index.  But  the  stock,  recendy 
priced  around  $52,  fell  3.8%  in  2003.  Al- 
though it  was  a  tough  year  for  most  drug 
companies,  J&j's  share  performance 
trailed  such  rivals  as  GlaxoSmithKline 
PLC,  Pfizer  Inc.,  and  Bristol-Myers 
Squibb  Co.  And  it  was  far  below  the  S&P 
500's  26%  runup  last  year. 

CHALLENGES  AHEAD 

INVESTORS  SEE  a  rough  patch  ahead  for 
Johnson  &  Johnson.  With  no  major  new 
product  due  out  before  2006  and  its  com- 
petitors gaining  in  some  of  its  most  prof- 
itable markets,  J&j's  next  two  years  look  to 
be  relatively  lean.  In  2004,  the  consensus 
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estimate  among  analysts  is  that  revenue 
will  grow  only  8  J5%,  with  some  predicting 
a  scant  (for  J&J)  5%  rise  in  2005.  Likewise, 
earnings  growth  in  2004  may  slow  to  only 
11.7%.  J&J  does  not  dispute  the  challenges 
ahead.  Says  CFO  Robert  J.  Darretta  Jr.: 
"We've  been  going  through  a  period  well 
above  historic  averages.  The  next  couple  of 
years  look  tougher."  But  he  believes  that 
by  investing  heavily  in  new  drugs,  getting 
different  parts  of  the  company  to  cooperate 
on  new  products,  and  continuing  to  hunt 
out  solid  acquisitions,  J&J 
"^     can  sustain  its  historical  lev- 

•  els  of  10%  annual  growth  for 

revenue  and  13%  for  earn- 
ings over  the  long  haul. 
No  doubt  J&J  saw  its  cur- 
•  rent  round  of  troubles  com- 
ing. It  began  beefing  up  its 
drug-development  opera- 
tions in  the  late  1990s,  an  im- 
portant move  because  drugs  contribute 
60%  of  operating  profits.  And  in  the  past 
few  years  the  company  snapped  up 
dozens  of  companies  with  promising  com- 
pounds that  it  could  transform  into  block- 
busters. But  a  series  of  bad  legal  and  regu- 
latory breaks,  manufacturing  snafus,  and 
drug  failures  have  combined  to  leave  J&J  in 
a  much  tougher  spot 
than  it  expected. 

Cypher,  for  in- 
stance, stumbled  out 
of  the  gate  last  year  af- 
ter the  Food  &  Drug 
Administration  man- 
dated new  production 
specs,  temporarily 
leaving  J&J  with  too 
few  stents.  The  com- 
pany had  expected 
Cypher  to  grab  70%  of 
the  $3  billion  market 


HEART  SURGERY 

Coronary  stents 
are  a  big  market 
for  J&J 


by  now.  Instead,  it  has  about  one-third. 
J&J  hoped  to  discourage  its  stent  com- 
petitors with  patent  lawsuits.  Instead,  ri- 
val Boston  Scientific  Corp.  has  a  stent 
some  experts  say  is  better  and  could  gar-  f 
ner  60%  of  the  market  after  it  arrives  lat-  o 
er  this  year. 

Meanwhile,  new  drugs  for  diabetes,  flu. 
and  multiple  sclerosis  have  failed  clinical  } 
trials.  And  top-selling  Procrit,  a  $4-billion- 
a  year  drug  that  J&J  had  expected  to  pick 
up  some  of  the  slack  in  these  relatively  lean 
years,  has  had  problems  too.  The  company 


J&J'S 

Action  Plan 

With  no  major  new 
products  on  tap,  the 
health-care  giant  is 
relying  on  other  strategies 
to  hold  off  competition 


ACQUISITIONS 

J&J  has  gobbled  up  34 
companies  in  the  past  5  yea 
and  will  likely  keep  shoppin; 
Risk:  With  the  stock  slumpir 
it's  tougher  to  use  as  curren 
without  diluting  earnings. 
Payoff:  Small  companies  su 
as  Centocor  can  produce 
blockbusters,  like  the  arthril 
drug  Remicade. 
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anceled  late-stage  trials  of  Procrit  among 
nildly  anemic  cancer  patients  last  fall  after 
loctors  found  higher  rates  of  blood  clots  in 
hose  who  used  it.  Potential  lost  sales: 
J1.25  billion.  Meanwhile,  Amgen  Inc.'s 
onger-lasting  anemia  drug,  Aranesp,  is 
;aining.  Says  Jim  Daly,  general  manager  of 
Vmgen's  oncology  business:  "J&J  is  a  very 
;ood  marketing  company.  But  they're  in  a 
ough  spot  now." 

Despite  these  difficulties,  the  mood  at 
he  New  Brunswick  (N.J.)-based  company 
s  calm.  The  only  sharp  edges  in  evidence 


are  those  on  the  sides  of  its  I.M. 
Pei-designed  headquarters 
building.  "We'll  deal  with 
these  external  challenges  as 
we  have  always,"  says  Chris- 
tine A.  Poon,  worldwide  chair- 
man of  J&j's  pharmaceuticals 
group. 

For  one  thing,  that  means 
more  cost-cutting.  J&J  began 
one  of  the  most  sweeping  effi- 
ciency efforts  in  its  history  last 
November,  aiming  to  save  $1 
billion  over  the  next  two  years 
for  drug  development.  In 
a  Nov.  17  internal  memo 
to  employees,  two  phar- 
maceutical-group execu- 
tives wrote:  "To  secure 
our  future,  we  must  take 
steps  now  to  ensure  that 
our  cost  base  is  competi- 
tive and  that  we  have  ade- 
quate funding  to  invest  in 
our  most  promising 
growth  opportunities." 
J&J  is  centralizing  back-  ^m 
office  operations  at  its 
five  largest  drug  companies 
and  merging  purchases  to  gain 
pricing  power.  J&J  will  also  of- 
fer early  retirement  to  about  1% 
of  its  112,000  employees. 

The  money  that's  saved  will 
largely  go  into  a  search  for  big 
new  drugs.  J&J  today  spends 
50%  of  its  drug-development 
funding  on  new  compounds,  vs.  only 
20%  five  years  ago.  (The  rest  goes  to- 
ward finding  new  uses  for  existing 
drugs.)  And  advanced  computer  tech- 
nology that  analyzes  genetic  data, 
among  other  functions,  has  yielded  sev- 
eral promising  compounds.  But  the  first 
new  products  likely  to  emerge  will  target 
small  groups  and  fall  far  short  of  the  $1 
billion-a-year  blockbuster  threshold. 
One  near-term  possibility  is  Zarnestra,  a 
drug  to  fight  adult  leukemia  that  is  still 
in  trials.  Yet  that  market  is  fairly  limited. 


ManyJ&J 

brands 

are  under 

siege, 

slowing 

profits 


/  DRUG  USES        CUTTING  COSTS 


ore  existing  drugs  to  new 
■epilepsy  drug  Topomax, 
imple,  now  treats 
mes.  Risk:  Old  drugs 
or  different  medical 
ions  still  need  FDA 
val— never  a  sure  thing, 
f:  These  "line  extensions" 
ill  well,  helping  to  boost 
je  growth. 


With  200-plus  units,  back-office 
operations  are  merging,  while 
centralized  purchasing  will 
increase.  Risk:  Morale  could 
suffer,  and  units  could  lose  focus 
on  products  and  customers. 
Payoff:  J&J  may  save  $1  billion  in 
two  years-funds  that  it  will  use 
in  the  development  of  badly 
needed  new  pharmaceuticals. 


TEAMWORK 

Workers  will  cross  divisional  lines 
to  develop  products  and  drug- 
delivery  systems,  including 
treatments  for  stroke,  diabetes, 
and  schizophrenia.  Risk:  Some 
parochial  operating  companies 
may  resist  cooperation. 
Payoff:  Teamwork  between 
pharma  and  device  divisions  led 
to  the  billion-dollar  coronary  stent. 


The  company  is  also  encouraging 
employees  in  its  famously  decentralized 
realm  to  cross  company  lines  to  spur 
product  development.  The  aim  is  to 
replicate  the  success  of  Cypher,  which 
drew  on  both  device  and  pharmaceutical 
units  within  J&J.  The  company,  for  ex- 
ample, is  working  on  combining  slow- 
release  technology  from  one  unit,  Alza 
Corp.,  with  the  antipsychotic  drug 
Risperdal,  acquired  with  Centocor  Corp. 
in  1999.  The  new  compound  will  ease 
side  effects  and  encourage  patients  to 
take  the  drug.  Other  cross-divisional 
teams  are  tackling  dia- 
betes and  stroke. 

J&j's  promising  med- 
ical devices  include  a 
new,  less  invasive  hip-re- 
placement device,  a  syn- 
thetic spinal  disk,  and  a 
stent  that  props  open  ar- 
teries in  the  neck  to  ward 
off  strokes.  If  that  carotid 
stent  is  approved  in  the 
first  half  of  2004,  as  ex- 
™  pected,  it'll  be  the  first  of 

its  kind.  Although  the  de- 
vice is  not  likely  to  ramp  up  sales  as 
quickly  as  the  more  widely  used  Cypher, 
J&J  sees  it  eventually  generating  $1  bil- 
lion in  annual  revenues.  Of  course,  the 
competition  is  close  behind:  Nemesis 
Boston  Scientific  is  also  developing  a 
carotid  stent. 

In  the  past,  J&J  would  simply  buy  new 
products,  but  even  that's  becoming 
harder.  Over  the  last  five  years,  it  spent 
$24  billion  to  acquire  34  companies,  us- 
ing its  marketing  muscle  to  turn  their 
products  into  blockbusters  as  it  did  with 
arthritis  drug  Remicade  from  Centocor. 
But  all  of  Big  Pharma  is  now  seeking 
new  drugs,  making  acquisitions  more 
costly.  And  with  J&j's  share  price  down, 
paying  for  companies  becomes  more  ex- 
pensive and  runs  the  risk  of  diluting 
earnings.  Finally,  there  are  few  acquisi- 
tions that  can  make  a  big  difference  in  so 
large  a  company. 

J&J  says  its  growth  this  year  will  come 
from  existing  products,  line  extensions  of 
drugs  such  as  Topomax,  developed  for 
seizures  and  now  used  to  treat  migraines, 
and  a  newly  acquired  congestive-heart- 
failure  drug,  Natrecor.  But  analysts  say 
that  won't  be  enough  to  offset  the  expect- 
ed decline  in  sales  of  top  products.  Until 
profits  from  new  drugs  and  devices  kick 
in,  the  health- care  whizzes  of  New 
Brunswick  might  do  well  to  keep  the 
Tylenol  handy.  ■ 
-By  Faith  Arner  in  New  Brunswick,  N.J., 
withArlene  Weintraub  in  Los  Angeles 
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BEX  Say  Hello  to 
The  Competition 

Family-run  Radio  One  is  poised  to  launch 
a  rival  TV  network  aimed  at  black  viewers 


c. 


was 


WHEN  ALFRED 
Liggins  III 
growing  up  in 
Washington,  D.C., 
he  would  ride  in 
the  back  seat  of  his 
mother's  beat-up 
green  Chevy  Nova  as  she  ferried  talk 
show  guests  to  and  from  her  struggling 
AM  radio  station  WOL.  Without  the  mon- 
ey to  hire  staff,  mom  Catherine  L.  Hugh- 
es did  nearly  everything  at  WOL— from 
manning  the  switchboard  to  hosting 
morning  drive  time.  To  save  money  on 
rent  after  the  station's  bankers  repos- 
sessed her  car,  she  and  Alfred,  her  only 
child,  would  even  sleep  in  the  office. 

Two  decades  later,  Hughes  and  Liggins, 
now  chairperson  and  CEO,  respectively,  of 
67-station  Radio  One  Inc.,  the  nation's 
seventh-largest  radio  chain,  are  a 
long  way  from  those  touch-and- 
go  days.  On  Jan.  19,  their  TV 
One  LLC  debuts,  a  new  cable- 
TV  network  targeting  African 
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Americans.  A  joint  venture  with  No.  1  ca- 
ble operator  Comcast  Corp.,  TV  One  is  tak- 
ing on  the  venerable  Black  Entertainment 
Network,  until  now  the  only  cable  channel 
aimed  at  this  key  audience.  For  Liggins, 
38,  it  is  the  first  step  in  building  a  multi- 


ALL  IN  THE  FAMILY 


TUNING  IN  Liggins     media    empire 
wants  to  create  a      the  Lanham  (MH  I 
Univisionfor  based   Radio 

African  Americans     «We  have  the  oPL 
^^™"  tunity    to     be 

African  American  media  what  Univisio  y,\ 
has  become  in  Hispanic  media,"  he  says 

Moving  from  radio  into  TV  is  a  form 
dable  challenge,  but  Liggins  says  he  has  ? 
plan:  Offer  programming  that  is  mor c 
adult-oriented  than  bet's.  TV  One's  nei l 
shows  will  include  a  lifestyle  prograr  ■ 
"Living  It  Up  with  Patti  LaBelle,"  realit  v 
show     "Gospel     Challenge,"  featurin  ■ 
face-offs  between  gospel  choirs,  and   ,f- 
town  hall  program  hosted  by  lawye 
Johnnie  Cochran  and  conservative  com  jl 
mentator  Armstrong  Williams  that  wi  « 
delve  into  such  topics  as  reparations  foil 
slavery.  Throw  in  some  sit-com  rerun  y 
like  "Good  Times,"  and  Liggins  thinks  h  X 
has  the  goods  to  lure  viewers  from  BET  n 
something  other  entrepreneurs,  like  mu 
sic  impresario  Quincy  Jones,  have  at  1 
tempted  and  failed  to  do  in  the  past. 

While  the  success  of  Radio  One  has  lon|l£ 
been  associated  with  scrappy,  outspokei  _ 
founder  Hughes,  TV  One  is  clearly  Liggiru 
baby.  "Alfred  has  taken  the  world  of  blacl 
entrepreneurship  to  a  higher  level,"  sayF 
Hughes,  56,  the  daughter  of  a  jazz  tromr 
bonist  and  waiter  turned  CPA.  She  says  shl  ^ 
wanted  to  own  a  radio  station  to  give  he  % 
people  a  voice.  But  her  ebullient  Whartoi  \ 
MBA  son  has  his  eyes  on  a  different  prizt i 
"I  would  have  gone  happily  ever  after  paj,  ffi 
ing  off  that  one  radio  station  so  Fd  neve  B 
be  threatened  by  lenders  again,"  say  *" 
Hughes.  "But  Alfred  got  me  to  see  th«  ° 
light:  You  grow  or  you  go." 

And  grow  they  did,  snapping  up  6t * 
more  stations  for  $2  billion.  The  path  ha.'  1 
been  bumpy  on  occasion.  Along  with  oth  * 
er  radio  outfits,  Radio  One  was  accused  o  ^ 
being  influenced  by  independent  musu f 


Catherine  Hughes  & 

Alfred  Liggins  III 


JOB  Hughes,  Chairperson,  Radio 
One;  Liggins,  CEO 

BORN  Hughes  in  1947,  Liggins  in 
1965,  both  in  Omaha 

CAREER  HIGHLIGHTS  Hughes 
launched  Radio  One  in  1980  with 
purchase  of  WOL-AM  in 
Washington,  D.C.  Alfred  became 
Radio  One  CEO  in  1997. 


EDUCATION  Hughes  attended 
Creighton  University  and  University 
of  Nebraska  at  Omaha;  Liggins, 
Wharton  Business  School,  MBA 

DUES  PAID  At  WOL,  Hughes 
initially  did  everything  from  manning 
switchboards  to  being  an  on-air  host. 
She  made  son,  Alfred,  get  a  job  at  12 
cleaning  rabbit  cages  at  a  pet  store. 


unoters  hired  by  the  labels.  Liggins 
s  it  picks  its  own  programming.  And 
vas  dinged  in  the  press  for  handing 
loans  to  top  officers,  which  Liggins 
-s  was  properly  reported. 

RONG  SUPPORT 

>W  LIGGINS  IS  READY  for  the  next 
apter:  taking  on  Robert  L.Johnson,  a 
rsonal  friend  and  the  billionaire 
inder  of  Washington-based  BET, 
Tied  by  media  giant  Viacom.  Liggins 
3t  had  the  idea  for  a  new  channel  in 
99  after  he  noticed  blacks  had  one 
outlet  in  BET  and  Hispanics  nearly 
a  half-dozen.  He 
was  rebuffed  re- 
peatedly by  poten- 
tial partners  until 
Comcast  came 
knocking.  From 
the  start,  Comcast 
founder  Ralph 
Roberts  and  son, 
CEO  Brian,  took  a 
liking  to  Hughes 
and  Liggins.  "The 
Roberts  see  a  little 
of  themselves  in 
says  Amy  Banse,  a  Comcast 


Tie  heft 
fpartner 
x)mcast 
rill  give 
^VOnea 
lead  start 


|iese  two, 
fcecutive. 

I  For  a  40%  stake,  Radio  One  is  invest- 
lg  $74  million  over  the  next  four  years. 
V  One's  CEO,  Jonathan  Rodgers,  says 
e'll  attract  advertisers  with  more  afflu- 
nt  viewers  age  25-to-54;  bet's  median 
udience  age  is  21.  What's  more,  Radio 
)ne,  with  revenues  of  about  $300  mil- 
on,  can  use  knowhow  from  its  urban 
adio  programming  to  draw  TV  One 
iewers— not  to  mention  taking  advan- 
age  of  the  stations  it  owns  in  22  mar- 
ets,  including  Los  Angeles  and  Phil- 
delphia,  to  promote  the  new  channel. 
IBS  analyst  Timothy  Wallace  predicts 
he  network  will  break  even  in  five  years 
<r  less,  impressive  for  a  startup.  Even  so, 
lET  CEO  Johnson,  with  78  million 
lomes  receiving  his  channel,  says:  "We 
lon't  see  them  as  competition." 

Johnson  may  live  to  eat  those  words, 
specially  as  the  feisty  Liggins  takes  on 
nore  responsibility.  Today,  whenever 
ler  son  starts  a  new  project,  Hughes 
okes  that  he's  "throwing  Mama  from 
he  train."  But  she  acknowledges,  too, 
hat  it's  time  to  start  letting  go.  "In  a 
amily  business,  often  a  parent  doesn't 
now  when  to  move  out  of  the  way,  and 
hat  stifles  the  growth  of  the  company," 
he  says.  With  TV  One,  Liggins  takes 
light— if  only  to  feather  the  nest  that 
aunchedhim.  ■ 

-By  Catherine  Yang  in  Lanham,  Md. 


Management  Leadership 


MONEY  SPINNER 

Blankfein's  units 
brought  in  much 
of  the  firm's  profit 


The  Man  Goldman 
Is  Banking  On 

Lloyd  Blankfein.,  the  new  No.  2,  is  a  star  in 
the  markets.  Can  he  rally  the  whole  bank? 


LLOYD  C.  BLANKFEIN  IS 
probably  one  of  the  few  vice- 
chairmen  on  Wall  Street 
who  wears  a  pager  to  moni- 
tor real-time  currency  and 
commodity  prices.  He  still 
walks  the  trading  floors— 
and  chats  late  into  the  night  over  his 
BlackBerry  with  employees  about  the 
global  markets.  "Sometimes,  I  make  the 
mistake  of  going  to  bed  at  2  a.m.  and 
wake  up  at  4:30  a.m.  and  there  will  be  17 
messages  from  him,"  says  Gary  Cohn, 
co-head  of  fixed  income,  currency,  and 
commodities  at  Goldman,  Sachs  &  Co. 


That  drive  and  attention  to  detail  en- 
abled Blankfein,  the  son  of  a  Brooklyn 
postal  worker,  to  become  the  first  in  his 
family  to  go  to  college.  He  went  on  to 
rocket  up  the  ranks  of  Goldman,  where 
his  trading  operations  brought  in  much 
of  the  firm's  profits  last  year. 

But  will  Blankfein  be  able  to  keep 
Goldman  the  gold  standard  for  invest- 
ment banking  as  the  markets  and  merg- 
ers pick  up  again?  On  Jan.  15,  Blankfein, 
49,  was  scheduled  to  become  Goldman's 
president  and  No.  2  to  CEO  Henry  M. 
Paulson  Jr.  Blankfein  has  earned  the  re- 
spect of  insiders  for  his  ability  to  inte- 
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grate  the  firm's  equities,  fixed-income, 
commodities,  and  currencies  businesses. 
Now,  it  will  be  his  job  to  implement  Paul- 
son's vision  of  offering  a  sophisticated  fi- 
nancing solution  to  any  problem.  But 
Blankfein  will  need  the  allegiance  of  the 
firm's  bankers,  many  of  whom  have  not 
worked  for  a  boss  who  came  up  through 
trading  since  Jon  S.  Corzine,  a  former 
bond  trader  who  is  now  a  U.S.  senator 
from  New  Jersey,  lost  to  Paulson  in  a 
1999  power  struggle. 

BRAIN  DRAIN 

THE  MOST  PRESSING  question  for  many 
on  Wall  Street  is  whether  Blankfein  can 
plug  Goldman's  brain  drain.  In  recent 
years,  the  firm  has  been  run  by  a  trio  who 
all  hailed  from  the  banking  side— Paulson 
and  co-COOs  and  Presidents  John  A. 
Thain  and  John  L.  Thornton.  Paulson  & 
Co.  gave  Goldman's  bankers  a  lot  of  rope. 
In  turn,  they  maintained  Goldman's  hold 
on  the  top  spot  in  mergers  and  acquisi- 
tions. Last  year,  it  advised  on  roughly  a 
third  of  deals  announced  worldwide, 
worth  $393  billion,  estimates  Thomson 
Financial.  "They  were  a  terrific  team," 
says  Blankfein. 

Today,  though,  both  Thornton  and 
Thain  are  gone:  Thornton  retired  last 
March  to  become  a  professor  at  Tsinghua 
University  in  Beijing,  and  Thain  was 
named  CEO  of  the  New  York  Stock  Ex- 
change in  December.  "Thain's  departure 
is  the  worst  thing  for  Goldman  Sachs," 
says  a  senior  banker  at  a  rival  firm  who 
asked  not  to  be  named.  "He  has  a  pair  of 
safe  hands  and  is  highly  respected." 

Blankfein  has  already  demonstrated 


GOLD  STANDARD 


his  skills  as  a  leader.  In  April,  he  was 
named  to  Goldman's  board  of  directors 
after  honing  one  of  the  most  competitive 
fixed-income,  currency,  and  commodity- 
trading  divisions  on  Wall  v  Street.  It 
brought  in  $5.6  billion,  or  35%,  of  the 
firm's  revenues  last  year.  Blankfein 
earned  $20  million  in  2003. 

Still,  Blankfein  is  an  enigma  to  many 
of  Goldman's  bankers.  As  they'll  find  out, 
he's  not  your  typical  Wall  Street  starched ' 
shirt.  Blankfein  got  himself  through 
Harvard  University  on  financial  aid  and 
now  co-chairs  the  university's  financial- 
aid  task  force.  Unlike  many  bankers,  he 
is  not  afraid  to  admit  to  colleagues  that 
he's  nervous  about  his  new  job  or  that  he 
got  into  Goldman  through  a  back  door. 
The  firm  rejected  him  when  he  inter- 
viewed in  the  1980s.  Later,  Goldman  ac- 
quired J.  Aron  &  Co.,  where  Blankfein 
was  a  gold  coin  and  bar  salesman.  That 
said,  Blankfein  has  little  reason  to  try  to 
rein  in  Goldman's  hotshots.  "I  take 
comfort  from  having  colleagues  who  are 
the  best  in  the  industry,"  he  says.  He  has 
few  rivals  in  his  knowledge  of  how  mar- 
kets work.  Nor  in  his  intensity:  When  on 
vacation  with  his  wife  Laura,  a  former 
corporate  lawyer,  the  history  buff  often 
takes  five  books  along. 

If  successful,  Blankfein  may  be  the 
next  in  line  for  Paulson's  job— although 
the  CEO,  at  57,  is  not  expected  to  retire 
anytime  soon.  In  the  meantime,  Blank- 
fein has  to  assure  Goldman's  bankers 
that  they're  still  in  good  hands— but 
without  squeezing  too  hard.  ■ 

-By  Emily  Thornton  in  New  York, 
with  Stanley  Reed  in  London 


Lloyd  C.  Blankfein 

He  got  his  start  on  Wall  Street  as 
a  salesman  of  gold  coins  and  bars 


BORN  Sept.  20, 1954,  Bronx,  NY. 

UPBRINGING  Father  sorted 
mail  at  the  U.S.  Post  Office; 
mother  was  a  receptionist. 

EDUCATION  BA  in  social 
studies,  Harvard  College,  1975; 
JD,  Harvard  Law  School,  1978. 

NEW  POSITION  President  and 
chief  operating  officer  of 
Goldman  Sachs. 

FIRST  JOB  Corporate  tax 
lawyer  at  the  firm  of  Donovan, 
Leisure,  Newton  &  Irvine. 


FINANCE  CAREER  Joined  J. 

Aron  &  Co.  as  a  gold-coin 
salesman  in  1982.  Became  a 
commodities  salesman  at 
Goldman  Sachs  after  it  bought  J. 
Aron  that  year.  Promoted  to  vice- 
chairman  in  2002,  after  running 
the  fixed-income,  currency,  and 
commodities  division. 

WHAT  HE'S  READING  In  An 

Uncertain  World  by  Robert  Rubin 

FAMILY  LIFE  Married  to  Laura, 
a  former  corporate  lawyer,  for  20 
years;  two  sons  and  a  daughter. 


Education 


Ethics  101 
For  CEOs 

Don't  laugh—plans 
are  in  the  works 


AMID  THE  HAND-WRINGIN< 
over  corporate  scandals,  th 
Business  Roundtable  has  un 
veiled  an  initiative  to  trai) 
the  nation's  CEOs  in  the  fine, 
points  of  ethics.  But  experts  wonder  : 
these  old  dogs  can  be  taught  new  tricks 
The  Roundtable's  plan  is  certainly  am 
bitious:  The  association  of  top  CEOs  wil 
start  an  ethics  institute  at  the  Dardei 
Graduate  School  of 
Business  Adminis-  f^Viti/r»c 
tration  at  the  Uni-  ^11Li^ 
versity  of  Virginia  ggy  GXCCS 
to  conduct  research,  J 

develop  a  B-school    BTC  tOO  Set 
ethics      program,    •      fL     * 
and  lead  seminars.    U-l  UltH 
"As  the  chief  ethics    -\*7Q-\7C 
officers  at  our  com-  J 

panies,  we  know 
setting  and  main- 
taining the  highest  ethical  standard 
starts  at  the  top,"  says  Henry  A  McKin 
nell,  the  group's  chairman  and  Prize 
Inc.'s  CEO.  "This  effort  will  support  busi 
ness  leaders  to  maintain  a  cutting-edge 
culture  of  ethical  business  practices." 

Maybe,  maybe  not.  The  institute  wil 
tap  some  of  the  best  minds  in  the  U.S.— 
professors  from  Harvard  Business 
School,  Wharton,  and  other  top  B- 
schools.  But  governance  experts  sa> 
teaching  corporate  ethics  is  a  tough  as- 
signment. They  suggest  case  studies  ex- 
ploring the  consequences  of  real -life  be- 
havior. Says  Sarah  B.  Teslik,  executive 
director  of  the  Council  of  Institutional 
Investors:  "If  packaged  right,  it  could 
create  the  conditions  for  a  'there  but  foi 
the  grace  of  God  go  I'  epiphany." 

The  problem:  By  the  time  most  CEO 
become  CEOs,  they're  pretty  set  in  their 
ways.  Says  B.  Espen  Eckbo,  founding  di 
rector  of  the  Center  for  Corporate  Gover- 
nance at  Dartmouth  College:  "You  can- 
not teach  ethics  to  a  55-year-old  CEO 
with  a  big  ego."  Let's  hope  he's  wrong.  ■ 
-By  Louis  Lovelle  in  New  York  and 
Amy  Borrus  in  Washington 
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i  v  e    wireless 


reless 


The  most  important 

technology  event 

of  the  year 


work    wireless 


CTIA  WIRELESS  2004 

is  the  only  show  in  the  industry  with  record  numbers 
of  wireless  product  announcements.  This  show  is  a 
virtual  mecca  of  consumer  hardware  and  cutting- 
edge  applications.  CTIA  was  the  first  to  cultivate, 
embrace  and  advance  the  mobile  entertainment 
industry.  This  show  will  have  the  strongest 
representation  from  the  mobile  entertainment 
industry  to  date,  with  an  expo  dedicated  solely  to 
the  latest  products  and  services  in  mobile  gaming, 
music,  video,  accessories  and  fashion. 

Look  at  what  CTIA  WIRELESS  2004  has  to  offer 
in  Consumer  Products  &  Services: 

Mobile  Entertainment  eXpo  -  a  20,000  sq.  ft. 
show  within  CTIA  WIRELESS  highlighting 
wireless  gaming,  music  and  accessories. 

■  The  most  wireless  product  announcements  and 
demos  on  a  400,000  sq.  ft.  show  floor 

■  High  Tech  Meets  High  Fashion  -  an  explosive, 
visually  charged  runway  fashion  show  displaying 
wireless  wearables  and  fashion  accessories. 

■  Accessories  Pavilion  -  a  showcase  of  the  hottest 
in  consumer  wireless  accessories 

Wireless  Widgets  -  a  collection  of  the  newest 
handsets  and  hardware  that  have  not  yet  hit  the 
market 


Celebrating  Success! 
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John  T.  Chambers 

President  &  CEO 

Cisco  Systems 
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Scott  McNealy 

Chairman  &  CEO 
Sun  Microsystems.  Inc. 


Russell  Simmons 


Chairman  &  CEO.  Rush  Communications. 
Co-founder  &  Chairman.  Def  Jam  Records 
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The  Cream  # 
f  the  Crop  in 
utual  Funds 

f\fter  the  tough  times  and  the  scandals,  this  year's  Scoreboard  will  come 
n  especially  handy.  BY  LAUREN  YOUNG 


GOOD  MUTUAL  FUNDS  MAKE  money  in  bull 
markets— but  the  best  ones  also  don't  lose 
too  much  when  times  are  tough.  Unfortu- 
nately, many  equity-fund  investors  learned 
that  lesson  the  hard  way  in  the  past  five  years. 
Sandwiched  between  the  booms  of  1999  and 
2003  were  three  exceedingly  dismal  years  for 
stock-pickers.  That's  why  BusinessWeek's  19th  annual  Mutual 
Fund  Scoreboard  is  even  more  valuable  this  year.  From  a  list  of 
3,517  funds,  we've  identified  a  select  group  that  earned  the  best 
returns  for  the  least  risk  during  these  crazy  five  years.  To  be 
rated,  a  fund  must  have  at  least  five  years'  history.  We  measure 
each  fund's  monthly  performance  for  the  past  60  months. 

When  a  fund  fails  to  beat  the  return  for  U.S.      of  the  entire  Scoreboard  can  be  found 


Treasury  bills,  it  earns  negative  marks, 
which  are  then  subtracted  from  the  total  re- 
turn. We  then  rerank  the  funds  on  these  risk- 
adjusted  results.  Only  183  funds  ended  up  on 
the  A  list  for  overall  performance.  We  then 
reran  the  ratings  for  each  category  of  funds, 
such  as  large-cap  growth,  small-cap  value,  or 
real  estate.  The  result:  171  funds  rated  A 
when  compared  with  their  peers.  The  Score- 
board, which  starts  on  page  94,  features  all 
funds  with  at  least  one  A  rating  (72  of  the 
funds  have  two  As).  An  interactive  version 


at  http://bwnt.businessweek.com/ 
mutual_fund/.  Next  week,  well  look  at  the 
best  bond  funds. 

Prepared  for  BusinessWeek  by  Standard 
&  Poor's,  the  Scoreboard  also  contains 
important  fund  details,  especially  fees 
and  expenses.  Those  subjects  have  been 
grabbing  headlines  lately,  and  investors 
need  to  pay  attention  to  these  costs.  Still, 
our  analysis  shows  there  is  no  strong  cor- 
relation between  highly  rated  funds  and 
low  fees.  However,  we  do  find  that  the 


worst-rated  funds,  those  getting  Fs,  usu- 
ally have  the  highest  expenses.  That's  in 
part  because  funds  with  poor  perform- 
ance have  fewer  assets,  while  high  fixed 
costs  eat  into  the  overall  returns. 

CAUTION  SIGNAL 

YOU'LL  FIND  A-LIST  funds  run  by  man- 
agement companies  that  have  been 
swept  up  in  the  recent  mutual-fund  trad- 
ing scandals.  Those  include  offerings 
from  Heartland  Advisors,  Janus  Capital 
Group,  Invesco  Funds,  and  Strong  Capital 
Management.  If  you  are  considering  an 
investment  in  one  of  these  companies' 
funds,  proceed  with  caution.  Some  of 
these  fund  companies  have  had  high 
redemptions  which  could  hurt  fund 
performance. 

The  Scoreboard  contains  data  on  cash 
holdings:  a  position  of  10%  or  more  could 
mean  managers  are  having  a  tough  time 
putting  money  to  work  and  may  close  the 
fund  to  new  investors.  The  Turner  Micro 
Cap  fund,  for  example,  invests  in  tiny, 
illiquid  public  companies,  but  the  fund 


BusinessWeek  online 


For  interviews  with 
fund  managers,  see  www.businessweek.com/ 
magazine/extra. htm,  and  for  complete  results 
of  more  than  5000  funds,  go  to 
http://bwnt.businessweek.com/mutual_fund/ 
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The  Big  Funds 

Here's  how  BusinessWeek  rates  the  heavyweights-the  largest  equity  funds  by  assets. 

FUND                                                                                    ASSETS      OVERALL  AVG.  ANNL        INVESTMENT     v       CATEGORY 

BILLIONS   RATING      TOT.  RETURN*  CATEGORY                  RATING 

Vanguard  500  Index  Inv. 

$71.9 

C- 

-0.6 

Large-cap  Blend       B 

Fidelity  Magellan 

65.0 

C- 

-1.1 

Large-cap  Blend      C 
Large-cap  Value    ■  B 

Investment  Company  of  America  A 

55.1 

c 

4.5 

Washington  Mutual  Investors  A 

52.1 

c 

3.7 

Large-cap  Value       C 

Growth  Fund  of  America  A 

45.4 

B 

7.3 

Large-cap  Growth     A 

S&P's  Depositary  Receipts 

37.6 

C- 

-0.7 

Large-cap  Blend      C 

Fidelity  Contrafund 

35.0 

C 

3.3 

Large-cap  Growth     A 

Income  Fund  of  America  A 

29.6 

B 

6.9 

Domestic  Hybrid      B+ 

Fidelity  Growth  and  Income 

29.2 

C- 

-0.9 

Large-cap  Blend      C 

Europacific  Growth                              28.0       C 

•1999-2003.  appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 

5.4 

Foreign                  B 

Data:  standard  &  Poor's 

closed  to  new  investors  in  March,  2000, 
when  assets  hit  $250  million.  "In  the 
small- cap  arena,  your  level  of  outperfor- 
mance  decreases  with  a  higher  asset 
base,"  says  manager  Frank  Sustersic. 
Other  A-rated  funds  no  longer  open  in- 
clude Fidelity  Low-Priced  Stock,  Wasatch 
Micro  Cap,  and  Dodge  &  Cox  Stock.  But  if 
there's  a  closed  fund  you  would  like  to  in- 
vest in,  keep  an  eye  on  it:  They  often  re- 
open, sometimes  for  very  short  periods. 

Our  A  list  is  a  starting  point— not  a 
definitive  buy  list.  You  need  to  consider 
why  a  fund  is  on  the  list.  For  instance, 
you'll  find  high-frying  precious-metal 
funds  earning  As  for  overall  returns, 
which  isn't  a  surprise,  since  gold  was  a 


hot  sector  during  the  bear  market.  Such 
funds,  though  they  can  add  value  to  a 
portfolio,  are  not  core  investments. 

That's  why  you  need  to  look  for  diversi- 
fied funds  that  earned  competitive  risk-ad- 
justed returns  in  a  tough  environment 
such  as  the  A-rated  $1.9  billion  Jensen 
Fund.  It  slightly  underperformed  its  peers 
in  2003  but  outpaced  the  large-company 
growth  group  by  more  than  10  percentage 
points,  with  a  7.7%  annualized  gain  over 
the  past  five  years.  (The  Standard  &  Poor's 
500-stock  index  was  negative  during  this 
period,  with  a  -0.6%  average  annual  re- 
turn.) Jensen's  highly  concentrated  portfo- 
lio focuses  on  companies  that  have  deliv- 
ered a  15%  return  on  equity  over  the  past 


We  manage 
risk  by 
making 
sure  that 
we  invest  in 
quality 
businesses 
that  sell  at 
low  prices.55 

-David  Herro, 

Oakmark 

International  Fund 


decade:  That  narrows  the  field  to  abo 
110.  Co-manager  Robert  G.  Millen  says 
this  formula  hones  in  on  high-quality  com 
panies  that  perform  well  over  the  long  - 
haul.  Among  the  fund  holdings  are  Stryk- ! 
er,  a  leading  maker  and  distributor  of  or-  ! 
thopedic  implants   and  other  medical  : 
devices,  and  MBNA,  a  credit-card  power 
house.  "We  have  a  different  mentality  from 
other  money  managers,  who  are  in  and  out  ; 
of  companies,"  says  Millen. 

UP  THE  MIDDLE 

THE  SCOREBOARD'S  DATA  on  portfolio 
turnover  will  help  you  identify  other  funds 
with  a  long-term  view.  Like  Millen,  Susan  * 
I.  Schottenfeld,  co-manager  of  the  A-rated  : 
$816  million  TCW  Galileo  Value  Opportu- 
nities fund,  uses  a  disciplined  process  tof 
find  investments  that  may  take  years  to  pay  i 
off.  "We  are  building  a  portfolio  of  turn 
arounds,"  says  Schottenfeld,  who  is  also 
co-manager  of  the  A-rated  Touchstone 
Emerging  Growth  Fund.  Her  specialty  is 
midsize  companies  with  strong  balancer 
sheets  and  cash  flow  that  are  poised  for  a  fc< 
rebound.  One  position  she  has  consistent- 
ly added  to  for  the  past  few  years  is  retail-  i 
er  J.C.  Penney.  Although  the  stock  has  un- 
derperformed the  S&P  500,  she  has  held 
on  because  she  sees  value  in  the  company's 
Eckerd  drugstore  unit 

While  they  work  for  separate  divisions 
of  TCW,  Schottenfeld's  colleague  Diane  Jaf- 
fee,  who  runs  the  $53  million  TCW  Galileo 
Opportunity,  shares  that  contrarian  ap- 
proach. And  like  many  other  A-team 
members,  she  won't  buy  a  stock  just  be- 
cause it's  cheap  or  out  of  favor.  "The  rea- 
son we  avoided  the  Tycos  and  Adelphias  is 
because  we  focus  on  historical  valuations," 
including  price-to-book,  price-to-cash- 
flow, and  price-to-sales,  Jaffee  says.  That 
helped  her  avoid  financial  stocks  and  in- 
stead led  her  to  invest  almost  20%  of  the 
small-company  value  fund  in  beaten-up 
basic  material  stocks  such  as  copper  pro- 
ducer Phelps  Dodge.  Now  she's  taking 
profits  in  those  industrial  stocks. 

Diversification  is  key.  The  A-rated 
$200  million  Al  Frank  Fund  owns  more 
than  400  stocks  in  a  multitude  of  indus- 
tries. The  eclectic  value  portfolio  runs 
from  deep  cyclicals  like  recycler  Wellman 
and  aluminum  giant  Alcoa  to  tech  com- 
panies like  Apple  Computer,  Novell,  and 
American  Software.  What  they  have  in 
common,  says  co-manager  John  Buck- 
ingham, is  strong  balance  sheets  and,  for 
many,  a  large  wad  of  cash.  The  fund 
earned  24%  on  average  for  the  past  five 
years  and  was  profitable  in  all  but  2002. 

Diversified  funds  that  fared  best  in  2003 
tended  to  invest  in  small,  speculative 


92  |  BusinessWeek  I  January  26.  2004 


Large-compa- 
stocks— and  the 
lids  that  invest  in 
»m— trailed  the  mar- 
t  in  2003,  but  many 
erts  think  they'll 
ine  in  2004.  John  C. 
lompson,  manager  of  the  $964  million 
ompson  Plumb  Growth  Fund,  says 
ere  is  "much  more  value  in  the  biggest 
id  bluest  chips."  That's  why  you'll  find 
izer,  Freddie  Mac,  American  Interna- 
)nal  Group,  and  Johnson  &  Johnson  in 
s  portfolio. 

Blue  chips  are  also  enticing  investors 

rerseas.  David  Herro,  portfolio  manag- 

of  A-rated  Oakmark  International  and 

lakmark  International  Small  Cap,  seeks 

lem  abroad.  He  shies  away  from  specu- 

tive  emerging  markets  in  favor  of  es- 

iblished  global  pharmaceuticals  such  as 

akeda    Chemical    Industries,    Glaxo- 

mithKline,      and      Aventis.      "Drug 

lipelines  are  improving,  the  population 

eeps  growing  older  [and  less  healthy], 

nd  share  prices  are  very,  very  low,"  Her- 

o  says.  "All  three  of  [these  stocks]  fit  our 

alue  criteria:  They  sell  at  a  low  price 

nd    have    a    good-quality    cash-flow 

;tream." 

Managing  risk  in  international  funds 
an  be  tricky.  First,  there's  currency  risk, 
>ut  that  has  helped  returns  lately  as  the 
lollar  sank.  In  addition,  details  on  some 
:ompanies  are  hard  to  come  by,  and 
lading  in  smaller  markets  can  be  diffi- 


!■ 


We  are 
building  a 
portfolio  of 
turnarounds.55 


-Susan  I.  Schottenfeld, 

portfolio  manager  of 

TCW  Galileo  Value 

Opportunities  Fund 


cult.  "When  the  music  stops, 
you  don't  want  to  end  up  hold- 
ing something  illiquid.  [You] 
can't  get  out  of  these  things  for 
love  or  money,"  says  Julian 
Mayo,  co-manager  of  the  A-rat- 
ed U.S.  Global  Investors  Eastern  Euro- 
pean Fund.  That's  why  he  invests  most- 
ly in  the  bigger  companies  in  his 
markets. 

In  less  familiar  markets,  having  a  pro 
watch  your  money  really  counts.  Mayo's 
fund  is  only  six  years  old,  but  he  has  been 
an  emerging-markets  specialist  for  12 
years.  The  Scoreboard  uses  a  darkened 
head-and-shoulders  icon  to  recognize 
managers  with  at  least  a  decade's  experi- 
ence. (The  outline  version  of  the  icon  in- 


dicates a  manager  change  in  the  past 
year.)  Among  the  veterans  are  the  co- 
managers  of  Vanguard  Primecap  Fund, 
Howard  Schow  and  Theo  Kolokotrones. 
Samuel  A.  Lieber,  portfolio  manager  of 
the  Alpine  Real  Estate  Fund,  has  been  at 
the  helm  for  10  years. 

A  manager's  long  tenure  doesn't  guar- 
antee a  great  return.  But  you  might  sleep 
a  little  better  knowing  your  investment  is 
in  experienced  hands.  ■ 

-With  Kate  Hazelwood  in  New  York 


The  Fund  Categories 

eturns. 

AL  TOTAL  RETURN* 

Tough  as  the  past  five  years  were,  the  average  fund  beat  the  Standard  <* 

AVERAGE  ANNUAL  TOTAL  RETURN- 

*  Poor's  500.  International  funds 

CATEGORY 

earned  even  better  r 

AVERAGE ANNU 

CATEGORY 

2003 

2001-2003 

1999-2003 

1994-2003 

2003 

2001-2003 

1999-2003 

1994-2003 

Precious  Metals 

55.2 
32.1 
37.5 

45.7 

21.5 

3.2 

Japan 

39.8 

-5.5 

3.8 

0.8 

Natural  Resources 

4.1 
16.2 

14.7 
14.3 

10.6 

11.0 

World 

34.4 

-2.7 

3.6 

8.0 

Real  Estate 

Foreign 

38.0 

-2.0 

3.4 

5.5 

Diversified  Emerging  Mkts 

57.5 

14.1 

14.1 

1.0 

Mid-cap  Growth 
Domestic  Hybrid 

35.8 
19.5 

-8.2 
1.0 

3.4 
3.2 

8J9 

8.2 

Small-cap  Value 

43.7 

14.3 

13.4 

12.6 

Pacific/Asia  ex-Japan 

52.2 

11.5 

12.1 

-2.0 

Large-cap  Value 

28.3 

-0.2 

3.1 

10.3 

Small-cap  Blend 

42.5 

8.0 

11.1 

11.2 

Europe 

41.6 

-0.6 

2.4 

8.3 

Latin  America 

63.9 

7.1 

10.7 

1.6 

Large-cap  Blend 

Utilities 

Technology 

26.4 

-4.3 

-0.3 

9.6 

Mid-cap  Value 

36.6 

8.7 

10.7 

11.3 

22.6 
58.5 

-9.3 

-0.7 

6.7 
12.7 

Mid-cap  Blend 

37.0 

3.9 

8.8 
8.8 

11.7 

15.0 

-16.1 

-25 

Financial 

33.8 

6.7 

Large-cap  Growth 
Communications 

28.1 
38.3 

-9.4 
-15.4 

-2.5 

8.4 

Health 

30.8 

-6.5 

8.1 

13.0 

-4.4 

7.3 

Small-cap  Growth 

45.1 

-2.0 

7.0 
6.0 

8.5 
11.0 

International  Equity 

40.4 

1.0 

5.5 

5.9 

All  cap 

35.7 

0.1 

All  Equity 

U.S.  Diversified  Equity 

S&P  500 

•Appreciation  plus  reinvestment  of  divdends  and 

33.8 
33.4 

-0.2 
-1.4 

4.8           9.1 

4.1            9.8 

-0.6           11.1 

Data:  Standard  &  Poor's 

Miscellaneous 

22.0 

4.4 

5.2 

9.8 

International  Hybrid 

27.6 

3.6 

5.1 

8.2 

28.7          -4.0 

capital  gams  before  taxes 

Diversified  Pacific/Asia 

40.8 

1.2 

4.6 

-0.2 
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Equity  Fund  Scoreboard  * 


How  to  Use  the  Tables 

BUSINESSWEEK  RATINGS  Overall  ratings  are 
based  on  five-year,  risk-adjusted  returns.  They  are 
calculated  by  subtracting  a  fund's  risk-of-loss  factor 
(see  RISK)  from  historical  pretax  total  return. 
Category  ratings  are  based  on  risk-adjusted  returns 
of  the  funds  in  that  category.  The  ratings: 


A    SUPERIOR 
B+  VERY  GOOD 
B    ABOVE  AVERAGE 
C    AVERAGE 


C- BELOW  AVERAGE 

D   POOR 

F    VERY  POOR 


These  tables  list  A-rated  funds.  For  others  go  to 
http://bwnt.businessweek.com/hiutuaLfund 


MANAGEMENT  CHANGES  A  indicates  the  fund's 
manager  has  held  the  job  at  least  10  years; 
a  &  indicates  a  change  since  Dec.  31, 2002. 

S&P  500  COMPARISON  The  pretax  total  returns 
for  the  Standard  &  Poor's  500-stock  index  are  as 
follows:  2003, 28.7%;  three-year  average  (2001- 
2003),  -4.0%:  five-year  average  (1999-2003), 
-0.6%;  10-year  average  (1994-2003),  9.8%. 

CATEGORY  Each  U.S.  diversified  fund  is  classified 
by  market  capitalization  of  the  stocks  in  the 
portfolio  and  by  the  nature  of  those  stocks.  If  the 
average  market  cap  is  greater  than  $10  billion,  the 
fund  is  large-cap;  from  $2  billion  to  $10  billion, 
mid-cap;  less  than  $2  billion,  small-cap.  All-cap 


t 


funds  are  those  that  don't  follow  a  fixed- 
capitalization  policy.  "Value"  funds  are  those 
whose  stocks  have  price-to-earnings  and  price-|W 
book  ratios  lower  than  the  average  of  the  stocks 
their  market  capitalizations.  "Growth"  funds  hav  t 
higher  than  average  p-e  and  p-b  ratios.  "Blend" 
funds  are  those  in  which  the  ratios  are  about 
average.  Hybrids  mix  stocks  and  bonds,  and 
possibly  other  assets.  World  funds  generally 
include  U.S.  stocks;  foreign  funds  do  not.  Sector 
and  regional  foreign  funds  are  as  indicated. 

SALES  CHARGE  The  cost  of  buying  a  fund.  Man 
funds  take  this  "load"  out  of  the  initial  investment 
and  for  ratings  purposes,  returns  are  reduced  b) 
these  charges.  Loads  may  be  levied  on  withdrawa 
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T5! 


B 


FUND/SYMBOL 


OVERALL  RATING 


CATEGORY 


RATING       SIZE 


FEES 


2003  RETURNS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 

ASSETS 
SMIL. 

%CHG. 
2002-2003 

SALES 
CHARGE (%) 

EXPENSE 
RATIO  (%) 

PRE- 
TAX 

AFTER-  ' 
TAX      I 

ABNAMROVEREOUS  AGGRESSIVE  GROWTH  N  VERDX 

Small-cap  Growth 

B+ 

473.3 

48 

No  load 

1.40' 

44.5 

44.5     P 

AFBA  FIVE  STAR  U.S.A.  GLOBAL  INSTITUTIONAL  AFGLX 

Large-cap  Growth 

39.4 

21 

No  load 

L08 

37J5 

375     - 

AIM  BASIC  VALUE  A  GTVLX 

B* 

Large-cap  Value 

3544.9 

32 

5.50" 

L33' 

33.8 

33.8 

AIM  OPPORTUNITIES  1 A  ASCOX 

Small-cap  Growth 

B+ 

250.1 

33 

5.50" 

0.72* 

39.2 

39.2 

AIM  OPPORTUNITIES  II A  AMCOX 

B+ 

Mid-cap  Growth 

92.2 

-3 

5.50" 

L07* 

29.6 

29.6 

AIM  REAL  ESTATE  A  IARAX 

Real  Estate 

253.3 

146 

4.75" 

1.72* 

392 

38.0 

AXP  PRECIOUS  METALS  A  INPMX 

Precious  Metals 

C- 

79.8 

90 

5.75" 

157* 

59.6 

56.3 

AEGIS  VALUE  AVALX 

Small-cap  Value 

B+ 

425.0 

144 

No  load 

L50 

35.8 

35.1 

ALPINE  REALTY  INCOME  &  GROWTH  Y  AIGYX 

Real  Estate 

199.2 

257 

No  load 

L46 

33.8 

3L6 

ALPINE  U.S.  REAL  ESTATE  EQUITY  Y  EUEYX  X 

Real  Estate 

138.1 

308 

No  load 

1.72 

82.0 

80.5 

AM  ERIC  AN  A  ADVANTAGE  SMALL  CAP  VALUE  INSTL.  AVFIX 

Small-cap  Value 

883 

273 

No  load 

0.82 

5L8 

50.8 

AMERICAN  CENTURY  GLOBAL  GOLD  INV.  BGEIX 

Precious  Metals 

740.6 

129 

No  load 

0.69 

46.7 

46.0 

AMERICAN  CENTURY  REAL  ESTATE  INV.  REACX 

Real  Estate 

B+ 

255.6 

104 

No  load 

L18 

39.8 

38.4   1 

AMERICAN  CENTURY  SMALL  CAP  VALUE  INV.  ASVIX 

Small-cap  Value 

B* 

933.4 

14 

No  load 

US 

36.1 

355   1 

AMERICAN  CENTURY  VALUE  INV.  TWVLX 

Large-cap  Value 

1925.5 

9 

No  load 

LOO 

29.1 

285   1 

AMERICAN  BALANCED  A  ABALX  X 

Domestic  Hybrid 

18520.4 

48 

5.75" 

0.70* 

22.8 

215  1 
38-2    [ 

ARMADA  SMALL  CAP  VALUE  1  AMRIX 

Small-cap  Value 

836.0 

18 

No  toad 

L20* 

39.0 

ARTISAN  MID  CAP  ARTMX 

Mid-cap  Growth 

40883 

66 

No  load 

L20 

3L8 

3L8    " 

ARTISAN  SMALL  CAP  VALUE  ARTVX 

Small-cap  Value 

B+ 

88L4 

59 

No  load 

1.21 

405 

40.2     1 

ATALANTA/SOSNOFF  ASFGX 

Large-cap  Growth 

38.2 

62 

No  load 

L50* 

26.7 

26.7     ' 

ATLANTIC  WHITEHALL  GROWTH  DISTRIBUTOR  WHGFX  (a)  .-.. 

Large-cap  Growth 

16L8 

8 

No  load 

L33* 

31.9 

315     1 

BABSON  ENTERPRISE  BABEX 

Small-cap  Value 

280.6 

47 

0.00' 

L08 

50.6 

505    1 

BEAR  STEARNS  ALPHA  GROWTH  A  BSFAX 

Large-cap  Growth 

76.7 

145 

550" 

L40* 

27.2 

27.2 

BERWYN  INCOME  BERIX  X 

B* 

Domestic  Hybrid 

128.6 

70 

No  load 

0.71 

16.2 

14.4 

BJURMAN,  BARRY  MICRO  CAP  GROWTH  BMCFX 

Small-cap  Growth 

933.0 

133 

No  load 

L59* 

665 

665     | 

BLACKROCK  INTL.  OPPORTUNITIES  INV.  A  BREAX(b) 

Foreign 

45.6 

63 

5.00" 

L80* 

48.6 

48.6    [< 

BLACKROCK  U.S.  OPPORTUNITIES  INV.  B  BRMBX  (c) 

Mid-cap  Growth 

45.1 

-1 

0.00" 

2.67' 

46.1 

46.1      i 

BOSTON  PARTNERS  SMALL  CAP  VALUE  II  INV.  BPSCX 

Small-cap  Value 

286.0 

34 

0.00* 

L79* 

525 

52.6      I 

BRANDYWINEBLUE  BLUEX  X 

Large-cap  Blend 

360.5 

48 

No  load 

L14 

29.4 

29.4 

BRAZOS  MICRO  CAP  Y  BJMIX 

Small-cap  Growth 

223.2 

22 

No  load 

L42 

62.4 

624     1 

BRIDGEWAY  AGGRESSIVE  INVESTORS  1  BRAGX 

All  Cap 

364.2 

52 

No  load 

L90 

54.0 

54.0     i 

BRIDGEWAY  MICRO  CAP  LIMITED   3RMCX  (d) 

Small-cap  Value 

72J 

58 

No  load 

L90 

645 

62.4      1 

BRIDGEWAY  ULTRA  SMALL  COMPANY  BRUSX  (e) 

Small-cap  Blend 

10L0 

72 

No  load 

L29 

88.2 

83.8      1 

BRIDGEWAY  ULTRA  SMALL  COMPANY  MARKET  BRSIX  (0 

Small-cap  Blend 

7195 

724 

No  load 

0.75 

79.4 

79.3     1 

BRUCE     X 

Domestic  Hybrid 

7.5 

90 

No  load 

L41 

665 

64.6      1 

'Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  NA=Not  available. 

(a)  Formerly  Atlantic  Whitehall  Growth  Fund,  (b)  Formerly  BlackRock  International  Smai!  Cap  Equity  Inv.  A.  (c)  Formerly  BlackRock  Micro  Cap  Equity 

Micro-Cap  Limited  Port,  (e)  Formerly  Bridgeway  Fund:  Ultra  Small  Company  Port.  (0  Formerly  Bridgeway  Fund:  Ultra  Small  Company  Tax  Adv.  Port. 

Inv.  B  (d)  Formerly  Bridgeway  r 
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»ENSE  RATIO  This  counts  expenses  as  a 
centage  of  average  net  assets  tor  the  fund's 
st  recent  fiscal  year.  It  measures  how  much 
ireholders  pay  for  management.  Footnotes 
icate  the  inclusion  of  a  12(b)-l  plan,  which 
;nds  shareholder  money  on  marketing.  The 
;rage  is  1.44%. 

IETAX  TOTAL  RETURN  A  fund's  net  gain  to 
5  estors,  including  reinvestment  of  dividends  and 
I  oital  gains  at  month-end  prices. 

TERTAX  TOTAL  RETURN  Pretax  return 
justed  for  federal  taxes.  Assumes  ordinary 
ome  is  taxed  at  the  30.5%  tax  rate.  Capital 
iins  are  assumed  long-term  and  taxed  at  20%. 

ELD  Income  distributions  as  a  percent  of  net 
set  value,  adjusted  for  capital-gains  distributions. 

ISTORY  A  fund's  returns  relative  to  all  other 
juity  funds  for  five  one-year  periods,  which,  from 
I  ft  to  right,  are  1999, 2000, 2001, 2002,  and 


2003.  The  numbers  designate  which  quintile  the 
fund  was  in  during  the  period:  D  for  the  top 
quintile,  Q  for  the  second,  and  so  on.  No  number 
indicates  that  there  is  no  data  for  that  period. 

TURNOVER  Trading  activity,  the  lesser  of  purchases 
or  sales  divided  by  average  monthly  assets. 

CASH  Portion  of  fund  assets  not  invested  in 
stocks  or  bonds.  A  negative  number  means  the 
fund  has  borrowed  to  buy  securities. 

UNTAXED  GAINS  Percentage  of  assets  in 
portfolio  that  are  unrealized  and  undistributed 
capital  gains.  A  negative  figure  indicates  losses 
that  may  offset  future  gains. 

P-E  RATIO  The  average  price-earnings  ratio  of  the 
fund  derived  from  each  stock  price  divided  by 
reported  per-share  earnings. 

TOP  10  STOCKS  The  percentage  of  fund  assets 
that  represents  the  10  largest  holdings.  The  higher 


the  number,  the  more  concentrated  the  fund,  and 
the  more  dependent  on  the  performance  of  a 
relatively  small  number  of  stocks. 

LARGEST  HOLDING  Comes  from  the  latest 
available  fund  reports. 

RISK  Potential  for  losing  money  in  a  fund,  or  risk- 
of-loss  factor.  For  each  fund,  the  three-month 
Treasury  bill  return  is  subtracted  from  the  monthly 
total  return  for  each  of  the  60  months  in  the 
ratings  period.  When  a  fund  has  not  performed  as 
well  as  Treasury  bills,  the  monthly  result  is 
negative.  The  sum  of  these  negative  numbers  is 
divided  by  the  number  of  months.  The  result  is  a 
negative  number,  and  the  greater  its  magnitude, 
the  higher  the  risk  of  loss.  This  number  is  the  basis 
for  BusinessWeek  ratings,  category  ratings,  and 
the  RISK  column. 

BEST  AND  WORST  QUARTERS  Highest  and 
lowest  quarterly  returns  of  the  past  five  years. 


ANNUAL  TOTAL  RETURNS  (%)                   HISTORY 

PORTFOLIO  DATA 

RISK 

BEST 

TELEPHONE 

<RS                5YEARS              10YEARS         RESULTSVS. 
TERTAX    PRETAXAFTERTAX  PRETAX  AFTERTAX    ALLRJNDS 

TURNOVER  CASH  UNTAXED     P-E      TOP  10     LARGEST  HOLDING 

LEVEL 

WORST 

%      GAINS%   RATIO    STKS.%  COMPANY  (%  ASSETS) 

QTR      %RET 

QTR      %RET 

-11.1 

-3.5 

1.0 
-1.7 
-63 


14.3  13.1 

5.3  5.1 

10.3  10.3 

16.6  14.4 

143  14.4 


NA  NA 

NA  NA 

NA  NA 

NA  NA 

NA  NA 


QODBE1 
BHHQH 
BBBBB 
BUBBB 
BBBBB 


High  6 

Very  Low  9 

Low  4 

High  9 

High  4 


-13  22  32  Hovnanian  Enterprises  Class  A  (4) 

-7  28  37  Aflac(4) 

5  25  30  Computer  Associates  International  (4) 

13  28  21  Russell  2000  Futures  (2) 

-84  29  15  Agco(2) 


High  Q499  44.7 

Average  Q499  19.5 

Average  Q2  99  21.1 

High  Q4  99  38.0 

Average  Q499  31.4 


Q302  -21.7 

Q302  -213 

Q3  02  -20.8 

Q302  -18.1 

Q101  -19.1 


800-992-8151 
800-243-9865 
800-347-4246 
800-347-4246 
800-347-4246 


17.5 

15.9 

14.6 

NA 

NA 

BBUHB 

High 

1 

19 

24 

48 

General  Grow 

38.0 

19.2 

18.4 

5.6 

5.0 

Banna 

High 

NA 

15 

34 

NA 

Buena  Ventun 

24.6 

19.8 

18.0 

NA 

NA 

aaaaB 

Low 

32 

15 

27 

42 

Scpie  Holding 

173 

18.6 

16.4 

NA 

NA 

sanaa 

High 

16 

17 

23 

41 

Prime  Group  1 

32.6 

18.8 

18.6 

13.8 

13.0 

Boaaa 

High 

6 

19 

14 

52 

Ryland  Group 

Very  Low  Q2  00  12.3 

High  Q102  34.8 

Very  Low  Q203  21.0 

Very  Low  Q2  00  16.0 

Average  Q2  03  34.2 


Q399  -7.3 

Q100  -13.6 

Q302  -9.2 

Q399  -6.8 

Q302  -19.0 


800-347-4246 
80O-8S2-7919 
800-528-3780 
888-785-5578 
888-785-5578 


20.8 

15.4 

14.5 

NA 

NA 

Boaaa 

High        3 

10 

14 

21 

Allmerica  Financial  (3) 

Average 

Q203 

243 

Q302 

-203 

800-967-9009 

493 

20.2 

19.8 

L3 

0.8 

BBuaa 

Low      NA 

19 

NA 

56 

Newmont  Mining  (9) 

High 

Q102 

40.2 

Q4  99 

-18.5 

800-345-2021 

16.4 

15.1 

13.6 

NA 

NA 

aaaaB 

Very  High  NA 

15 

33 

50 

Equity  Office  Properties  Trust  (9) 

Very  Low 

Q299 

12.2 

Q399 

-9.5 

800-345-2021 

15.7 

16.8 

153 

NA 

NA 

BOOBB 

High      NA 

16 

18 

14 

Platinum  Underwriters  (2) 

Low 

Q203 

18.6 

Q302 

-19.0 

800-345-2021 

7.6 

8.3 

1A 

13.0 

10.6 

BUUBB 

High         2 

13 

16 

34 

Sun  Trust  (4) 

Low 

Q299 

18.5 

Q3  02 

-16.3 

800-345-2021 

6.5 

8.3 

6.7 

1L2 

9.0 

BUOOB 

Average 

7 

12 

21 

14 

General  Electric  (2) 

Very  Low 

Q203 

12.8 

Q302 

-1L5 

800-421-0180 

12.0 

16.0 

14.8 

NA 

NA 

aaaBB 

High 

3 

24 

21 

13 

Russell  2000  Index  (1) 

Low 

Q401 

19.3 

Q302 

-17.8 

800-622-3863 

-L0 

14.2 

133 

NA 

NA 

OOBOB 

Average 

4 

7 

32 

19 

Accenture  -A- (2) 

Average 

Q499 

37.7 

Q301 

-22.5 

800-344-1770 

14.7 

16.6 

15.6 

NA 

NA 

auauB 

Average 

NA 

27 

15 

28 

Kellwood(4) 

Very  Low 

Q2  99 

21.4 

Q302 

-16.4 

800-344-1770 

-4.6 

4.2 

3.4 

NA 

NA 

BBBBB 

High 

2 

4 

NA 

36 

Microsoft  (4) 

Average 

Q499 

33.5 

Q301 

-16.0 

800-543-0407 

-5.8 

3.1 

2.6 

NA 

NA 

BBBBB 

Very  Low 

7 

19 

35 

35 

Altera  (4) 

High 

04  99 

22.4 

Q301 

-2L1 

800-994-2533 

23.3 

14.5 

13.5 

12.8 

103 

BBOOO 

Very  Low 

4 

27 

19 

26 

Matrix  Service  (3) 

Low 

Q2  99 

18.9 

Q302 

-20.2 

800-422-2766 

5.5 

5.3 

5.3 

NA 

NA 

Baoaa 

High 

1 

17 

25 

26 

Citrix  Systems  (3) 

Low 

Q4  99 

18.8 

Q302 

-13.1 

800-766-4111 

11.1 

9.2 

63 

8.7 

6.0 

BBOOB 

Average 

0 

-1 

NA 

20 

Humana  (2) 

Very  Low 

Q203 

7.3 

Q499 

-3.7 

800-992-6757 

18.1 

29.7 

29.3 

NA 

NA 

nnnsn 

Low 

NA 

41 

33 

18 

Nam  Tai  Electronics  (3) 

Average 

Q499 

373 

Q302 

-19.0 

800-227-7264 

5.7 

22.0 

21.6 

NA 

NA 

nnnnn 

High 

0 

-3 

NA 

12 

Yamada  Denki  (1) 

Average 

Q499 

81.6 

Q302 

-17.0 

800-441-7762 

-9.1 

16.8 

15.0 

NA 

NA 

nnnsn 

Very  High 

NA 

-98 

24 

13 

Invitrogen  (2) 

Very  High 

Q499 

68.9 

Q3  01 

-25.7 

800-441-7762 

23.6 

23.8 

23.6 

NA 

NA 

Bnnan 

Average 

NA 

24 

15 

18 

IPC  Holdings  (3) 

Low 

Q203 

29.2 

Q302 

-21.2 

888-261-4073 

-4.8 

6.6 

5.1 

10.5 

9.0 

BBBBB 

Very  High 

6 

-2 

22 

42 

Nextel  Communications  Class  A  (5) 

Average 

Q499 

31.4 

Q301 

-12.0 

800-656-3017 

0.8 

17.1 

15.2 

NA 

NA 

nnnnn 

Average 

1 

1 

28 

24 

Encore  Acquisition  (3) 

High 

Q499 

36.6 

Q301 

-24.0 

800-426-9157 

33 

22.8 

22.0 

NA 

NA 

UHBBB 

High 

NA 

12 

23 

44 

Sandisk(8) 

High 

Q499 

69.3 

Q301 

-211 

800-661-3550 

20.1 

23.5 

213 

NA 

NA 

BBBBH 

High 

NA 

41 

16 

35 

J2  Global  Communications  New  (7) 

Average 

Q299 

35.7 

Q302 

-20.5 

800-661-3550 

343 

31.0 

29.2 

NA 

NA 

BBnnn 

Average 

NA 

57 

21 

36 

Bradley  Pharmaceuticals  (6) 

Low 

Q203 

34.5 

Q302 

-16.4 

800-661-3550 

32.6 

25.3 

25.2 

NA 

NA 

BBnnn 

Low 

1 

30 

25 

23 

Russell  2000  Futures  (8) 

Low 

Q203 

30.9 

Q302 

-14.4 

800-661-3550 

27.5 

193 

17.4 

15.2 

13.3 

nnnnn 

Low 

5 

0 

49 

61 

U.S.  Treasury  Bond  Strips  8/15/28  (17) 

Low 

Q2  03 

293 

Q199 

-12 

800-872-7823 

Data:  Standard  &  Poor's 
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ersonal  Business  Eauitv  Funds 


FUND/SYMBOL 


OVERALL  RATING 


CATEGORY 


RATING       SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


2003  RETURNS  ( 


ASSETS        %CHG.  SALES  EXPENSE 

SMIL       2002-2003      CHARGE  (%)      RATIO  (%) 


PRE- 
TAX 


AFTER 
TAX 


BUFFALO  SMALL  CAP   3 

BUFFALO  U.S.A.  GLOBAL  3  FG 

CGM  FOCUS  CGMFX 

CGM  REALTY  CGMRX 

CNI  CHARTER  RCB  SMALL  CAP  VALUER  RCSSXfe) 


CRM  SMALL  CAP  VALUE  INSTITUTIONAL  CRISX 
CALAMOS  GROWTH  A  CVGRX  X 
CALVERT  SOCIAL  INV.  EQUITY  A  CSIEX 
CHESAPEAKE  CORE  GROWTH  CHCGX 
CLIPPER  CFIMX  JL 


A 
A 
B 

B 
B+ 


Small-cap  Blend 
Large-cap  Growth 
Small-cap  Value 
Real  Estate 
Small-cap  Value 

Small-cap  Value 
Mid-cap  Growth 
Large-cap  Blend 
Large-cap  Growth 
Large-cap  Value 


COHEN  t  STEERS  EQUITY  INCOME  C  CSCIX 
COHEN  &  STEERS  REALTY  SHARES  CSRSX  X 
COHEN  &  STEERS  SPECIAL  EQUITY  CSSPX 
COLUMBIA  ACORN  SELECT  Z  ACTWX  (h) 
COLUMBIA  ACORN  Z  ACRNX(i)X 


A 
A 
A 
B* 

A 


COLUMBIA  SMALL  CAP  Z  SMCEX  (j)  X 
COMMONWEALTH  NEW  ZEALAND  CNZLX  X 
CONSECO  BALANCED  B  COBBX 
CONSECO  EQUITY  Y  CEQYX 
DELAFIELD  DEFIX  X 


A 
B+ 
B 
B+ 

A 


Real  Estate 
Real  Estate 
Real  Estate 
Mid-cap  Growth 
Small-cap  Blend 

Small-cap  Value 
Foreign 

Domestic  Hybrid 
Mid-cap  Growth 
Small-cap  Value 


DELAWARE  EMERGING  MARKETS  A  DEMAX 
DIAMOND  HILL  BANK  4  FINANCIAL  A  BANCX 
DODGE  &  COX  BALANCED  DODBX  X 
DODGE  &  COX  STOCK  DODGX  X 


A 
A 
B+ 

B+ 


DREYFUS  GROWTH  &  VALUE  FUNDS  MIDCAP  VALUE  DMCVX  A  A 


Diversified  Emerging  Markets 
Financial 
Domestic  Hybrid 
Large-cap  Value 
Mid-cap  Value 


1485.2 
74.7 

695.2 
657.8 

153 


73 
8 
63 
86 
40 


No  load 
No  load 
No  load 
No  load 
150 


L02 
L04 
1.20 
L03 
L49« 


263.1 
4208.5 

583.6 

80.6 

6556.4 


57 
174 
49 
227 
31 


No  load 
4.75* 
4.75' 
No  load 
No  load 


LOO 

MO' 

L29* 

L23* 

L07 


4933 
1624.8 
253 
2863 
6805.8 


124 
29 
37 

210 
65 


0.00* 
0.00' 
0.00' 
No  load 
No  load 


137* 

L08 

L50 

L26 

0.82 


929.2 
38.4 

12.1 
633 
233.4 


78 
342 
-8 
-6 
53 


No  load 
No  load 

0.00' 
No  load 

0.00' 


030 
5.63' 
2.00' 
LOO 

1.20 


38.3 

11.5 

12280.2 

26408.2 

1153.7 


372 

9 

57 

91 

42 


5.75* 
5.75 
No  load 
No  load 
0.00* 


135* 

L70* 

0.53 

034 

L35 


DREYFUS  PREMIER  EMERGING  MARKETS  A  DRFMX 
DREYFUS  PREMIER  GREATER  CHINA  A  DPCAX  A 
DRIEHAUS  EMERGING  MARKETS  GROWTH  DREGX 
DRIEHAUS  INTERNATIONAL  DISCOVERY  DRIDX  & 
EATON  VANCE  EMERGING  MARKETS  A  ETEMX 


EATON  VANCE  UTILITIES  A  EVTMX 

ECLIPSE  BALANCED  EBALX  X 

EHRENKRANTZ  GROWTH      X 

EMERALD  SELECT  BANKING  &  FINANCE  A  HSSAX 

EQUITRUST  MANAGED  B  FBMGX(k) 


A  Diversified  Emerging  Markets 

A  Pacific/Asia  ex-Japan 

A  Diversified  Emerging  Markets 

A  Foreign 

A  Diversified  Emerging  Markets 

B  Utilities 

B  Domestic  Hybrid 

C  Large-cap  Growth 

A  Financial 

B  Domestic  Hybrid 


EVERGREEN  PRECIOUS  METALS  HOLDINGS  A  EKWAX  A  Precious  Metals 

EXCELSIOR  VALUE  A  RESTRUCTURING  UMBIX  X  B+  Large-cap  Value 

EXETER  PRO  BLEND  EXTENDED  TERM  A  MNBAX  (I)  X  B  Domestic  Hybrid 

EXETER  PRO  BLEND  MAXIMUM  TERM  A  EXHAX  (m)  B  Domestic  Hybrid 

EXETER  TAX  MANAGED  A  EXT  AX  B  Large-cap  Growth 


FBR  SMALL  CAP  FINANCIAL  A  FBRSX 

FBR  SMALL  CAP  VALUE  A   FBRVX 

FMC  STRATEGIC  VALUE    (n) 

FMI  FOCUS  FMIOX 

FEDERATED  CAPITAL  APPRECIATION  A  FEDEX 


Financial 
Small-cap  Value 
Small-cap  Value 
Small-cap  Growth 
Large-cap  Blend 


FIDELITY  ADVISOR  MID  CAP  T  FMCAX 
FIDELITY  BALANCED  FBALX 
FIDELITY  CANADA  FICDX 
FIDELITY  CONTRAFUND  FCNTX  X 
FIDELITY  DISCOVERY  FDSVX  (o) 


B+ 

B 
A 
C 
C 


Mid-cap  Growth 
Domestic  Hybrid 
Foreign 

Large-cap  Growth 
Large-cap  Growth 


FIDELITY 
FIDELITY 
FIDELITY 
FIDELITY 
FIDELITY 


EXPORT  &  MULTINATIONAL  FEXPX 

FIFTY  FFTYJ 

GROWTH  COMPANY  FDGRX 

JAPAN  SMALLER  COMPANIES  FJSCX  A 

LOW  PRICED  STOCK   FLPSX  X 


B* 
B 

C 
A 
A 


FIDELITY  REAL  ESTATE  INVESTMENT  FRESX  A 

FIDELITY  SMALL  CAP  STOCK  FSLCX  A 

FIDELITY  TREND   ^RNX  C 

FIFTH  THIRD  MICRO  CAP  VALUE  INSTITUTIONAL  MXAIX             A 

FIFTH  THIRD  STRATEGIC  INCOME  ADV.  MXSFX  B 


Large-cap  Blend 
Large-cap  Blend 
Large-cap  Growth 
Japan 
Small-cap  Value 

Real  Estate 
Small-cap  Blend 
Large-cap  Growth 
Small-cap  Value 
Domestic  Hybrid 


FIRST  AMERICAN  REAL  ESTATE  SECURITIES  Y  FARCX 

A 

Real  Estate                                 ( 

1* 

230.3 

91 

No  load 

038 

37.6 

343 

FIRST  AMERICAN  SMALL  CAP  GROWTH  OPPORT.Y   FIMPX(p) 

A 

Small-cap  Growth                         / 

459.3 

74 

No  load 

1.68 

593 

593 

FIRST  EAGLE  GLOBAL  A  SGENX  (q)  X 

A 

International  Hybrid                      / 

3457.4 

80 

5.00* 

L34* 

37.6 

36.1 

205.5  137 

2556.2  41 

213.3  30 

96.2  41 

5.0  25 


5.75' 
No  load 
No  load 
No  load 
No  load 


L61' 
039 

1.19 
L20 

1.20 


947.1 
917.8 

22374.0 
828.4 

25016.0 


34 
24 
36 

123 
61 


0.00* 
0.00' 
No  load 
0.00' 
0.00' 


0.84 
033 
L08 

1.12 
L01 


2586.3 
2294.1 
835J. 
139.6 
383.8 


52 

56 

6 

119 

1214 


0.00* 
0.00* 
No  load 
No  load 
No  load 


0.84 
1.10 
L01 
L33 
L85* 


'Includes  redemption  fee  "Includes  deferred  sales  charge.  |12(b)-l  plan  in  effect.  NA=Not  available. 
(g)  Formerly  CNI  Charter  RCB  Small  Cap  R.  (h)  Formerly  Liberty  Acorn  Twenty  Fund  Z.  (i)  Formerly  Li 
Series:  Managed  Portfolio  A.  (I)  Formerly  Exeter  Fund:  Blended  Asset  Series  II  A.  (m)  Formerly  Exeter 
Value,  (o)  Formerly  Fidelity  Contrafund  II.  (p)  Formerly  First  American  MicroCap  Y.  (q)  Formerly  First 


5L2  5L0 

36.1  36J 

66.5  66.5 

89.7  88.7 

473  47J 


48.7 
42.3 
22.3 
42.4 
18.5 


34.8 
38.1 
463 
30.6 
45.7 


39J. 
39.6 
23.4 
373 
40.0 


64.4 
413 
24.4 
32.3 
57.5 


32.6 
20.4 
41.4 
603 
40.8 


33.8 
45.0 
27.7 

69.4 
9.8 


48.7 
42.3 
22.3 
42.4 

18.0 


323 
35.3 
44.8 
30.4 
45.7 


38.3 
38.7 
22.7 
37.5 
37.4 


633 
39.7 
23.3 
3L5 
57.5 


52.5  513 

70.8  70J 

653  653 

62.4  62.4 

46.0  46.0 


66.8  65.4 

473  47.4 

19.7  19.3 

29.5  29.4 

26.4  26.3 


323     | 

203 

4L4 

603 

403 


32.4 
443 
27.4 
67.6 

8.4 


berty  Acorn  Fund  Z.  (j)  Formerly  Liberty  Small  Cap  Fund  Z.  (k)  Formerly  EquiTK 
Fund:  Maximum  Horizon  Series  A.  (n)  Formerly  Advisors  Inner  Circle  FMC  Straki 
Eagle  SoGen  Global  Fund  A. 
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^HNUAl.  TOTAL  RETURNS  (%) 


HISTORY     PORTFOLIO  DATA 


RISK 


TELEPHONE 


5YEARS  10YEARS         RESULTSVS.    TURNOVER  CASH  UNTAXED     P-E      TOP10     LARGEST  HOLDING 

TAX    PRETAXAFTERTAX  PRETAX  AFTERTAX    ALLFUNDS 


LEVEL 


BEST 


WORST 


GAINS%   RATIO    STKS.%   COMPANY(%  ASSETS) 


QTR      %RET        QTR      %RET 


21.6  20.9 

6.3  5.5 

27.5  27.0 

22.3  20.6 

15.4  15.2 


NA  NA 

NA  NA 

NA  NA 

NA  NA 

NA  NA 


0ODOO        Low  17  16  26  37  Galen  Holdings  ADR  (4) 

00000  Very  Low  3  9  27  36  Microsoft  (4) 

□ODBD  Very  High  0  21  16  56  Thor  Industries  (8) 

BODDD  Very  High  0  41  10  67  Hovnanian  Enterprises  (11) 

□ODBD  Average  9  12  22  45  SBS  Broadcasting  (6) 


Average  Q203  30.4 

Average  Q4  99  21.2 

High  Q400  44.4 

Low  Q2  03  36.1 

Low  Q203  27.7 


Q302  -23.0 

Q3  02  -19.6 

Q302  -21.3 

Q3  02  -16.2 

Q302  -20.2 


800-243-9865 
800-243-9865 
800-343-5678 
800-343-5678 
888-889-0799 


15.4  14.6 
20.0   19.1 


7.6 
8.2 
10.7 


7.0 
7.4 
9.0 


NA  NA 

20.6  18.4 

9.4  8.0 

NA  NA 

15.9  13.4 


□DDBD 

00000 
BBBBB 
000O0 
00000 


Average  1 

Low  3 

Average  0 

High  1 

Average  21 


25 

17 
17 
9 
9 


20 
29 
25 
25 
17 


26 
21 
26 
30 
65 


Skillsoft  Public  (4) 
Amazon.com  (3) 
Cisco  Systems  (3) 
Sears  Roebuck (4) 
Freddie  Mac  (7) 


Low  Q2  03  27.4 

Average  Q499  48.3 

Low  Q499  17.4 

Average  Q4  99  36.1 

Very  Low  Q2  03  17.3 


Q302  -19.3 

Q3  01  -15.3 

Q302  -16.2 

Q301  -21.6 

Q302  -12.3 


800-276-2883 
800-323-9943 
800-368-2745 
800-773-3863 
800-776-5033 


5.2 

14.0 

1L7 

NA 

NA 

00000 

Average 

NA 

16 

26 

35 

Equity  Office  Properties  Trust  (5) 

Low 

Q199 

14.3 

Q399 

-8.4 

800-437-9912 

2.5 

14.3 

12.4 

12.4 

10.4 

BOODB 

Average 

NA 

29 

27 

45 

Vornado  Realty  Trust  (6) 

Very  Low 

Q203 

13.6 

Q399 

-9.1 

800-437-9912 

6.6 

17.1 

15.8 

NA 

NA 

00ODO 

Very  High 

NA 

-66 

32 

47 

Alexander's  (6) 

Low 

Q499 

29.3 

Q3  99 

-10.1 

800-437-9912 

9.1 

13.4 

13.0 

NA 

NA 

BBODB 

Low 

8 

21 

27 

52 

First  Health  Group  (9) 

Low 

04  01 

17.6 

Q301 

-11.3 

800-345-6611 

10.1 

14.5 

12.8 

13.6 

11.5 

00O0D 

Very  Low 

8 

36 

26 

13 

International  Game  Technology  (3) 

Low 

Q499 

21.9 

Q301 

-18.6 

800-345-6611 

3.6 

14.5 

12.6 

15.3 

12.7 

□DDDB 

Low 

10 

27 

22 

19 

Albany  International  (2) 

Low 

Q203 

19.6 

Q302 

-17.7 

800-345-6611 

£2.0 

11.6 

11.4 

4.6 

4.0 

□BDOB 

Low 

12 

18 

NA 

35 

Global  Market  Gem  Linked  Notes  (5) 

Low 

Q401 

14.8 

Q100 

-12.8 

888-345-1898 

0.6 

8.5 

6.0 

NA 

NA 

BBBBB 

Very  High 

6 

-61 

18 

21 

Pfizer  (2) 

Low 

Q499 

30.1 

Q4  00 

-11.6 

800-888-4918 

2.2 

12.2 

9.4 

NA 

NA 

DBBBB 

Average 

2 

-26 

17 

14 

Oneok (2) 

Average 

Q499 

38.9 

Q400 

-19.6 

800-888-4918 

18.4 

16.2 

15.3 

14.3 

12.8 

□DDDB 

High 

19 

15 

20 

50 

Thermo  Electron  Corp  (4) 

Low 

Q299 

28.0 

Q302 

-18.3 

800-221-3079 

20.6 

15.9 

15.3 

NA 

NA 

OBDOD 

Low 

4 

13 

NA 

25 

Posco  (3) 

Average 

Q203 

23.8 

Q301 

-20.2 

800-231-8002 

23.2 

16.3 

15.3 

NA 

NA 

□DDDB 

High 

NA 

31 

14 

47 

Pacific  Union  Bank  (6) 

Very  Low 

Q203 

18.1 

Q302 

-10.1 

888-226-5595 

8.6 

11.4 

9.2 

12.8 

10.6 

□0000 

Low 

13 

16 

24 

21 

AT&T  (2) 

Very  Low 

Q2  03 

12.3 

Q302 

-8.9 

800-621-3979 

8.1 

12.6 

10.8 

15.4 

13.6 

BDDDB 

Very  Low 

5 

18 

24 

26 

AT&T (3) 

Low 

Q299 

16.6 

Q302 

-15.8 

800-621-3979 

6.7 

15.0 

13.8 

NA 

NA 

00000 

Very  High 

0 

-6 

22 

18 

NCR  (3) 

High 

Q4  01 

29.5 

Q202 

-23.2 

800-645-6561 

17.0 

17.7 

16.4 

NA 

NA 

00000 

Low 

1 

21 

16 

21 

Korea  Electric  Power  (3) 

Average 

Q299 

32.7 

Q301 

-18.5 

800-645-6561 

14.8 

18.3 

16.9 

NA 

NA 

00000 

Very  High 

NA 

19 

17 

33 

Zhejiang  Expressway  H  (4) 

High 

Q4  99 

49.2 

Q200 

-26.1 

800-645-6561 

14.4 

19.9 

19.6 

NA 

NA 

O00OO 

Very  High 

NA 

19 

19 

26 

MTNGroup(4) 

Average 

Q499 

62.9 

Q3  01 

-19.8 

800-560-6111 

6.6 

27.5 

26.8 

NA 

NA 

OOO0O 

Very  High 

NA 

14 

18 

27 

Rakuten (3) 

Average 

Q4  99 

89.3 

Q302 

-21.1 

800-560-6111 

15.4 

15.8 

15.8 

NA 

NA 

DBBOO 

Average 

NA 

24 

21 

33 

Taiwan  Semiconductor  (3) 

Average 

Q499 

50.9 

Q301 

-17.9 

800-225-6265 

-4.7 

6.0 

3.7 

8.8 

6.2 

00Q0O 

High 

NA 

5 

15 

33 

Exelon  (4) 

Low 

Q499 

23.6 

Q302 

-15.7 

800-225-6265 

75 

7.1 

6.0 

10.1 

8.1 

00OO0 

Average 

2 

17 

19 

13 

MDC  Holdings  (1) 

Very  Low 

Q203 

11.2 

Q399 

-8.1 

800-624-6782 

-0.6 

3.8 

2.5 

5.8 

3.8 

000QO 

Low 

NA 

-53 

35 

90 

Corning  (14) 

Low 

Q2  03 

28.3 

Q302 

-14.7 

800-278-2696 

23.8 

20.8 

20.5 

NA 

NA 

□DDDD 

Average 

0 

26 

17 

20 

Allegiant  Bancorp  (3) 

Very  Low 

Q2  99 

24.6 

03  99 

-12.1 

800-232-0224 

7.5 

8.9 

7.8 

7.2 

5.5 

BDDDB 

Low 

14 

4 

17 

25 

TeckComincoConv.(3) 

Very  Low 

Q2  03 

12.3 

Q302 

-8.3 

800-247-4170 

High  Q102  37.4 

Average  0499  28.0 

Very  Low  Q203  11.9 

Low  Q299  16.6 

Low  Q499  21.0 


Q100  -13.4 

Q3  02  -19.4 

Q2  02  -10.2 

Q302  -15.3 

Q302  -15.4 


26.6  26.2  NA  NA  00ODO  Low  4  20  NA  50  Randgold  Resources  (7) 
10.4  10.1  15.7  15.2  BBBQO  Low  1  19  18  28  XM  Satellite  Radio  Holdings  (4) 

7.7  6.4  10.6  8.7  00000  Average  2  6  26  55  U.S.  Treasury  Bonds  8/15/28  (12) 

9.0  7.6  NA  NA  BDBBB  High  NA  6  32  34  U.S.  Treasury  Bonds  8/15/28  (5) 

7.2  7.1  NA  NA  0D00O  Average  1  12  31  39  Texas  Instruments  (4) 

21.0  20.5  NA  NA  BDDDB  Average  18  26  17  49  Washington  Federal  Savings  (4)              Very  Low    Q3  00    16.5      Q100     -8.0 

16.7  16.5  NA  NA  BODDD  Very  Low  25  24  21  69  American  Tower  (9)  Low  Q2  01  30.9  Q3  01  -13.4 
16.0  14.7  NA  NA  BDDDB  Very  Low  18  25  21  33  Wabtec(3)  Low  Q4  01  16.2  Q3  02  -12.0 
17.6  16.5  NA  NA  00000  Low  12  17  32  23  IShares  S&P  Small  cap  600  Index  F  (5)  Average  Q499  37.7  Q3  02  -23.0 
5.4  4.8  12.7  1L3  BBBBB  High  1  6  21  20  Microsoft  (3)                                       Average    Q499    27.6      Q302    -17.4 


800-343-2898 
800-446-1012 
800-466-3863 
800-466-3863 
800-466-3863 


800-888-0025 
800-888-0025 

800-811-5311 
800-341-7400 


13.0  12.2  NA  NA  0OO0O       High  10  17  22  36  Citizens  Communications  (5)  Average 

6.6  5.0  9.3  7.4  00000       High  9  13  25  22  FNMA  7  30-Year  MBS  (3)  Very  Low 

15.7  15.3  8.6  7.4  BBBDD  Average  4  15  NA  36  Bank  of  Nova  Scotia.  Halifax  (5)  Low 

3.3  2.1  12.1  10.4  BBBDD  Average  5  14  24  27  Colgate  Palmolive  (3)  Low 

3.6  2.6  NA  NA  0O000  Very  High  15  10  19  46  Microsoft  (6)  Average 


Q499  28.3 

Q2  03  14.9 

Q499  31.6 

Q499  17.5 

Q499  33.8 


Q3  01  -21.9 

Q302  -10.9 

Q101  -14.4 

Q101  -13.2 

Q3  01  -16.0 


800-522-7297 
800-544-8888 
800-544-8888 
800-544-8888 
800-544-8888 


2.7 

9.3 

7.2 

NA 

NA 

BBBBB 

High 

NA 

11 

24 

27 

American  Inernational  Group  (4) 

Average 

Q499 

28.4 

Q3  02 

-16.8 

800-544-8888 

1.7 

8.0 

65 

12.8 

11.2 

BBBDB 

Very  High 

7 

5 

32 

40 

Nextel  Communications  (5) 

Average 

Q199 

26.5 

Q3  02 

-16.0 

800-544-8888 

-1L1 

3.4 

2.6 

11.0 

9.7 

DBBBB 

Average 

NA 

16 

36 

21 

Microsoft  (4) 

High 

Q499 

44.5 

Ql  01 

-26.5 

800-544-8888 

9.1 

165 

15.2 

NA 

NA 

OBDOD 

Average 

12 

20 

NA 

35 

Nok(5) 

High 

Q199 

41.9 

Q4  00 

-26.4 

800-544-8888 

175 

155 

14.4 

16.0 

13.9 

BDDDB 

Low 

8 

28 

17 

20 

CVS  (2) 

Very  Low 

Q2  03 

21.3 

Q302 

-17.0 

800-544-8888 

13.8 

9.0 

-4.3 

27.3 

8.4 

15.1 

15.7 

2.9 

20.2 

7.9 

13.3 
15.4 

1.7 
19.1 

5.9 

11.9 
NA 
5.5 
NA 
7.4 

10.1 
NA 
3.7 
NA 
5.2 

BDDDB 
BBDBD 

0000O 
BBDDD 
BDDDB 

Average 
High 

Average 
Low 

Average 

5 
5 
3 
18 
4 

26 

7 

11 

29 

1 

26 
33 
23 
34 

NA 

46 

24 
25 
32 
18 

Apartment  Investment  &  Management  (7)  Very  Low 
Ingram  Micro  (4)                                   Average 
Microsoft  (4)                                        Average 
Symmetricom  (2)                                     Low 
Capital  Securities  7.125%  Trups  (2)           Very  Low 

Q200 
Q401 
Q499 
Q203 
Q2  00 

12.8 
21.5 
24.9 

31.4 
6.5 

Q302 
Q302 
0301 
Q302 

04  99 

-8.8 
-18.7 
-17.0 
-20.7 

-4.6 

800-544-8888 
800-544-8888 
800-544-8888 
800-282-5706 
800-282-5706 

15.2 
7.7 
17.6 

15.6 
27.0 
15.9 

13.3 
24.2 
14.0 

NA 

NA 

11.8 

NA 
NA 

9.8 

BDDDB 
OODOD 
BBODB 

High 
Average 
Very  Low 

3 

6 

20 

16 
27 
25 

28 
48 
18 

30 
23 
34 

Prologis  (4)                                          Very  Low 
Applied  Films  (4)                                     High 
Rayonier(3)                                       Very  Low 

Q2  03 
Q499 
Q2  03 

10.9 
70.8 
15.7 

Q3  99 
Q301 
Q302 

-8.6 

-25.4 

-8.2 

800-677-3863 
800-677-3863 
800-451-3623 

Data:    '  -lard  &  Poor's 
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Personal  Business  Eauitv  Funds 


FUND/SYMBOL                                                   OVER 

ft  LL  RATING 

RFORMANCE 

CATEGORY                             RATING 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

SIZE 

FEES 

SALES 

EXPENSE 

2003RETURNS(     ! 

(COMPARES  RISK-ADJUSTED  PE 

ASSETS 

%CHG. 

PRE- 

AFTEF 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

$MIL 

2002-2003 

CHARGE  (%) 

RATIO  (%) 

TAX 

TAX      ■_ 

FIRST  EAGLE  GOLD  SGGDX  (r)  X 

A 

Precious  Metals                       v    B* 

424.4 

336 

5.00* 

L66* 

39.4 

381     | 

FIRST  EAGLE  OVERSEAS  A  SGOVX  (s)  X 

A 

Foreign                                       A 

2616.8 

212 

5.00* 

1.39  * 

4L4 

401     ; 

AL  FRANK  VALUX 

A 

Mid-cap  Value                            A 

1201 

119 

No  load 

225* 

78.0 

78.0    ; 

FRANKLIN  CUSTODIAN  FUND  INCOME  A  FKINX  X 

B 

Domestic  Hybrid                          A 

10656.8 

66 

4.25" 

0.73* 

3L0 

28.0    1 

FRANKLIN  GOLD  &  PRECIOUS  METALS  A  FKRCX  X 

A 

Precious  Metals                          C 

450.7 

104 

5.75  " 

L09* 

523 

521 

FRANKLIN  MICROCAP  VALUE  FRMCX 

A 

Small-cap  Value                           B 

342.1 

42 

5.75" 

L18* 

36.4 

353 

FREMONT  U.S.  MICRO  CAP  FUSMX 

A 

Small-cap  Growth                         A 

595.7 

26 

No  load 

L61 

56.6 

56.6 

FREMONT  U.S.  MICRO  CAP  INSTITUTIONAL  FIMCX 

A 

Small-cap  Growth                       A 

402.9 

37 

No  load 

1.29 

55.4 

55.4 

1 

GMO  EMERGING  COUNTRIES  III   GMCEX 

A 

Diversified  Emerging  Markets        A 

208.4 

166 

No  load 

L27 

69.4 

68.0 

»i 

GMO  INTERNATIONAL  SMALL  COMPANIES  III  GMISX 

B+ 

Foreign                                       A 

1273.6 

146 

No  load 

0.75 

67.4 

66.0 

} 

GABELLI  EQUITY  INCOME  GABEX  X 

B 

Large-cap  Value                          A 

2823 

45 

No  load 

2.09* 

28.3 

27.6 

1 

GABELLI  GOLD  GOLDX 

A 

Precious  Metals                           B 

356.0 

324 

0.00* 

L67* 

49.4 

49.0     1 

GATEWAY  TRUST  GATEWAY  GATEX 

C 

Large-cap  Blend                         A 

1385.0 

24 

No  load 

037* 

116 

114     » 

GOLD  MAN  SACHS  SMALL  CAP  VALUE  A  GSSMX 

A 

Small-cap  Value                          B 

750.2 

92 

5.50" 

131* 

43.3 

42.8 

GREEN  CENTURY  BALANCED  GCBLX 

B* 

Domestic  Hybrid                         A 

68.1 

74 

No  load 

2.44* 

64.0 

63.4 

GREENSPRING  GRSPX  X 

B* 

Domestic  Hybrid                         A 

9L0 

79 

No  load 

L19 

3L3 

301 

1 

GROWTH  FUND  OF  AMERICA  A  AGTMX  X 

B 

Large-cap  Growth                       A 

45421.1 

36 

5.75" 

0.76* 

323 

323'    - 

JOHN  HANCOCK  CLASSIC  VALUE  A  PZFVX 

B+ 

Large-cap  Value                          A 

108.0 

390 

5.00 

1.75* 

36.3 

35.8 

HARDING  LOEVNER  EMERGING  MARKETS  HLEMX 

A 

Diversified  Emerging  Markets         B+ 

30.2 

185 

0.00* 

L75 

56.3 

562 

HARTFORD  MID  CAP  A  HFMCX 

A 

Mid-cap  Blend                              B+ 

1454.7 

83 

5.50" 

L45* 

35.8 

35.8 

li 

HEARTLAND  VALUE  HRTVX  X 

A 

Small-cap  Value                          B+ 

2183.4 

126 

0.00* 

1.29* 

702 

68.6 

HENNESSY  CORNERSTONE  GROWTH  HFCGX 

A 

Small-cap  Growth                       A 

898.4 

95 

0.00* 

L27 

45.8 

45.8 

u 

HOTCHKIS  &  WILEY  MID-CAP  VALUE  1  MWMIX 

A 

Mid-cap  Value                            A 

363.8 

340 

5.25 

L15 

55.5 

543 

HOTCHKIS  &  WILEY  SMALL  CAP  VALUE  1   HWSIX 

A 

Small-cap  Value                           B+ 

239.3 

163 

5.25 

1.22 

62.6 

613 

ICAP  SELECT  EQUITY  ICSLX 

B 

Large-cap  Value                           A 

62.8 

56 

No  load 

0.80 

40.7 

40.3 

: 

ICM/ISABELLE  SMALL  CAP  VALUE  INV.  IZZYX 

A 

Small-cap  Value                          B 

623 

-20 

No  load 

1.71* 

4L4 

4L4 

i 

ICON  ENERGY  ICENX  & 

A 

Natural  Resources                       B+ 

63.8 

-43 

No  load 

L35 

32.7 

327 

ICON  INFORMATION  TECHNOLOGY  ICTEX  A 

B* 

Technology                                A 

3263 

248 

No  toad 

L31 

47.0 

47.0 

b 

IMS  CAPITAL  VALUE  IMSCX 

A 

Mid-cap  Blend                             A 

55.8 

230 

0.00* 

L59 

561 

552 

i 

ING  PRECIOUS  METALS  LEXMX 

A 

Precious  Metals                          C 

U4.4 

57 

5.75" 

L73* 

46.4 

46.4 

ING  RUSSIA  A  LETRX 

A 

Diversified  Emerging  Markets        A 

167.5 

90 

5.75" 

L77* 

753 

75.8 

1 

INVESCO  ENERGY  INV.  FSTEX 

A 

Natural  Resources                       B 

2043 

-15 

No  load 

L69* 

22.6 

22.6 

i 

INVESCO  GOLD  &  PRECIOUS  METALS  INV.  FGLDX 

A 

Precious  Metals                          C- 

143.4 

55 

No  toad 

138* 

47.4 

453 

l 

ISHARESMSCI  MALAYSIA  INDEX  EWM 

A 

Pacif  ic/Asia  ex-Japan                    B 

132.5 

81 

No  toad 

0.84* 

25.1 

24.4 

IVY  GLOBAL  NATURAL  RESOURCES  A  IGNAX 

A 

Natural  Resources                       B 

66.6 

309 

5.75 

222* 

45.6 

453 

JANUS  ADVISER  CORE  EQUITY  1  JADEX 

C 

Large-cap  Growth                       A 

38.0 

77 

No  toad 

L60* 

23.6 

23.6 

- 

JANUS  ADVISER  GROWTHS.  INCOME  1  JADGX 

B 

Large-cap  Growth                       A 

261.8 

8 

No  toad 

122* 

233 

233 

i 

JANUS  MID  CAP  VALUE  INV  JMCVX  (t) 

A 

Mid-cap  Value                              B+ 

1596.1 

66 

No  load 

L17 

39.3 

391  m 

JANUS  SMALL  CAP  VALUE  INV.  JSCVX  (u) 

A 

Small-cap  Value                          B 

1683.1 

5 

No  load 

L17 

36.8 

36.6  III 

JENNISON  NATURAL  RESOURCES  A  PGNAX  (v)  X 

A 

Natural  Resources                       B+ 

713 

67 

5.00  " 

L64* 

37.1 

362  m 

JENSEN  JENSX  X 

B 

Large-cap  Growth                       A 

1616.7 

56 

No  load 

030* 

161 

15.8  ■ 

JULIUS  BAER  INTERNATIONAL  EQUITY  A  BJBIX 

B+ 

Foreign                                     A 

1902.5 

175 

0.00* 

L43* 

353 

35.4  1 

KINETICS  INTERNET  WWWFX 

B 

Technology                                A 

2343 

-13 

No  toad 

2.42 

401 

40.0 

LEGG  MASON  EQUITY  TRUST  VALUE  PRIMARY  LMVTX 

X         C 

Large-cap  Blend                           A 

10192.5 

30 

No  load 

L72* 

43.5 

433 

LEGG  MASON  FOCUS  TRUST  FOCTX 

B 

Large-cap  Blend                          A 

330.4 

115 

No  toad 

130* 

63.3 

63.3 

1 

LEGG  MASON  GLOBAL  TRUST  EMERGING  MKTS.  PRIM. 

LMEMX   A 

Diversified  Emerging  Markets         B+ 

85.0 

54 

0.00* 

2.50* 

70.3 

70.3 

1 

LEUTHOLD  CORE  INVESTMENT  LCORX 

B+ 

Domestic  Hybrid                         A 

4053 

211 

No  load 

L31 

47.6 

47.3 

1 

— 

LONGLEAF  PARTNERS  LLPFX  X 

B+ 

Large-cap  Value                          A 

7313.2 

47 

No  load 

031 

34.8 

343 

LONGLEAF  PARTNERS  INTERNATIONAL  LLINX 

A 

Foreign                                     A 

1803.0 

59 

No  load 

1.80 

4L5 

41.5 

MFS  INTERNATIONAL  NEW  DISCOVERY  A  MIDAX 

A 

Foreign                                       A 

514.4 

241 

5.75  " 

L62* 

48.6 

48.4 

i 

MFS  STRATEGIC  VALUE  A  MSVTX 

B+ 

Large-cap  Value                          A 

505.5 

85 

5.75** 

1.45* 

272 

272 

MTB  SMALL  CAP  GROWTH  A  ARPAX  (w) 

A 

Small-cap  Growth                       A 

82.5 

49 

4.75" 

L33* 

53.8 

53.8 

MASTERS  SELECT  EQUITY  MSEFX 

B 

Large-cap  Blend                           A 

585.6 

28 

0.00* 

1.25 

313 

313 

; 

MATRIX  ADVISORS  VALUE  MAVFX 

B+ 

Large-cap  Value                          A 

187.7 

156 

No  toad 

039 

44.6 

44.4 

• 

MATTHEWS  ASIAN  GROWTH  &  INCOME  MACSX 

A 

Pacific/Asia  ex-Japan                    A 

816.3 

393 

0.00* 

L69 

38.6 

37.4 

1 

MATTHEWS  CHINA  MCHFX 

A 

Pacific/Asia  ex-Japan                    A 

225.5 

580 

0.00* 

L78 

65.0 

64.8 

MATTHEWS  KOREA  MAKOX 

A 

Pacific/Asia  ex-Japan                   B+ 

220.5 

1 

0.00* 

L72 

33.3 

30.5 

1 

MATTHEWS  PACIFIC  TIGER  MAPTX 

A 

Pacific/Asia  ex-Japan                    B+ 

385.0 

242 

0.00* 

1.75 

602 

60.0 

• 

MERIDIAN  GROWTH  MERDX  X 

A 

Mid-cap  Blend                              A 

709.7 

113 

No  load 

035 

473 

47.1 

t 

MERIDIAN  VALUE  MVALX 

A 

Mid-cap  Value                            A 

1798.4 

49 

No  load 

Ul 

34.7 

34.7 

c 

MERRILL  LYNCH  GLOBAL  SMALL  CAP  C  MCGCX 

A 

World                                       A 

147.1 

111 

0.00" 

2.37* 

46.6 

46.5 

0 

MERRILL  LYNCH  MASTER  SMALL  CAP  VALUE  B  MBSPX 

A 

Small-cap  Value                          B 

896.0 

20 

0.00" 

2.10* 

40.6 

40.6 

0 

includes  redemption  fee.  "Includes  deferred  sales  c 

:harge.  fl2(b 

)-l  plan  in  effect.  NA=Not  available. 

(r)  Formerly  First  Eagle  SoGen  Gold  Fund,  (s)  Formerly  First  Eagle  SoGen  Overseas  Fund  A.  (t)  Formerly  Berger  Mid  Cap  Value  Fund,  (u)  Formerly  FJerger  Small  Cap  Value  Fund/In*' 
(v)  Formerly  Prudential  Natural  Resources  Fund  A.  (w)  Formerly  ARK  Funds:  Small  Cap  Equity  Fund  A. 
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«Wf  OWWAL  TOTAL  «ETMHS(%) 


HISTORY     PORTFOLIO  DATA 


RISK 


TELEPHONE 


=6  5YEARS  10YEARS         RESULTSVS.    TURNOVER  CASH  UNTAXED     P-E      TOP10     LARGEST  HOLDING 

ERTAX    PRETAX  AFTERTAX  PRETAX  AFTERTAX    ALLFUNDS 


LEVEL 


BEST 


WORM 


%      GAINS%   RATIO    STKS.%   COMPANY(%ASSETS) 


QTR      %RET        QTR      %RET 


57.4       28.6      27.7         7.4     6.5      DSDDB    Very  Low     18         24         29       52       Newmont  Mining  (10) 
18.2        18.7     16.8       13.1     11.2      BBDDB    Very  Low     21        20         16       34       Wendel  Investissement  (2) 


Average     Q102    50.4 
Very  Low    Q203    16.6 


Q100    -12.1 
Q302    -10.5 


800-451-3623 
800-451-3623 


19.5 

24.0 

23.6 

NA 

NA 

nnnnn 

Low 

3 

16 

25 

11 

Dreyfus  Treasury  Prime  Cash  Mgmt.  S  (3)  Average 

Q299 

34.3 

Q302 

-27.8 

888-263-6443 

6.5 

9.2 

6.5 

8.7 

53 

BOBOB 

Average 

8 

9 

16 

19 

Ford  Motor  Capital  Trust  (2) 

Very  Low 

Q2  03 

15.4 

Q302 

-6.6 

800-342-5236 

31.5 

21.7 

2L3 

4.2 

3.6 

BBODD 

Low 

6 

34 

27 

60 

Barrick  Gold  (10) 

High 

Q102 

27.2 

Q100 

-13.5 

800-342-5236 

.'5.0 

16.6 

15.5 

NA 

NA 

nnnnn 

Low 

3 

28 

14 

24 

Delta  Apparel  (2) 

Very  Low 

Q101 

16.4 

Q302 

-14.7 

800-342-5236 

3.4 

17.8 

15.8 

NA 

NA 

DQDBO 

Low 

NA 

-10 

44 

NA 

Petroleo  Brasilero 

High 

Q499 

49.7 

Q3  01 

-23.2 

800-548-4539 

;i 

4.6 

21.2 

19.0 

NA 

NA 

nnnnn 

Low 

NA 

-29 

NA 

NA 

NeoPharm  (5) 

High 

Q4  99 

53.1 

Q400 

-22.4 

800-548-4539 

II 

203 

20.1 

19.6 

NA 

NA 

nnnnu 

Average 

3 

31 

9 

21 

Samsung  Electronics  (3) 

Average 

0299 

60.8 

03  01 

-18.5 

NA 

u 

14.5 

12.0 

10.7 

8.3 

6.7 

□BBDD 

Average 

5 

26 

13 

12 

Numico  (Kon)  (1) 

Low 

Q203 

30.1 

Q302 

-17.6 

NA 

N 

4.8 

7.4 

5.6 

12.1 

10.0 

□BBDD 

Low 

NA 

20 

21 

15 

Pfizer  (3) 

Very  Low 

Q2  03 

15.7 

Q3  02 

-13.5 

800-422-3554 

II 

513 

26.8 

26.6 

NA 

NA 

nnnnn 

Average 

NA 

33 

NA 

41 

Newmont  Mining  (6) 

High 

Q102 

45.4 

Q100 

-16.7 

800-422-3554 

J 

0.6 

4.3 

3.7 

7.3 

6.4 

□BBDB 

Low 

NA 

5 

21 

24 

Microsoft  (3) 

Very  Low 

Q402 

9.6 

Q302 

-8.5 

800-354-5525 

J 

16.7 

15.6 

15.5 

9.7 

83 

BDODD 

Average 

4 

21 

21 

17 

Wabash  National  (2) 

Low 

Q299 

30.1 

Q3  02 

-17.3 

800-621-2550 

i 

-4.2 

12.2 

11.1 

10.4 

83 

nnnnn 

High 

NA 

-22 

47 

52 

Vestas  Wind  Systems  (15) 

Very  High 

Q499 

52.6 

Q301 

-28.2 

800-934-7336 

1 

91 

10.1 

8.3 

9.9 

8.0 

BDDDB 

Average 

2 

12 

16 

45 

Arbor  Software  (6) 

Very  Low 

Q403 

12.8 

Q302 

-13.5 

800-366-3863 

i 

-3.2 

7.3 

6.2 

13.5 

11.8 

nnnnn 

Low 

7 

11 

29 

21 

Time  Warner  (3) 

Average 

Q499 

25.1 

Q3  01 

-20.6 

800-421-0180 

12.4 

14.5 

14.0 

NA 

NA 

nnnnn 

Average 

NA 

13 

15 

36 

Boeing  (5) 

Low 

Q2  99 

30.7 

Q3  02 

-18.8 

800-225-5291 

14.2 

17.0 

16.5 

NA 

NA 

unnnn 

Low 

1 

25 

NA 

27 

Anglo  American  (3) 

Average 

Q499 

34.9 

Q3  01 

-19.6 

800-762-4848 

3.2 

15.6 

14.9 

NA 

NA 

nnnnn 

High 

1 

15 

22 

17 

Countrywide  Financial  (3) 

Average 

Q499 

29.8 

Q3  02 

-18.5 

800-800-2000 

j 

23.1 

20.0 

18.3 

15.8 

14.0 

BBDBD 

Average 

11 

36 

26 

23 

Great  Lakes  Chemical  (2) 

Low 

Q2  03 

35.4 

Q302 

-20.3 

800-432-7856 

15.1 

17.7 

15.8 

NA 

NA 

nnnnn 

Low 

3 

25 

15 

29 

Nam  Tai  Electronics  (4) 

Low 

Q499 

32.0 

Q3  02 

-13.7 

800-966-4354 

16.8  22.4  2L4  NA  NA  BDDOa  Average  4  18  18  34  Sears  Roebuck  (5) 

28.8  19.1  19.0  14.5  123  BDDDD  Average  5  26  6  38  Mi  Developments  (5) 

L2  7.8  7.2  NA  NA  BBBDB  Very  High  5  5  20  46  Rio  Tinto  (5) 

8.3  15.4  15.3  NA  NA  BBDBB  Average  4  16  37  28  Ariad  Pharmaceuticals  (5) 

6.5  26.6  26.1  NA  NA  BDBDB        Low  12  9  15  37  Patina  Oil  &  Gas  (5) 

-9.2  12.5  9.1  NA  NA  DOBBD       High  NA  -5  46  36  J2  Global  Communications  (6) 

16.8  15.3  13.2  NA  NA  BBDBD  Average  6  21  24  32  XM  Satellite  Radio  Holdings  (4) 

45.0  20.9  20.8  3.1  2.5  QBOOO  Average  0-11  22  55  Compania  De  Minas  Buenaventura  (9) 

58.0  53.2  53.0  NA  NA  DBDDD        Low  1  11  NA  69  YukosOil(16) 

-0.8  17.0  16.6  11.2  10.2  BOOBS       High  6  3  21  40  Murphy  Oil  (6) 


Low  Q299  26.4 

Low  Q299  25.7 

Low  Q403  16.3 

Average  Q2  03  31.8 

Average  Q100  29.0 

Very  High  Q499  40.4 

Average  Q499  28.3 

High  Q102  34.6 

High  04  99  95.4 

Average  02  99  22.7 


Q3  02  -20.6 

Q3  02  -18.1 

Q302  -19.1 

0301  -29.1 

Q3  01  -12.1 

Q301  -30.4 

Q302  -14.9 

Q100  -17.0 

Q3  99  -33.9 

Q301  -16.9 


800-796-5606 
800-796-5606 
888-221-4227 
800-472-6114 

800-764-0442 

800-764-0442 
800-924-6848 
800-992-0180 
800-992-0180 
800-525-8085 


39.7 

9.0 

20.4 

-4.1 
-4.6 


13.2 

10.5 

12.8 

1.0 

L7 


163  16.5 

16.4  16.0 

22.2  22.0 

2.7  L4 

5.0  4.8 


17.7  16.6 

15.0  13.9 

22.5  2L8 

7.7  7.0 

1L5  11.0 


-L5  -2.6 

NA  NA 

NA  NA 

NA  NA 

NA  NA 

NA  NA 

16.7  14.6 

113  10.5 

12.2  11.5 

7.0  6.7 


unnnn 
nnnnn 
nnnnn 

nnnnn 
nnnnn 

BDDBB 

nnnnn 

BDBDB 

nnnnn 

DBEIOB 


Average  12 

Average  0 

Average  9 

Average  NA 

Low  NA 

Average  16 

Average  NA 

Low  0 

Very  Low  1 

Average  NA 


-75  29  56  Freeport-McMoran  Copper  &  Gold  (6) 

7  NA  50  Malayan  Banking  Berhad  (10) 

11  NA  34  Trican  Well  Service  (5) 

11  NA  25  Citigroup  (3) 

3  NA  28  Citigroup  (4) 


Q102  33.9 
0299  122.0 
Q4  01  24.2 
Average  04  99  24.2 
Average     Q499    38.2 


High 
High 

Average 


Q499  -18.1 

Q399  -17.7 

Q301  -21.4 

Q302  -15.3 

Q302  -15.3 


800-525-8085 
800-776-0179 
800-777-6472 
800-525-3713 
800-525-3713 


19  19 

20  22 
34  28 
10  22 
16  52 


24 
27 
35 
51 
17 


Washington  Federal  (2) 
Joy  Global  (2) 
BJ  Services  (5) 
Stryker(6) 
GlaxoSmithKline  (3) 


Low  Q401  21.3 

Low  Q401  24.6 

Average  Q299  25.2 

Low  Q401  13.3 

Low  Q4  99  50.6 


Q302  -17.7 

Q3  02  -22.6 

Q301  -21.0 

Q202  -12.4 

Q101  -14.7 


800-525-3713 
800-525-3713 
800-225-1852 
800-992-4144 
800-435-4659 


-LI 

L8 
11.5 
14.7 

7.6 

10.6 
8.5 
8.3 
2.2 
L4 


8.3  8.3 

4.4  3.3 
5.0  5.0 

16.2  16.2 

11.2  10.0 


NA  NA 

17.4  16.2 

NA  NA 

NA  NA 

NA  NA 


nnnnn 

BBBBD 
BBBDD 

nnnnn 

□DBDD 


103  9.5 

15.4  13.7 

17.8  16.4 

12.7  11.2 

19.3  17.5 


15.3  13.1 

NA  NA 

NA  NA 

NA  NA 

NA  NA 


BDDDB 
BDDBB 
DBBDO 

nnnnn 

DBBBD 


Very  Low  1 

Average  1 

High  5 

Average  NA 

High  0 

Low  14 

Very  Low  16 

Average  0 

Average  5 

Very  High  3 


-81 
23 
21 
19 
19 


23 
18 
31 
NA 
32 


23  28 

15  48 

21  NA 

4  20 


65 
49 
64 
25 
32 

56 
67 
24 
31 


Espeed (9) 
Amazon.com  (8) 
Inter  ActiveCorp  (10) 
Samsung  Electronics  (6) 


Very  High  Q199  93.1 

Average  Q2  03  25.5 

High  Q2  03  30.9 

High  Q499  39.7 


Strong  Income  Funds  High-Yield  Bonds  (4)  Very  Low    Q2  03    16.6 


Q2  00  -33.4 

Q301  -20.0 

Q301  -23.5 

Q301  -22.1 

Q301  -14.0 


800-930-3828 
800-822-5544 
800-822-5544 
800-822-5544 
800-273-6886 


13 


51        21 


Level  3  Communications  (7) 
Nipponkoa  Insurance (9) 
Anglo-Irish  Bank  (2) 
Sears  Roebuck  (4) 
Cypress  Semiconductor  (2) 


Low  Q2  03  16.7 

Low  Q2  03  30.7 

Low  Q499  36.9 

Low  Q2  03  20.4 

High  Q499  82.1 


Q399  -15.3 

Q3  02  -19.6 

Q302  -143 

Q3  02  -19.1 

Q302  -23.6 


800-445-9469 
800-445-9469 
800-225-2606 
800-225-2606 
800-836-2211 


L3 

6.3 

4.3 

NA 

NA 

BBBBB 

High 

5 

12 

NA 

31 

Tyco  International  (6) 

Average 

Q2  03 

18.4 

Q301 

-18.8 

800-656-8864 

8.5 

13.1 

12.7 

123 

12.4 

BBDBD 

Low 

1 

17 

22 

37 

Morgan  Stanley  Dean  Witter  (4) 

Average 

0203 

25.1 

Q302 

-20.3 

800-366-6223 

1     18.8 

2L7 

19.6 

NA 

NA 

BBDDB 

Very  Low 

4 

16 

16 

31 

China  Mobile  Hong  Kong  (5) 

Very  Low 

Q2  99 

233 

Q301 

-8.6 

800-789-2742 

22.2 

20.4 

19.8 

NA 

NA 

nnnnn 

Low 

NA 

17 

17 

35 

China  Merchants  Holdings  Intl.  (4) 

High 

Q2  99 

69.6 

Q301 

-27.1 

800-789-2742 

32.8 

19.3 

15.8 

NA 

NA 

nnnnn 

Low 

NA 

28 

NA 

45 

Samsung  Electronics  (10) 

Very  High 

Q2  99 

69.7 

Q4  00 

-24.7 

800-789-2742 

1     17.3 

17.6 

16.7 

NA 

NA 

nnnnn 

Low 

NA 

19 

NA 

36 

Advanced  Info.  Service  (4) 

High 

Q2  99 

60.2 

Q3  01 

-21.6 

800-789-2742 

'     10.5 

15.2 

13.2 

13.0 

10.5 

□DDBD 

Low 

NA 

23 

30 

27 

Devry  (3) 

Low 

Q2  03 

21.0 

0302 

-18.5 

800-446-6662 

9.2 

19.8 

18.8 

NA 

NA 

BDDBB 

Average 

1 

21 

24 

23 

Newmont  Mining  (3) 

Very  Low 

Q2  99 

25.0 

Q302 

-14.8 

800-446-6662 

.      2.4 

19.7 

19.4 

NA 

NA 

DBBBD 

High 

6 

13 

34 

17 

Game  Group  (1) 

Average 

Q499 

64.1 

Q3  01 

-18.3 

800-637-3863 

I     103 

15.9 

14.2 

14.0 

11.6 

BDDDB 

Average 

17 

16 

28 

29 

CNF  Transportation  (2) 

Average 

Q401 

28.1 

Q3  02 

-21.5 

800-637-3863 

Data:  St  m  I  in]  A  i'-«r 
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Persona 

1  Business 

Equity  Funds 

FUND/SYMBOL                                                   OVE 

RAU  RATING 

'ERFORMANCE 

CATEGORY                             RATING 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

SIZE 

FEES 

2003  RETURNS ( 

(COMPARES  RISK-ADJUSTED  J 

ASSETS 

%CHG. 

SALES 

EXPENSE 

PRE- 

-~i- 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

SMIL 

2002-2003 

CHARGE (%) 

RATIO  (%) 

TAX 

TAX 

MERRIU  LYNCH  NATURAL  RESOURCES  A  MDGRX(x) 

A 

Natural  Resources 

C 

6L1 

13 

575" 

L38* 

3L7 

3L7 

J.P.  MORGAN  MID  CAP  VALUE  1  FLMVX 

A 

Mid-cap  Value 

B- 

300.4 

518 

No  load 

0.75 

30.6 

303 

MORGAN  STANLEY  INSTL  INTL.  SMALL  CAP  A  MSISX 

X            B+ 

Foreign 

847.0 

101 

0.00* 

U9 

483 

47.4 

MUNDER  MICRO  CAP  EQUITY  A  MMEAX 

A 

Small-cap  Growth 

B+ 

1083 

99 

5.50" 

138* 

643 

643 

MUTUAL  DISCOVERY  Z  MDISX  X 

B+ 

World 

2094.8 

23 

No  load 

L04 

313 

307 

MUTUAL  EUROPEAN  Z  MEURX 

A 

Europe 

473.8 

24 

No  load 

1.04 

323 

3L8  ' 

N/l  NUMERIC  INVESTORS  SMALL  CAP  VALUE  NISVX 

A 

Small-cap  Value 

1983 

75 

0.00* 

135 

493 

46.1 

NEEDHAM  GROWTH   NEEGX  & 

A 

Mid-cap  Growth 

367.1 

26 

0.00* 

L75* 

47.3 

473 

NEUBERGER  BERMAN  GENESIS  INV.  NBGNX 

A 

Small-cap  Value 

1269.6 

18 

No  load 

L08 

31.7 

3L7 

NUVEEN  NWQ  MULTI  CAP  VALUE  R  NQVRX  (y) 

A 

All  Cap 

29.9 

26 

No  load 

1.36 

47.8 

463 

OCMGOLD  OCK'GX(z) 

A 

Precious  Metals 

84.2 

140 

430 

2.66* 

483 

at 

OAKMARK  EQUITY  &  INCOME  1  OAKBX 

B+ 

Domestic  Hybrid 

47693 

76 

No  load 

033 

237 

23.0 

OAKMARK INTERNATIONAL!  OAKIX  X 

B+ 

Foreign 

3172.5 

83 

0.00  ♦ 

L25 

38.0 

373  1 

OAKMARK  INTERNATIONAL  SMAU CAP  1  OAKEX 

A 

Foreign 

5503 

50 

0.00* 

137 

52.4 

52.1  1 

OAKMARK  SELECT  1  OAKLX 

A 

Large-cap  Value 

5498.1 

26 

0.00* 

L02 

290 

283  1 

OBERWEIS  MICRO  CAP  OBMCX 

A 

Small-cap  Growth 

104.7 

293 

0.00* 

133* 

1083 

105.0  f 

OLD  WESTBURY  CAPITAL  OPPORTUNITIES  OWCOX 

B 

Large-cap  Blend 

684.7 

32 

No  load 

U8* 

16.1 

16J  If 

OLSTEIN  FINANCIAL  ALERT  C  OFALX 

A 

AH  Cap 

1332.4 

24 

0.00" 

271* 

363 

363  1 

OPPENHEIMER  DEVELOPING  MARKETS  A  ODMAX 

A 

Diversified  Emerging  Markets 

B+ 

859.0 

162 

5.75" 

L76* 

657 

63.7   I 

OPPENHEIMER  GOLD  &  SPECIAL  MINERALS  A  OPGSX 

A 

Precious  Metals 

229.7 

94 

5.75" 

L40* 

59.7 

577 

OPPENHEIMER  REAL  ASSET  A  QRAAX 

A 

Miscellaneous 

2837 

78 

5.75  ** 

L49* 

223 

218 

PIMCO  PEA  RENAISSANCE  A  PQNAX 

A 

Mid-cap  Value 

B+ 

16487 

46 

5.50" 

175* 

583 

583 

PIMCO  PEA  VALUE  C  PDLCX 

B+ 

Large-cap  Value 

417.1 

42 

0.00" 

L85* 

423 

42.8 

PIMCO  RCM  BIOTECHNOLOGY  D  DRBNX 

A 

Health 

309.3 

9 

0.00* 

L60* 

40.0 

40.0 

PIMCO  RCM  GLOBAL  SMALL  CAP  INSTITUTIONAL  DGSCX           B+ 

World 

9.3 

123 

0.00* 

1.41 

573 

57.3 

PACIFIC  CAPITAL  SMAU  CAP  Y  PSCYX 

A 

Small-cap  Value 

B+ 

106.0 

73 

No  load 

L35 

56.0 

553 

PARNASSUS  INCOME  EQUITY  INCOME  PRBLX 

B+ 

Large-cap  Value 

5957 

130 

No  load 

036 

15.7 

143 

PERKINS  DISCOVERY  RDFDX 

A 

Small-cap  Growth 

8.5 

150 

No  load 

2.50* 

673 

673 

PERMANENT  PRPFX  X 

B 

Domestic  Hybrid 

10L6 

54 

No  load 

L34 

20.5 

2O0 

PERRITT  MICRO  CAP  OPPORTUNITIES  PRCGX 

A 

Small-cap  Growth 

156.6 

910 

0.00* 

L60 

633 

62.0 

PHOENIX-DUFF  &  PHELPS  REAL  ESTATE  SEC  A  PHRAX               A 

Real  Estate 

B+ 

260.5 

407 

5.75 

L30* 

373 

357 

PIONEER  INDEPENDENCE  PINDX 

B 

Large-cap  Blend 

176.7 

99 

No  toad 

130* 

293 

293 

PIONEER  SMAU  CAP  VALUE  A  PIMCX 

A 

Small-cap  Value 

20L5 

45 

5.75" 

L65* 

37J 

37.0 

POLARIS  GLOBAL  VALUE  INVESTOR  PGVFX 

B+ 

World 

3L5 

31 

0.00* 

L75 

47.1 

46.6 

T.ROWE  PRICE  CAPITAL  APPRECIATION  PRWCX 

B+ 

Domestic  Hybrid 

2737.1 

48 

No  toad 

035 

253 

243 

T.ROWE  PRICE  INTL  DISCOVERY  PRIDX  X 

A 

Foreign 

656.3 

75 

0.00* 

L44 

65.3 

65.1 

T.ROWE  PRICE  REAL  ESTATE  TRREX 

A 

Real  Estate 

270.4 

114 

0.00* 

LOO 

34.8 

323    ( 

T.ROWE  PRICE  SMAU  CAP  VALUE  PRSVX  X 

A 

Small-cap  Value 

3192J 

31 

0.00* 

0.89 

36.4 

353    ! 

T.ROWE  PRICE  VALUE  TRVLX 

B 

Large-cap  Value 

1366.6 

14 

No  toad 

035 

30.0 

29.6      1 

PRUDENT  BEAR  BEARX 

B+ 

Large-cap  Blend 

5830 

49 

No  toad 

1.84  * 

-10.4 

-113 

PURISIMA  PURE  FOREIGN   PURFX 

B+ 

Foreign 

2.8 

-19 

No  load 

130 

40.4 

39.3 

QUAKER  AGGRESSIVE  GROWTH  A  QUAGX 

A 

All  Cap 

2293 

57 

5.50 

2J6* 

30.8 

30.8 

QUANT  EMERGING  MARKETS  ORDINARY  QFFOX 

A 

Diversified  Emerging  Markets 

23.3 

102 

0.00" 

279* 

80.7 

80.6 

RS  CONTRARIAN  VALUE  RSCOX  (aa)  X 

A 

Mid-cap  Value 

B+ 

285.0 

362 

No  load 

L67* 

66.0 

66.0 

RS  GLOBAL  NATURAL  RESOURCES  RSNRX  (ab) 

A 

Natural  Resources 

B* 

803 

137 

No  toad 

L77* 

421 

42J 

RS  PARTNERS  R5»FX  (ac) 

A 

Small-cap  Value 

709J 

542 

No  load 

L88* 

65.6 

63.6 

ROYCE  LOW  PRICED  STOCK  RYLPX 

A 

Small-cap  Value 

B+ 

2925.6 

59 

0.00* 

L49* 

44.0 

433 

ROYCE  MICRO-CAP  INV.  RYOTX  X 

A 

Small-cap  Value 

427.0 

60 

0.00* 

L49 

48.3 

48.0 

ROYCE  OPPORTUNITY  INV.  RYPNX 

A 

Small-cap  Value 

1255.3 

85 

0.00* 

L17 

723 

7L2 

ROYCE  SELECT  RYSFX 

A 

Small-cap  Value 

B+ 

22.7 

31 

0.00* 

L01 

48.7 

46.1 

ROYCE  SPECIAL  EQUITY  RYSEX 

A 

Small-cap  Value 

682.7 

100 

0.00* 

170 

27.6 

27.3 

ROYCE  TRUSTSHARES  INV.  RGFAX  (ad) 

A 

Small-cap  Value 

B* 

32.5 

31 

0.00* 

L49* 

38J 

37.5 

F.RUSSEU  REAL  ESTATE  SECURITIES  S  RRESX  X 

A 

Real  Estate 

873.5 

40 

No  toad 

L19 

37.3 

354 

RYDEX  PRECIOUS  METALS  RYPMX 

A 

Precious  Metals 

288.8 

427 

No  toad 

177 

423 

423 

SSGA  AGGRESSIVE  EQUITY  SSAEX 

A 

AM  Cap 

843 

36 

No  toad 

L10* 

343 

333 

SANTA  BARBARA  BENDER  GROWTH  Y  8EGYX 

B* 

Large-cap  Growth 

19.8 

35 

No  toad 

2.00* 

47.4 

47.4      1 

SCHWAB  U.S.  MARKETM ASTERS     AOGX 

C 

Large-cap  Growth 

1733 

24 

No  load 

0.74 

38.6 

38.6 

SCUDDER  GOLD  &  PRECIOUS  METALS  S  SCGDX 

A 

Precious  Metals 

2893 

157 

No  toad 

L65 

943 

903 

SCUDDER  MICRO  CAP  INV.  MMFSX 

A 

Small-cap  Growth 

B+ 

20.1 

58 

No  toad 

L74 

40.8 

40.8 

SECURITY  CAPITAL  U.S.  REAL  ESTATE  SUSIX 

A 

Real  Estate 

2893 

38 

No  toad 

171* 

35.0 

333 

SECURITY  MID  CAP  VALUE  A  SEVAX 

A 

Mid-cap  Value 

■+ 

147.0 

92 

5.75" 

L65 

513 

513 

SELECT  ENERGY  SERVICE  FSESX(ae) 

A 

Natural  Resources 

345.0 

-25 

0.00* 

D7 

7.6 

7.6 

SELECT  GOLD  FSAGX  (af) 

A 

Precious  Metals 

87L8 

73 

0.00* 

Lll 

32J 

27.6 

"Includes  redemption  fee.  **lncludes  deferred  sales  charge.  |12(b)-l  plan  in  effect.  NA=Not  available. 

(x)  Formerly  Merrill  Lynch  Natural  Resources  Fund  D.  (y)  Formerly  PBHG  Special  Equity  Fund  PBHG.  (z)  Formerly  Monterey:  OCM  Gold  Fund,  (aa)  Formerly  RS  Investment  Trust: 
Contrarian  Fund,  (ab)  Formerly  RS  Investment  Trust:  Global  Natural  Resources  A.  (ac)  Formerly  RS  Investment  Trust:  Partners  Fund  A.  (ad)  Formerly  Royce  Fund  Trust  &  Giftshares 
(ae)  Formerly  Fidelity  Select  Energy  Service,  (af)  Formerly  Fidelity  Select  Gold. 
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U.  TOTAL  RETURNS(%) 

HISTORY 

RESULTS  VS. 
'AX    ALL  FUNDS 

PORTFOLIO  DATA 

RISK 

LEVEL 

BEST 

WORST 

TELEPHONE 

5YEARS              10YEARS 
PRETAXAFTERTAX  PRETAXAFTER1 

TURNOVER 

CASH  UNTAXED 
%      GAINS% 

P-E 

RATIO 

TOPlu 
STKS.% 

LARGEST  HOLDING 

COMPANY  (%  ASSETS) 

QTR 

%RET 

QTR 

%RET 

6.8 

16.3 

16.3 

NA 

NA 

BDBDB 

Low 

1 

26 

26 

36 

Encana  (5) 

Average 

Q299 

18.7 

Q301 

-16.6 

800-637-3863 

'3.4 

18.0 

16.0 

NA 

NA 

DDDDB 

Average 

NA 

13 

17 

28 

Outback  Steakhouse  (3) 

Very  Low 

Q299 

17.8 

Q301 

-9.0 

800-348-4782 

0.0 

123 

1L4 

9.1 

7.7 

BBBDO 

Low 

4 

17 

NA 

23 

Oaibiru  (Formerly  Osaka  Building)  (3) 

Very  Low 

Q2  03 

21.4 

Q302 

-14.0 

800-212-3825 

.4.2 

17.5 

17.3 

NA 

NA 

Donna 

Low 

4 

22 

16 

22 

Merit  Medical  Systems  (2) 

High 

Q499 

47.9 

Q302 

-243 

800-468-6337 

5.7 

1L6 

9.8 

13.3 

11.1 

BDBDB 

Low 

14 

20 

20 

17 

Altadis  (2) 

Very  Low 

Q2  03 

15.7 

Q302 

-10.6 

800-342-5236 

4.5 

14.4 

12.4 

NA 

NA 

BDBDB 

Low 

17 

16 

14 

23 

Total  (3) 

Very  Low 

Q499 

27.5 

Q302 

-13.5 

800-342-5236 

2L7 

2L2 

18.7 

NA 

NA 

Banna 

Very  High 

2 

17 

15 

14 

Amerus  Group  (2) 

Low 

Q2  03 

22.4 

Q302 

-17.0 

800-686-3742 

5.8 

18.0 

16.7 

NA 

NA 

UBOBO 

Average 

18 

0 

41 

39 

Seagate  Technology  (4) 

High 

Q499 

36.9 

Q302 

-22.6 

800-625-7071 

12.5 

14.6 

14.1 

14.9 

142 

bdddb 

Low 

11 

35 

22 

28 

Zebra  Technologies  (3) 

Low 

Q401 

15.4 

Q301 

-11.2 

800-366-6264 

11.8 

14.1 

13.1 

NA 

NA 

Bnnnn 

Average 

13 

40 

22 

44 

Computer  Associates  International  (4) 

Low 

Q2  03 

26.6 

Q302 

-21.8 

800-257-8787 

55.3 

23.6 

23.6 

1.4 

1.4 

BBnnn 

Low 

4 

52 

30 

45 

Newmont  Mining  (9) 

High 

Q102 

39.7 

Q499 

-123 

800-628-9403 

12.1 

13.0 

11.8 

NA 

NA 

ooodb 

Average 

12 

13 

20 

46 

U.S.  Treasury  Note  1/15/07  (7) 

Very  Low 

Q2  03 

13.2 

Q302 

-8.6 

800-625-6275 

53 

13.5 

12.7 

8.6 

6.8 

BBBUB 

Low 

4 

16 

15 

34 

Daiwa  Securities  Group  (Japan)  (4) 

Average 

Q2  03 

25.4 

Q302 

-223 

800-625-6275 

17.1 

18.0 

16.9 

NA 

NA 

DBODO 

Low 

4 

20 

17 

36 

Neopost  (France)  (A)  (5) 

Average 

Q203 

2*2 

Q302 

-22.3 

800-625-6275 

12.4 

15.4 

14.2 

NA 

NA 

BDDBB 

Low 

9 

28 

17 

60 

Washington  Mutual  (18) 

Low 

Q2  03 

16.2 

Q302 

-15.6 

800-625-6275 

28.0 

18.6 

17.6 

NA 

NA 

BDDBD 

Average 

NA 

52 

40 

31 

Faro  Technologies  (7) 

High 

Q203 

363 

Q400 

-23.4 

800-245-7311 

OS 

4.5 

4.4 

NA 

NA 

□BBBB 

Low 

14 

11 

25 

36 

Zimmer  Holdings  (4) 

Low 

Q499 

223 

Q302 

-13.7 

800-607-2200 

8.3 

14.4 

12.3 

NA 

NA 

BDDBB 

Average 

6 

12 

22 

20 

Tyco  International  (3) 

Average 

Q401 

25.3 

Q302 

-23.5 

800-799-2113 

14.6 

21.5 

20.7 

NA 

NA 

DBBDO 

Very  Low 

8 

23 

15 

32 

Embraer  Empresa  Brasileira  De  Aeron  (4) 

Average 

Q499 

39.2 

Q301 

-23.2 

800-525-7048 

38.1 

21.7 

20.5 

5.8 

5.3 

□□ODD 

High 

2 

36 

NA 

44 

Ivanhoe  Mines  (6) 

High 

Q102 

29.3 

Q100 

-14.5 

800-525-7048 

L2 

162 

14.8 

NA 

NA 

BDBDB 

Low 

32 

5 

NA 

71 

Fannie  Mae  (15) 

Average 

Q399 

16.9 

Q101 

-111 

800-525-7048 

1L0 

16.2 

14.4 

17.3 

14.7 

DDDDD 

High 

9 

9 

38 

40 

CITGroup(5) 

Average 

Q203 

32.8 

Q302 

-3L8 

800-927-4648 

5.5 

102 

8.5 

NA 

NA 

BDDDD 

Very  High 

9 

7 

24 

42 

Tyco  International  (5) 

Average 

Q2  03 

25.2 

Q302 

-273 

800-927-4648 

-14.1 

19.5 

18.6 

NA 

NA 

DDBBB 

High 

2 

-119 

NA 

47 

Amgen  (10) 

Very  High 

Q499 

65.4 

Q101 

-34.5 

800-927-4648 

-03 

1L4 

10.7 

NA 

NA 

DDBBO 

High 

5 

-27 

19 

18 

Round  One (2) 

High 

Q499 

64.8 

Q301 

-26.4 

800-927-4648 

17.5     15.8 
93      8.4 


19.7 
83 


17.1 
8.1 


16.6      15.1 


NA  NA 

11.0  9.0 

NA  NA 

6.7  5.9 

133  11.9 


BDDDO 

BBDDB 
DBDBD 
BBDDB 
BBDOD 


High  7 

Average  42 

Low  28 

Very  Low  6 

Average  21 


-32 

9 

12 

32 

24 


13 
19 
30 
23 
22 


22 
45 
49 
62 
30 


iShares  Trust  Russell  2000  Val.  Index  (5)  Low  Q2  03  24.4 

Johnson  &  Johnson  (3)  Very  Low  Q402  153 

Stake  Technology  (4)  High  Q100  64.2 

U.S.  Treas  Bd  Stripped  Pri  5/15/18  (19)  Very  Low  Q2  03  7.0 

Layne  Christensen  (2)  High  Q100  30.8 


Q302 

-20.0 

800-258-9232 

Q302 

-12.6 

800-999-3505 

Q200 

-27.8 

800-441-9800 

Q101 

-3.0 

800-531-5142 

Q302 

-18.8 

800-332-3133 

15.8 

17.4 

15.7 

NA 

NA 

BDDDB 

Low 

6 

18 

27 

48 

Chelsea  Property  Group  (6) 

Very  Low 

Q299 

13.1 

Q399 

-8.5 

800-243-4361 

-3.8 

4.8 

4.4 

NA 

NA 

BDBDB 

Average 

NA 

9 

19 

31 

Citigroup  (4) 

Average 

Q203 

19.1 

Q302 

-18.4 

800-821-1239 

10.3 

162 

16.0 

NA 

NA 

BDDBB 

Low 

NA 

23 

23 

23 

iShares  Trust  Russell  2000  Val.  Index  (7) 

Average 

Q203 

22.2 

Q302 

-21.2 

800-821-1239 

15.7 

11.4 

10.5 

NA 

NA 

□BDDD 

Low 

10 

27 

NA 

28 

Pacificare  Health  Systems  (3) 

Low 

Q203 

24.4 

Q301 

-17.5 

800-953-6786 

10.6 

12.7 

11.0 

12.8 

10.3 

□DDDD 

Low 

19 

19 

23 

36 

Newmont  Mining  (4) 

Very  Low 

Q2  03 

13.0 

Q302 

-73 

800-638-5660 

17.6  16.3 

15.0  13.3 

14.6  13.5 

6.8  5.7 

9.4  8.0 


8.5  7.6 

NA  NA 

13.4  113 

NA  NA 

NA  NA 


DDBBD 
BDDDB 
BDDDB 
□DDBB 
BDDDB 


Average  3 

Very  Low  NA 

Very  Low  6 

Low  NA 

Very  High  74 


-11 
18 
35 

5 
-18 


NA  15  Rapala  Vmc  Oyj  (2)  Average 

27  40  Equity  Office  Properties  (6)  Very  Low 

22  18  Brown  &  Brown  (2)  Low 

24  22  Reserve  Investment  Funds  (8)  Average 

NA  112  NA  High 


Q499  57.2 

Q2  00  12.3 

Q203  17.6 

Q203  17.8 

Q301  41.5 


Q3  01 
Q3  99 
Q302 
Q302 
Q401 


-19.3  800-638-5660 

-8.7  800-638-5660 

-17.1  800-638-5660 

-18.7  800-638-5660 

-22.1  800-711-1848 


7.3 

1L7 

102 

NA 

NA 

BDDBB 

Low 

1 

2 

18 

33 

Total  (4) 

Low 

Q499 

25.4 

Q3  02 

-19.5 

800-841-2858 

-Oi 

17.8 

153 

NA 

NA 

DDBBB 

Very  High 

11 

8 

11 

31 

Cendant (3) 

Very  Low 

0499 

35.8 

Q2  02 

-6.7 

800-423-2345 

193 

14.6 

14.5 

NA 

NA 

DBBOD 

High 

5 

27 

NA 

29 

Companhia  Siderurgica  Nacional  (4) 

Average 

Q403 

32.1 

Q301 

-18.5 

800-326-2151 

15.6 

18.7 

18.7 

5.3 

5.1 

BBBDD 

High 

9 

-27 

15 

42 

China  Yuchai  International  (5) 

Low 

Q299 

2L7 

Q301 

-19.0 

800-766-3863 

18.7 

203 

203 

NA 

NA 

BDBDB 

High 

16 

4 

18 

57 

Falconbridge  (6) 

Low 

0299 

28.0 

Q301 

-152 

800-766-3863 

21.7  21.2  NA  NA  BDDDO  Very  High  10  15  10  36  Kindred  Healthcare  (3) 

19.4  18.5  16.5  15.1  BDDBD        Low  15  18  28  32  Endo  Pharmaceuticals  Holdings  (2) 

16.0  15.1  13.7  12.5  DDOBD  Very  Low  14  27  29  29  Transaction  Systems  Architects  (1) 

2L7  20.4  NA  NA  BDDBD     Average  6  26  18  17  Standard  Microsystems  (1) 

19.4  18.1  NA  NA  BDDBD       High  20  35  32  39  Tom  Brown  (2) 


Low 
Average 
Average 
Average 

Low 


Q203  25.0 

Q401  27.7 

Q203  27.8 

Q2  03  31.9 

Q2  99  263 


Q301 
Q302 
Q3  02 
Q3  02 
Q3  02 


-143  800-766-3863 

-21.3  800-348-1414 

-23.5  800-348-1414 

-27.8  800-348-1414 

-193  800-348-1414 


24.1 

15.1 

14.8 

NA 

NA 

BODDQ 

Average 

15 

18 

15 

40 

Banta(4) 

Very  Low 

Q401 

203 

Q199 

-9.0 

800-348-1414 

9.8 

16.4 

14.8 

NA 

NA 

BBDBB 

Average 

12 

28 

35 

35 

Delta  Apparel  (3) 

Average 

Q2  99 

33.7 

Q302 

-19.7 

800-348-1414 

13.4 

14.7 

12.8 

12.4 

10.2 

BDDDB 

High 

3 

32 

27 

43 

Simon  Property  (6) 

Very  Low 

Q203 

11.7 

Q399 

-9.7 

800-426-7969 

35.7 

14.4 

14.3 

-L7 

-1.7 

BBDDB 

Very  High 

NA 

3 

34 

76 

Anglogold  (13) 

High 

Q102 

32.5 

Q100 

-17.7 

800-820-0888 

-1.8 

15.3 

10.0 

NA 

NA 

DBDBB 

Average 

6 

8 

18 

29 

Occidental  Petroleum  (4) 

Average 

Q499 

69.9 

Q301 

-19.6 

800-647-7327 

9.3  9.1 

2.7  1.4 

30.3  29.5 

16.5  15.7 

14.5  12.6 


NA  NA 

NA  NA 

93  8.3 

NA  NA 

NA  NA 


DDBBB 
BDBDB 
DDDDD 
DBDDB 
BDDDB 


17.3  16.6 
163  163 
19.2     18.1 


NA  NA 
13.4  12.7 
4.2      3.5 


BDDBD 
DDDDB 
DBDDB 


Low  3 

Very  High  6 

High  NA 

Low  5 

High  2 

Average  2 

Average  NA 

Average  8 


-36 
-16 
28 
20 
20 


48 
24 
NA 
32 
34 


43 
19 
40 
33 
54 


eBay (5) 

SAP  500  Futures  (3) 

Ivanhoe  Mines  (9) 

Ansys (4) 

AvalonBay  Communities  (7) 


Very  High 

Q499 

73.7 

Q301 

Average 

Q499 

25.7 

Q302 

High 

Q303 

44.3 

Q100 

High 

Q4  99 

29.6 

Q302 

Very  Low 

02  99 

13.7 

Q302 

-31.7  800-723-8637 

-17.8  800-435-4000 

-132  800-621-1048 

-23.0  800-621-1048 

-9.6  800-409-4189 


24 
-4 
22 


27 
59 

NA 


25 
59 
63 


Avanex (4) 

Pride  International  (8) 

Kinross  Gold  (10) 


Low 

Very  High 

High 


Q203  27.2 
Q401  39.1 
Q102    35.7 


Q302 
Q301 
Q10O 


-22.5  800-888-2461 
-32.6  800-544-8544 
-15.6     800-544-8544 


Data:  Standard  &  P  /,■  ■. 
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Personal  Business  Eauitv  Funds 


FUND/SYMBOL                                                   OVERALL  RA1 

ING 

NCE 
*JDS) 

CATEGORY                             RATING 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 

SIZE 

FEES 

2003  RFI 

PRE- 
TAX 

rURNS  L 

(COMPARES  RISK-ADJUSTED  PERFORM/ 
OF  EACH  FUND  AGAINST  ALL  FU 

ASSETS 
(MIL 

%CHG. 
2002-2003 

SALES 
CHARGE (%) 

EXPENSE 
RATIO  (%) 

after! 

TAX  1 

SELECT  INDUSTRIAL  MATERIALS  FSDPX  (ag)  A 
SELECT  MEDICAL  SYSTEMS  &  EQUIPMENT  FSMEX  (ah) 

B+ 

A 

Miscellaneous 
Health 

*    A 
B+ 

94.2 

356.7 

325 

148 

0.00' 

o.oo* 

L42 

1.29 

50.3 

33.4 

50.1    1 
32.7    | 

SELECT  NATURAL  GAS  FSNGX  (ai) 

A 

Natural  Resources 

C 

181.9 

37 

0.00* 

124 

28.7 

28.7    ■ 

SELECT  SOFTWARE  &  COMPUTER  FSCSX(aj)£, 
SELECT  TRANSPORTATION   FSRFX  (ak) 

B 

B+ 

Technology 
Miscellaneous 

A 
A 

808.6 
35.9 

14 
34 

0.00* 
0.00* 

L05 
L75 

35.0 
38.1 

35.C    t 
38.1    : 

SMITH  BARNEY  SECURITY  &  GROWTH  A  SAFEX 

B+ 

Domestic  Hybrid 

A 

85.9 

11 

4.00 

LOO* 

31.8 

3L0    [ 

STATE  STREET  RESEARCH  AURORA  A  SSRAX 

A 

Small-cap  Value 

B+ 

1964.6 

24 

5.75" 

L55* 

49.7 

49.7 

STATE  STREET  RESEARCH  GLOBAL  RESOURCES  A  SSGRX  X 

A 

Natural  Resources 

A 

161.4 

122 

5.75" 

L60* 

60.1 

592 

STRATEGIC  PARTNERS  REAL  ESTATE  SECURITIES  B  PURBX(al)  A 
STRATTON  MONTHLY  DIVIDEND  REIT  STMDX                             A 

Real  Estate 
Real  Estate 

B 

B 

3L3 
196.5 

21 

47 

0.00" 
0.00' 

2.54* 
L03 

45.1 
32.4 

44.5    :: 
29.7    [i 

STRONG  ADVISOR  SMALL  CAP  VALUE  Z  SSMVX 

A 

Small-cap  Value 

A 

1114.9 

69 

No  load 

L50 

48.7 

48.0    "i 

STRONG  LARGE  COMPANY  GROWTH  INV.  SLGIX 

B 

Large-cap  Growth 

A 

79.2 

248 

No  load 

L30* 

25.4 

25.4    i' 

STRONG  MID  CAP  DISCIPLINED  SMCDX 

A 

Mid-cap  Value 

B+ 

303.3 

93 

No  load 

L50 

40.7 

39.6 

SUNAMERICA  FOCUSED  LARGE  CAP  GROWTH  II  SSFTX  (am) 
TCW  GALILEO  DIVIDEND  FOCUSED  N  TGIGX  (an) 

C 

B+ 

Large-cap  Growth 
Large-cap  Value 

A 
A 

553.1 
32.5 

17 
16 

LOO" 
4.75 

221* 
L15* 

40.4 

31.6 

40.4 
29J 

TCW  GALILEO  EMERGING  MARKETS  EQUITY  1  TGEMX 
TCW  GALILEO  OPPORTUNITY  N  TGONX  JL 

A 
A 

Diversified  Emerging  Markets 
Small-cap  Value 

B+ 
B* 

18.5 
24.5 

-32 
20 

No  load 
4.75 

1.64 
L31* 

83.1 
502 

76.1 

50.0 

50.3 
49.0     \ 

TCW  GALILEO  SELECT  EQUITY  1  TGCEX 

TCW  GALILEO  VALUE  OPPORTUNITIES  1  TGVOX 

C 

A 

Large-cap  Growth 
Mid-cap  Value 

A 
A 

1978.0 
610.3 

76 
92 

No  load 
No  load 

0.86 
1.15 

50.3 
49.0 

THIRD  AVENUE  REAL  ESTATE  VALUE  TAREX 

A 

Real  Estate 

B+ 

718.0 

113 

0.00' 

1.22 

37.3 

36.4    t) 

THIRD  MILLENNIUM  RUSSIA  TMRFX 

A 

Diversified  Emerging  Markets 

A 

24.7 

102 

0.00  ** 

2.75* 

73.7 

69.8    a 

THOMPSON  PLUMB  BALANCED  THPBX  X 

B 

Domestic  Hybrid 

A 

217.0 

57 

No  load 

1.10 

22.0 

21.5     i 

THOMPSON  PLUMB  GROWTH  THPGX  X 

B+ 

Large-cap  Blend 

A 

875.6 

68 

No  load 

LU 

3L9 

31.7 

THORNBURGVALUEA  TV  AFX 

B 

Large-cap  Blend 

A 

1051.3 

22 

4.50  " 

1.43* 

35.0 

345 

TOCQUEVILLE  ALEXIS  TOCAX 
TOCQUEVILLEGOLD  TGLDX 
TOCQUEVILLE  SMALL  CAP  VALUE  TSCVX 

B 

A 
A 

Large-cap  Value 
Precious  Metals 
Small-cap  Value 

A 

B+ 

B+ 

72.7 
522.0 

77.1 

5 

263 

35 

No  load 
0.00* 
0.00* 

L38* 
L68* 

L44* 

222 
53.7 
65.7 

20.8     4 
53.1     I 
6L2     y 

TOUCHSTONE  EMERGING  GROWTH  A  TEGAX 

A 

Mid-cap  Blend 

A 

3583 

112 

5.75  ** 

L50* 

43.4 

43.4     i 

TOUCHSTONE  LARGE  CAP  GROWTH  A  TEQAX  (ao) 

C 

Large-cap  Growth 

A 

59.5 

310 

No  load 

L49* 

35.6 

35.6    1 

TURNER  MICRO  CAP  GROWTH  TMCGX 

A 

Small-cap  Blend 

A 

299.0 

63 

No  load 

1.40 

49.3 

48.6 

TURNER  SMALL  CAP  VALUE  TCSVX 

A 

Small-cap  Value 

B 

459.4 

4 

No  load 

L27 

45.5 

45.4     j 

U.S.  GLOBAL  ACCOLADE  EASTERN  EUROPEAN   EUROX 

A 

Europe 

A 

57.7 

425 

No  load 

4.63* 

61.4 

59.6     » 

U.S.  GLOBAL  ACCOLADE  MEGA  TREND  MEGAX  X 

C 

Large-cap  Blend 

A 

125 

17 

No  load 

2.70* 

442 

43.6     1 

U.S.  GLOBAL  INV.  GLOBAL  RESOURCES  PSPFX 

A 

Natural  Resources 

B+ 

128.3 

1193 

0.00* 

3.75 

99.6 

98.6 

U.S.  GLOBAL  INV.  GOLD  SHARES  USERX 

A 

Precious  Metals 

C- 

88.2 

146 

0.00* 

2.64 

67J 

665 

U.S.  GLOBAL  INV.  WORLD  PRECIOUS  MINERALS  UNWPX 

A 

Precious  Metals 

D 

321.1 

392 

0.00* 

1.92 

92.7 

86.3 

USAA  PRECIOUS  METALS  &  MINERALS  USAGX 

A 

Precious  Metals 

B+ 

341.4 

205 

No  load 

L47 

7L4 

69.0 

UNDISCOVERED  MANAGERS  BEHAVIORAL  VALUE  INSTL  UBVLX 

A 

Small-cap  Value 

B+ 

43.8 

45 

No  load 

1.40 

62.4 

6L5 

UNDISCOVERED  MANAGERS  REIT  INSTITUTIONAL  URTLX 

A 

Real  Estate 

B+ 

1952 

39 

No  load 

1.40 

36.5 

345 

VALLEY  FORGE  VAFGX  X 

B 

Domestic  Hybrid 

A 

85 

18 

No  load 

L24 

26.0 

25.3 

VALUE  LINE  EMERGING  OPPORTUNITIES  VLEOX  X 

A 

Small-cap  Growth 

B* 

207.9 

105 

No  load 

L36* 

33.6 

33.6 

VAN  ECK  INTERNATIONAL  INVESTORS  GOLD  A  INIVX 

A 

Precious  Metals 

D 

316.1 

89 

5.75  ** 

1.96* 

44.3 

43.5 

VAN  KAMPEN  GLOBAL  FRANCHISE  A  VGFAX 

A 

World 

A 

500.7 

108 

5.75" 

L62* 

26.5 

26.3 

VANGUARD  CAPITAL  OPPORTUNITY  VHCOX 

A 

Mid-cap  Growth 

A 

5294.1 

48 

0.00* 

0.58 

49.5 

415 

VANGUARD  ENERGY  VGENX  & 

A 

Natural  Resources 

B 

1921.2 

51 

0.00* 

0.40 

33.8 

32.6 

VANGUARD  INTERNATIONAL  EXPLORER  VINEX 

A 

Foreign 

A 

4995 

348 

0.00* 

L04 

57.4 

57J 

VANGUARD  PRIMECAP  VPMCX  X 

B 

Large-cap  Growth 

A 

18163.2 

29 

0.00* 

0.51 

37.8 

37.6 

VANGUARD  PRECIOUS  METALS  VGPMX 

A 

Precious  Metals 

B 

6783 

42 

0.00* 

0.60 

514 

56.7 

VANGUARD  WELLESLEY  INCOME  INV.  VWINX  X 

B 

Domestic  Hybrid 

A 

8198.8 

11 

No  load 

0.30 

9.7 

82 

VANGUARD  WINDSOR  INV.  VWNDX 

B 

Large-cap  Value 

A 

14120.9 

20 

No  load 

0.45 

37.0 

36.5 

WADDELLi  REED  ADV  ASSET  STRATEGY  A  UNASX 

B 

Domestic  Hybrid 

A 

449.6 

38 

5.75  " 

L36* 

105 

10.7 

WASATCH  CORE  GROWTH  WGROX 

A 

Small-cap  Blend 

B+ 

144L4 

26 

0.00* 

125 

38.5 

38.4 

WASATCH  MICRO  CAP  WMICX 

A 

Small-cap  Growth 

A 

561.7 

38 

0.00* 

224 

49.8 

47.4 

WASATCH  SMALL  CAP  GROWTH  WAAEX 

A 

Small-cap  Growth 

B* 

1287.4 

46 

0.00* 

125 

37.4 

37.3 

WASATCH  SMALL  CAP  VALUE  WMCVX 

A 

Small-cap  Value 

A 

718.4 

53 

0.00* 

L78 

54.6 

54.6 

WASATCH  ULTRA  GROWTH  WAMCX  X 

A 

Small-cap  Growth 

B+ 

607.3 

54 

0.00* 

L57 

445 

442 

WESMARK  GROWTH  WMKGX 

B 

Large-cap  Value 

A 

2420 

20 

4.75 

L12 

35.4 

35.3 

WESTCORE  GROWTH  WTEIX 

WESTPORT  SELECT  CAP  1  WPSCX 

WILLIAM  BLAIR  INTERNATIONAL  GROWTH  N  WBIGX 

B 
A 
B* 

Large-cap  Blend 
Small-cap  Blend 
Foreign 

A 

B* 
A 

482 
10119 

1166.6 

79 
42 
194 

0.00* 
No  load 
0.00* 

1.15 
L07 
L51* 

30.1 
32.5 
422 

30.1 
32.5 
422 

•Includes  redemption  fee.  "Includes  deferred  sales  charge.  |12(b)-l  plan  in  effect.  NA=Not  available. 
(ag)  Formerly  Fidelity  Select  Industrial  Materials,  (ah)  Formerly  Fidelity  Select  Medical  Systems  &  Equipment,  (ai)  Formerly  Fidelity  Select  Natural  Gas.  (aj)  Formerly  Fidelity  Select 
Software  &  Computer,  (ak)  Formerly  Fidelity  Select  Transportation,  (al)  Formerly  Prudential  Real  Estate  Securities  B.  (am)  Formerly  Style  Select  Srs.  Focused  Large  Cap  Growth  Po 
(an)  Formerly  TCW  Galileo  Income  &  Growth  Fund  N.  (ao)  Formerly  Navellier  Performance  Large  Cap  Growth. 
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!ij  ANNUAL  TOTAL  RETURNS  (%) 

HISTORY 

RESULTS  VS. 
AX    ALL  RINDS 

PORTFOLIO  DATA 

RISK 

LEVEL 

BEST 

WORST 

TELEPHONE 

5YEARS              10YEARS 
PRETAXAFTERTAX  PRETAXAFTER1 

TURNOVER  CASH  UNTAXED 
%      GAINS% 

P-E 

RATIO 

TOP  10 
STKS.% 

LARGEST  HOLDING 

COMPANY  (%  ASSETS) 

QTR      %RET 

QTR 

%RET 

17.5 

12.5 

12.2 

8.8 

8.0 

□Boon 

High 

6 

9 

36 

49 

Alcan  Aluminum  (7) 

Average 

Q403    25.2 

Q3  02 

-23.1 

800-544-8544 

7.4 

155 

14.8 

NA 

NA 

□OBOB 

Average 

NA 

15 

30 

51 

Johnson  &  Johnson (7) 

Very  Low 

Q200    15.3 

Q101 

-12.5 

800-544-8544 

-3.6 

142 

14.0 

9.8 

9.5 

BOBDQ 

Average 

6 

-2 

22 

64 

Apache (9) 

Average 

Q100    22.4 

Q301 

-16.2 

800-544-8544 

-L3 

B2 

6.3 

16.1 

13.8 

DBBQB 

High 

8 

-23 

35 

63 

Microsoft  (15) 

Very  High 

Q499     57.1 

Q301 

-4L1 

800-544-8544 

7.0 

13.0 

12.1 

11.8 

10.2 

BDOBB 

Low 

0 

15 

24 

51 

Southwest  Airlines  (6) 

Average 

Q203    23.8 

Q3  02 

-22.1 

800-544-8544 

3.7 

14.4 

12.0 

NA 

NA 

BDDBB 

Low 

0 

16 

41 

65 

U.S.  Treasury  Strips  8/15/05  (41) 

Very  Low 

Q100    19.5 

Q3  02 

-12JJ 

800-451-2010 

U6 

20.5 

20.1 

NA 

NA 

BOBBQ 

Average 

3 

27 

30 

13 

Technitrol  (2) 

Low 

Q299    22.4 

Q302 

-23.8 

800-531-0131 

17.6 

28.3 

28.1 

14.2 

13.5 

□DBDO 

Low 

13 

22 

17 

32 

Western  Gas  Resources  (6) 

High 

Q200    27.2 

Q301 

-17.0 

800-531-0131 

17.5 

14.8 

14.0 

NA 

NA 

BDDDD 

High 

0 

-14 

25 

61 

General  Growth  Properties  (8) 

Low 

Q203    15.2 

Q3  99 

-12.3 

800-225-1852 

17.6 

14.3 

11.6 

9.1 

6.6 

BQDDB 

Low 

NA 

11 

31 

34 

First  Industrial  Realty  Trust  (4) 

Very  Low 

Q203     13.1 

Q199 

-7.2 

800-472-4266 

175 

2L7 

21.5 

NA 

NA 

FlDDEin 

Low 

8 

31 

27 

26 

Chicago  Bridge  &  Iron  (3) 

Low 

Q299    25.8 

Q301 

-17.7 

800-368-3863 

-2.7 

8.0 

6.9 

NA 

NA 

DBBBB 

Average 

1 

-1 

30 

35 

Pfizer  (5) 

Average 

Q499   30.0 

Q202 

-13.2 

800-368-3863 

1L2 

18.3 

17.6 

NA 

NA 

BOQBB 

Very  High 

7 

18 

19 

36 

PSS  World  Medical  (4) 

Low 

04  01    23.9 

Q302 

-165 

800-368-3863 

-3.3 

2.7 

2.6 

NA 

NA 

BBBBB 

High 

5 

-18 

27 

49 

Intel  (8) 

High 

0499    31.6 

Q400 

-16.7 

800-654-4760 

4.6 

1L0 

9.2 

1L7 

9.1 

BaaaB 

Average 

NA 

31 

21 

33 

Potash  Corp.  of  Saskatchewan  (4) 

Low 

Q300    16.8 

Q302 

-14.6 

800-386-3829 

16.6 

16.4 

15.3 

NA 

NA 

DBBDO 

Very  Low 

NA 

-89 

17 

31 

Samsung  Electronics  (8) 

High 

Q403    41.9 

Q301 

-205 

800-386-3829 

9.7 

1&2 

18.7 

11.6 

10.1 

BDDBD 

Average 

NA 

26 

16 

23 

Agrium  (3) 

Low 

Q2  03    23.8 

Q302 

-19.7 

800-386-3829 

-5.5 

2.5 

2.1 

10.5 

9.0 

BBQBD 

Very  Low 

NA 

6 

41 

56 

Progressive  Corp.  Ohio  (9) 

High 

0499    31.2 

Q301 

-25.8 

800-386-3829 

13.1 

202 

19.2 

NA 

NA 

BDDDD 

Average 

NA 

11 

28 

26 

Teradyne  (3) 

Average 

Q401    30.1 

Q302 

-25.7 

800-386-3829 

18.4 

18.4 

17.5 

NA 

NA 

BDDDB 

Low 

NA 

19 

25 

64 

Forest  City  Enterprises  (11) 

Very  Low 

Q2  03    15.2 

Q399 

-6.7 

800-443-1021 

43.3 

40.5 

38.1 

NA 

NA 

DBDDD 

Low 

NA 

37 

NA 

79 

Lukoil(ll) 

High 

Q499  100.7 

Q399 

-345 

800-527-9525 

6.1 

8.1 

6.5 

1L7 

9.6 

DBDDB 

Average 

8 

10 

20 

23 

Microsoft  (3) 

Low 

Q203    15.6 

Q3  02 

-12.4 

800-999-0887 

7.0 

10.8 

9.3 

164 

14.5 

DODBB 

High 

1 

8 

16 

50 

Fannie  Mae  (7) 

Average 

Q2  03    23.8 

Q302 

-185 

800-999-0887 

-2.4 

S3 

5.5 

NA 

NA 

BBBBB 

High 

NA 

-4 

20 

29 

Dominion  Resources  (3) 

Low 

0499    21.6 

Q302 

-16.1 

800-847-0200 

-0.1 

63 

5.6 

NA 

NA 

BDBDB 

Average 

2 

15 

20 

31 

General  Growth  Properties  (4) 

Low 

Q203    13  3 

Q301 

-13.2 

800-697-3863 

50.2 

30.1 

29.8 

NA 

NA 

BDDDD 

Average 

20 

33 

34 

42 

Gold  Coin  (5) 

High 

Q102    45  J) 

Q100 

-LL4 

800-697-3863 

14.1 

19.8 

17.2 

NA 

NA 

BDDBD 

Low 

NA 

23 

35 

41 

Unova(5) 

Average 

Q203    38.9 

Q302 

-22.4 

800-697-3863 

5.4 
-8.7 

12.1 
13.6 
365 

-45 
262 
49.8 
535 
54.1 


14.5 
145 
10.3 
55 
47.0 


16.6  15.1 

2.7  2.7 

32.8  31.7 

16.1  15.2 


NA  NA 

NA  NA 

NA  NA 

NA  NA 


21.5     2L2        NA      NA 


BDDDD  Average  10 

DDBDB      High  0 

DDDBO      High  7 

BBDBD  Average  3 

BSDOO  Very  High  10 


14 
-23 

11 
14 
21 


30  22  Teradyne  (2) 

33  43  Applied  Materials  (5) 

27  24  Tractor  Supply  (3) 

29  17  Service  Corp.  International  (2) 

NA  61  JscMmc  Norilsk  Nickel  (8) 


Average 

High 
Average 
Average 
Average 


0499  26.3 

04  99  40.0 

Q4  99  68.5 

Q299  26.6 

Q499  28.6 


Q302  -21.1 

Q101  -28.0 

Q302  -20.3 

Q302  -22.4 

Q200  -245 


800-669-2796 
800-669-2796 
800-224-6312 
800-224-6312 
800-873-8637 


3.8  2.5 

20.8  20.6 
18.1  18.1 
15.5  14.5 

27.9  27.2 


71  5.0 
7.4  6.1 
-10.0  -10.3 
L6  1.0 
7.3     7.0 


BDBBD      High  2 

DBDDD  Average  5 

BBDDD      High  6 

BDDDD      High  14 

□□nan     low  i 


18.0  17.2 

15.5  14.1 

65  5.4 

16.5  15.6 

17.8  16.7 


NA  NA 

NA  NA 

6.3  4.4 

13.0  11.4 

0.5  -0.4 


BBDBD 
BDDDB 
BBDDD 
OBDBB 
BBDDD 


High  NA 

Average  NA 

Average  NA 

Average  7 

Very  High  NA 


5  23  38  Berkshire  Hathaway  (5) 

12  NA  30  Wheaton  River  Minerals  (4) 

-101  NA  48  Goldcorplnc(6) 

16  NA  39  Wheaton  River  Minerals  (7) 

37  NA  51  Freeport-McMoran  Copper  &  Gold  (7) 

30  18  18  Gold  Banc  (2) 

28  27  53  Chelsea  Property  Group  (7) 

-5  20  72  Commerce  Bancorp  (20) 

21  18  10  Sandisk(O) 

53  31  50  GlamisGold(7) 


Average 
Average 
Very  High 
Very  High 
High 

Average 
Very  Low 
Very  Low 
Average 
High 


Q403  17.7 

Q403  355 

Q102  52.4 

Q102  49.7 

Q102  385 

Q2  03  36.2 

Q299  12.2 

Q403  13.8 

Q499  39.2 

Q102  45.2 


Q301  -22.8 

Q302  -20.1 

Q100  -18.3 

Q302  -17.6 

Q100  -14.4 

Q302  -23.5 

Q302  -7.5 

Q302  -15.0 

Q302  -13.9 

Q499  -16.1 


800-873-8637 
800-873-8637 
800-873-8637 
800-873-8637 
800-531-8181 

800-667-1224 
800-667-1224 
800-548-1942 
800-223-0818 
800-221-2220 


10.7 

155 

15.1 

NA 

NA 

BDBDD 

Low 

5 

16 

NA 

48 

British  American  Tobacco  (7) 

Very  Low 

Q2  03 

16.0 

Q302 

-8.2 

800-421-5666 

-05 

17.8 

17.3 

NA 

NA 

OOBBD 

Very  Low 

5 

27 

32 

31 

FedEx  (4) 

Average 

04  99 

37.6 

Q301 

-235 

800-662-2739 

75 

16.4 

15.0 

12.4 

11.1 

BDBDB 

Low 

7 

25 

19 

41 

BP  Amoco  (5) 

Low 

0403 

16.7 

Q302 

-13.8 

800-662-2739 

L4 

14.2 

12.7 

NA 

NA 

DBBBO 

Average 

8 

17 

22 

17 

Andritz(l) 

Average 

Q203 

27.7 

Q301 

-20.3 

800-662-2739 

-3.6 

55 

5J 

15J. 

14.1 

BBDDB 

Very  Low 

9 

23 

22 

38 

FedEx (5) 

Average 

04  99 

195 

Q301 

-21.7 

800-662-2739 

34.0 
5.4 
3.5 
0.3 

10.7 


24.6  23.2 

6.5  44 
7.8  6.3 

8.6  7.6 
17.7  16.8 


4.7  3.8 

9.5  7.0 

11.4  85 

NA  NA 

17.2  15.3 


BBDDD 
BDDDB 
DDDDB 

BDBDB 
BDDDB 


Average  1  31  22  77  Impala  Platinum  Holdings  (11) 

Average  2  9  15  14  ExxonMobil  (2) 

Low  5  21  17  33  Citigroup  (6) 

High  28  8  24  50  Gold  Bullion  (11) 

Average  8  15  15  40  Rent-A-Center  (7) 


High 
Very  Low 
Average 
Very  Low 
Average 


Q102  255 

Q2  03  8.0 

Q203  18.8 

Q100  15.1 

Q201  30.7 


Q100  -19.2 

Q302  -35 

Q302  -20.2 

Q101  -7.6 

03  02  -26.4 


800-662-2739 
800-662-2739 
800-662-2739 
800-366-5465 
800-551-1700 


22.4 

28.7 

25.5 

NA 

NA 

BDDBD 

Low 

12 

35 

25 

37 

Amsurg  (4) 

Low 

Q401 

30.1 

Q3  02 

-153 

800-551-1700 

9.2 

16.6 

15.1 

15.0 

13.0 

BDDDB 

Low 

8 

23 

25 

33 

O'Reilly  Automotive  (5) 

High 

Q401 

32.0 

Q302 

-16.4 

800-551-1700 

19.8 

23.4 

22.6 

NA 

NA 

BDDBD 

Average 

5 

27 

14 

25 

Global  Imaging  Systems  (3) 

Low 

Q299 

26.7 

Q302 

-28.0 

800-551-1700 

11.2 

15.5 

135 

16.3 

15.0 

BDDBD 

Low 

11 

21 

32 

46 

Accredo  Health  (7) 

High 

Q201 

36.4 

Q101 

-195 

800-551-1700 

-4.4 

85 

75 

NA 

NA 

BDDDB 

Average 

5 

4 

23 

43 

Texas  Instruments  (6) 

Average 

Q203 

16.7 

Q202 

-16.6 

800-864-1013 

-4.8 
6.8 
L3 


5.6  35 
14.7  14.5 
13.4      11.8 


9.4      7.2 

NA     NA 

10.4     8.8 


BBDDB 
BDDBB 
DDDBB 


Average 
Very  Low 


Average    NA 


13 
22 
16 


24 
25 
18 


23 
30 
20 


General  Electric  (3) 
AdvancePCS  (5) 
BG  Group  (2) 


Average 

Low 
Average 


Q499  405 
Q2  99  21.5 
Q499    425 


Q3  01  -18.1 
Q301  -155 
Q302    -19.1 


800-392-2673 
800-543-8721 
800-742-7272 


Data:  Standard  &  Poor  s 
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Personal  Business  The  Barker  Portfo 


BY  ROBERT  BARKER 


This  Is  One  IPO 
Worth  Test-Driving 


Google's  IPO  will  be  the  Deal  of  the  Year, 
the  hypesters  keep  telling  us.  Yes,  of 
course— for  the  sellers,  bankers,  and 
brokers,  since  the  odds  of  Google  going 
public  at  a  bargain  price  are  nano -sized. 
So  excuse  me  for  offering  the  decidedly 
retrograde  suggestion  that  there  might 
be  a  better  deal  coming  in . . .  auto  parts! 

That's  right,  such  Machine  Age  stuff  as  brake  drums  and 
rotors,  steering  gears  and  racks,  mainstay  products  of  Livonia 
(Mich.)-based  TRW  Automotive.  Northrop  Grumman,  which 
merged  in  2002  with  rival  defense  giant  TRW,  sold  control  of 
the  auto  operations  a  year  ago  to  New  York  private-equity 
firm  Blackstone  Group.  Now,  Blackstone  is  aiming  to  sell  a 
stake  in  TRW  Automotive  to  public  investors  in  an  initial 
public  offering  led  by  Goldman,  Sachs  (table).  This  deal  is 
coming  at  a  time  when  the  stocks  of  such  bigger  competitors 
as  Delphi  and  Visteon  are  bouncing  off  record  lows. 

WILL  TRW  AUTOMOTIVE,  whose  board  includes  former 
Treasury  Secretary  and  current  Blackstone  adviser  Paul 
O'Neill,  also  reward  investors  this  year?  It's  too  soon  to  say, 
because  the  deal's  tentative  terms— how  much  stock  and  at 
what  price— have  yet  to  be  disclosed,  and  execs  are  keeping 
quiet.  Yet  TRW  Automotive's  filings  with  the  Securities  & 
Exchange  Commission  contain  plenty  of  clues  to  both  its 
prospects  and  how  the  IPO 
shares  might  be  valued. 

TRW  was  perhaps  best 
known  for  its  spy  satellites, 
yet  it  never  cut  its  century- 
long  ties  to  the  Rust  Belt. 
Last  year,  TRW  Automotive 
posted  some  $11  billion  in 
revenue  selling  parts  to  most 
every  carmaker,  with  more 
than  60%  of  sales  coming 
from  Ford,  DaimlerChrysler, 
Volkswagen,  and  General 
Motors.  It  holds  No.  1  or 
No.  2  market  shares  in  North 
America  and  Europe  for  such 
key  items  as  antilock  braking 
systems,  air  bags,  seat  belts, 
and  steering  wheels.  With  a 
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TRW  Automotive: 
Vital  Signs 

Revenues 

$10,937 

Operating  Income 

557 

Net  Income 

116 

Cash  and  Marketable 
Securities 

415 

Total  Debt 

3,710 

Shareholders'  Equity 

823 

Planned  Dividend 

None 

Ticker  Symbol* 

TRW 

•Proposed 

Income  statement  data  are  pro  forma  for  the  12 
months  ended  Sept  26. 2003;  balance  sheet 
items  are  as  of  that  date.  Data  are  m  millions  of 
dollars.                              Data:  Company  reports 

I. 


AIR  BAGS 

A  big  TRW 
jsiness 


focus  on  braking  and  steering  plus  air  bags  and  seat  belts, 
TRW  figures  it  can  grow  faster  than  rivals  as  regulators  and 
consumers  demand  more— and  more  sophisticated— safety 
features,  such  as  side  air  bags  and  tire-pressure  monitors. 

Despite  these  strengths,  with  carmakers  last  year  trimming 
output,  profits  at  TRW  Automotive  proved  harder  to  come  by. 
Through  September,  its  pro  forma  operating  profits  fell  20%, 
to  $440  million,  as  margins  shrank  to  5.3%  from  7%.  How 
does  this  compare?  Very  well,  next  to  industry  mastodons 
Delphi  (operating  margin:  -0.6%)  and  Visteon  (-4%),  which 
still  struggle  years  after  being  spun  off  by  GM  and  Ford,  | 

respectively.  TRW  Automotive  doesn't  show  up  as  well  next  tof 
such  nimbler  peers  as  Magna  International  (73%)  or  Autoliv  I 
(75%),  a  big  Swedish  air-bag  and  seat-belt  maker. 

So  what  might  TRW  Automotive  be  worth?  Here  are  two 
guides.  First,  check  multiples  of  enterprise  value,  or  net  debt 
plus  stock  market  value.  The  enterprise  values  of  Delphi  and 
Visteon  run  just  0.3  and  0.1  times,  respectively,  their  last  12 
months'  sales  (forget  operating  income,  which  for  these  two 
was  nil  or  negligible).  Autoliv  and  Magna  go  for  1  and  0.5 
times  sales,  and  13  and  8  times  trailing  operating  income. 
TRW  isn't  as  profitable  as  Magna,  but  grant  it  Magna's 
multiples  and  its  enterprise  value  might  be  $5  billion.  Second 
note  what  Blackstone  paid  a  year  ago:  $4.7  billion,  including 
debt.  At  last  report,  TRW  owed  $3.3  billion,  net  of  cash. 
Subtract  that  from  our  two  indicators  of  TRW's  enterprise 
value,  and  it  suggests  the  equity  should  be  worth  $1.4  billion 
to  $1.7  billion.  If  the  IPO  values  it  below  that,  if  s  a  bargain.  ■ 

E-mail:  rb@businessweek.con 


•rtf«f*>UH«W  ,....11 » #-. 


1 .1 

iC 


INSURANCE 


There  are  times  in  life  when  you  could  really  use  expert 
financial  advice.  For  more  than  145  years,  Northwestern 
Mutual  and  its  products  have  quietly  earned  a  most  enviable 
reputation.    Visit    www.nmfn.com    for    more    information. 


W  Northwestern  Mutual 

FINANCIAL  NETWORK* 

It's  time  for  a  Quiet  Conversation™ 


rho  fv 


"Mom,  dad,  have  a  seat. 

There's  something  we've  got 
to  talk  about. 
Should  you  sell  your  house? 

And  get  a  smaller  place? 
Live  with  us? 
tr  travel  forever 

and  ever  and  ever? 
Don't  worry.  / 

We'll  figure  it 
all  out." 


•. 
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Emotional  times  require  sound,  unemotional  financial  advice. 


Morgan  Stan  ley 

One  client  at  a  time. 


Personal  Business  Inside  Wal  Street 


St  I  -  -  £    BY  GENE  G.  MARCIAL 

DEVON  ENERGY'S  RICH  RESERVES  MAKE  IT  RIPE  FOR  A  BUYOUT. 


SOME  FAMOUS  NAMES  HAVE  COTTONED  TO  MFC'S  STRATEGY. 


COMBIMATRIX  IS  ALL  SET  TO  SHINE  IN  NANOTECHNOLOGY  GAINS. 


JULY  14.  '03         JAN.  14.  '04 
Data:  Bloomberg  Financial  Markets 


A  Real  Oil-Patch  Catch 

AS  ENERGY  PRICES  SURGE,  Devon  Energy  (DVN),  a  top 
independent  U.S.  oil-and-gas  outfit,  is  on  a  roll.  Its 
stock  jumped  from  46  in  October  to  58.95  on  Jan.  14. 
John  Maloney  of  M&R  Capital  Management,  which  has  been 
buying,  says  Devon,  is  cheaper  than  its 
rivals— and  a  takeover  prize  for  the 
majors.  Rising  demand— with  supplies 
flat,  particularly  in  natural  gas— is 
bound  to  continue,  he  says,  despite 
what  the  Street  thinks.  He  reckons 
Devon  is  worth  80,  based  on  his  2004 
earnings  estimate  of  $7.74  a  share- 
provided  oil  stays  at  $30  a  barrel  and 
gas  at  $5.50  to  $5.75  per  million  BTUs. 
(Zachs  Investment  Research's  2004 
estimate  is  $5.03.)  Devon  revenues  are 
60%  gas;  40%  oil.  He  says  investment 
banks  are  rushing  to  find  matches  for  reserve-rich  brides  like 
Devon.  Overseas,  Devon  operates  in  Africa,  Azerbaijan,  Brazil, 
Canada,  and  China.  Its  reserves  are  2.2  billion  barrels,  with 
daily  output  of  653,000  barrels.  Maloney  says  Devon's  hefty 
cash  flow  of  $16  a  share  and  low  price-earnings  ratio  of  7.6  on 
next  year's  earnings  should  lure  suitors.  David  Khani  of 
Friedman,  Billings,  Ramsey  rates  the  stock  "outperform"  and 
agrees  Devon  is  among  the  cheapest  in  the  group. 

MFC  Bancorp  Thrives 
As  the  Recovery  Spreads 

FOR  A  MERCHANT  BANK  in 
Vienna  with  no  Street  backing, 
MFC  Bancorp  (MXBIF)  counts 
some  big  shareholders:  Peter  Kellogg  of 
Spear,  Leeds  &  Kellogg,  with  24%; 
Peter  Lynch  of  Fidelity  Investments, 
with  6.7%;  and  Graham  Tanaka  of 
Tanaka  Capital  Management,  with  5%. 
MFC's  stock  soared  from  8  in  July  to 
18.70  on  Jan.  14,  but  Tanaka  still  calls  it 
a  "timely,  savvy  bet  on  the  global 
recovery."  (His  TANAKA  Growth  Fund 
gained  65%  in  2003,  vs.  22.7%  for  the  Standard  &  Poor's  500- 
stock  index.)  MFC  invests  worldwide  in  companies  with 
undervalued  assets  and  funds  their  restructuring  to  unlock 
their  value.  MFC  also  provides  institutions  with  customized 


TANAKA:  "Timely" 


financial  services.  MFC  stays  as  long  as  necessary,  before 
bailing  out— usually  with  big  capital  returns.  On  Dec.  31,  it  so 
half  of  its  cobalt-refining  investment  in  Uganda,  netting  it  freeE 
cash  flow  of  $13  million.  Tanaka  says  it  could  pay  it  out  as  a  $1  » 
dividend.  In  the  first  nine  months  of  2003,  MFC  revenues 
jumped  to  $209  million,  up  from  $100  million  a  year  ago,         " 
helped  by  acquisitions,  commodity  trading,  and  a  strong  euro 
Profits  in  the  same  period  climbed  to  $19.3  million,  or  $1.44  a 
share,  up  from  $13.8  milhon,  or  $1.03.  For  all  of  2003,  Tanaka 
expects  earnings  of  $2.50  a  share  in  2003  and  $2.80  in  2004, 
vs.  $2.35  in  2002.  In  12  months,  Tanaka  sees  the  stock  at  30. 


Why  CombiMatrix 
Is  Going  Gaga  over  Nano 

NANOTECH  IS  THE  Street's  latest  buzzword.  Technobg 
Review,  put  out  by  Massachusetts  Institute  of  Tech- 
nology, calls  it  the  key  materials  technology  for  this 
century,  capable  of  altering  the  performance  of  drugs, 
chemicals,  and  computers.  So  investors  are  chasing  nano 
stocks.  Enter  CombiMatrix  (CBMX),  whose  stock  climbed 
from  3  in  mid-December  to  5.39  on  Jan.  14.  First  featured  in 
this  column  on  Feb.  3, 2003,  at  2.90,  CombiMatrix  makes 
micro -biochips  that  perform  DNA  diagnostics  and  detect 
hazardous  chemicals.  In  December,  the 
U.S.  Army  inked  a  pact  with  Combi- 
Matrix to  develop  microchips  for 
detecting  hazardous  biotech  agents. 
CombiMatrix'  partner,  Nanomaterials 
Discovery,  has  just  agreed  to  use 
CombiMatrix'  biochips  to  develop  fuel 
cells,  rechargeable  lithium  batteries, 
and  phosphors  for  flat-panel  displays. 
Jonathan  Aschoff  of  Brean  Murray  says 
Nanomaterials  Discovery  has  a  patent 
on  using  its  own  technology  and 
CombiMatrix'  biochips  to  discover  new 
nanomaterials.  Aschoff,  who  rates  CombiMatrix  a  strong  buy, 
says  its  microchips  shorten  the  discovery  process.  Aschoff  has 
a  12-month  target  of  8,  and  expects  the  company  to  turn 
profitable  this  year,  with  earnings  of  45$  a  share. 


LURING  NEW 
INVESTORS 


DOLLARS 


JULY  14.  tB         JAN.  14.  04 
Data:  8kxxnbenj  Financial  Markets 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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jsiness/Career  Opportunities 


The  current  economy  is  making 
<S  MONEY  for  loan  ana  leasing  brokers! 

OWil  YOLHi  OWN 
\  3Uj1j'1£55  LOAN  COAMAMY 

1 3usiness  loans/Factoring/Equipment  leasing 

Arrange  business  loans  and  leases 

from  $1 0,000  to  $  1 0  million. 
I  //ork  directly  with  national 
[  lenders.     No    experience 

needed.     We     completely 

train     and      support     you 

Unlimited   earning    potential 

and  residual  income. 

FOR  A  FREE  VIDEO 
AND  INFO  BROCHURE 

CALL  800-336-3933 

frrww.viewtlc.com  g^The  Loon  Consultants,  Inc 


SIX  FIGURES... 

Plus  Car  &  Home  Benefits 
Billion  $  Int'l  Health  Corp.  from 
Japan.  Unlimited  Earning  Poten- 
tial from  Your  Home  Office. 
For  Business  Ownership  details,  call 

877-747-6629 

www.  5pi  liars,  com/mmiller 


\dvanced/Distance  Learning 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  --  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 


DISTANCE  LEARNING 


BBA  and  MBA  in  Business 

BA  and  MA  in  Psychology 

Southern  California  University 
tor  Professional  Studies 

1M0  L  17th  Str*«.  S.nLi  AlU.  CA.  9270! 

Since  1978 
Educational  Loans  Available 


(800)  477-2254 


WWW.SCUPS.EDU 


Health/Fitness 


BotiyRail 

Weight  Training 
with  Reduced  Stress 
Strain  on 
Your  Back! 


www.bodyrail.com 


Yacht  Charters 


Planning  Your  Stay 
for  the 
Athens  2004  Olympics? 

Why  Not  Stay  on  a 
Floating  Hotel, 

fit    aValefYacht! 

v 

Chartering  Yachts 


Being  on  our  yachts  docked  in  Alliens 
marinas  you  enjoy: 

•  I  uxiin  •  Security  •  Atmosphere 

•  Hrixaq  •  Private  transportation 

•  So  traffic  or  crowds 

•  Your  own  full  crew  to  serve  you  &  \otir 
guests. ..and  you  can  cruise-  whenever 
you  want! 

Toll  Free:  i800)  223-3845 
Websites:  Valefyachts.com. 
OlympicsAthens2004Lodging.com 
OlympicsAthens2004Yachting.com 
Email:  info@Valefyachts.com 

VALEF  YACHTS  LTD. 

P.O.  BOX  385 
AMBLER,  PA  19002 


Advanced/Distance  Learning 


Distance  Learning  •  Off  Campus 
Home  Study 


Degree  completion 
programs  available 

•  Business  Administration 

•  Management 

•  IN\(  hology 

•  Education 

Credit  for  Career  '  Life  experience  available 

Self-Paced  Program 

Open  Enrollment  •  Start  Anytime 


California 
Coast 
University 
700  North  Main  Streat 
Santa  Ana.  California  92701 


nd.iy    (714)  547-9625  •  (800)  854  8768 


Luxury  Resort  Mansions 


THE  FINEST  HOTEL 
YOU'VE  EVER  STAYED  IN. 


Vacation  in  a  palace  of  absolute 
splendor  located  in  the  Arizona 
Biltmore — a  fully  serviced  mansion 
with  exquisite  interiors,  set  amid 
rolling  fairways.  All  yours  for  an 
entire  month,  as  a  one-month  lease 
per  year,  for  five  years. 


The  grandeur  of  a  mansion. 
The  services  of  a  5-star  hotel. 


phone  (480)  585-7500  •  fax  (602)  667-0299 
www.resortmansions.com 

This  is  not  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  to  residents  of  any  state  in 
which  registration  requirements  have  not  been  fulfilled.  Void  where  prohibited. 


Business  Software 


Skyrocket  Your  Business' 
Income  27%  -  52% 

Almost  Overnight!  Free  Recorded 
Message  Reveals  Details. 

Call  24/7:  l  -888-558-9640 
Ad  Code:  71 794 12 


Books 


Handbook  of  International 
Business  2004 

Definitive  guide  to  global  business. 
Import/export  practice,  E-commerce, 
doing  business  in  the  EU,  tax  havens, 
IBCs,  cross-border  M&A,  IPOs,  asset  pro- 
tection planning  and  much  more.  650+ 
pages,  www.handbookofbiz.com 


The  BusinessWeek  Marketplace... It  Works! 

•  Advertise  in  the  BusinessWeek  Marketplace 

and  reach  5  million  responsive  readers. 

•  Reaching  more  business  professionals  than 

any  other  business  magazine... 
BusinessWeek  is  the  place  to  be  with  your  ad. 

Call  for  special  advertising  rates  and  value  added  features: 

800-424-3090 

Email:  bwmarketplace@aol.com 

(For  customer  service/subscription  call  800-635-1200) 


Personal  Business  Figures  of  the  Weel 


STOCKS 
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970 


S&P  500 

JAN.     JULY     JAN.  JAN.  8-14 


1140 


11305 


1120 


1110 


1100 


COMMENTARY 

Equities  held  on  to  their  gains 
despite  bad  news  on  the  U.S.  jobs 
front.  The  reason?  Soothing 
words  from  Fed  Chairman 
Greenspan  on  the  outlook  for 
interest  rates  and  inflation,  along 
with  strong  earnings  and  a 
pickup  in  M&A.  After  the  bell  on 
Jan.  14,  Intel  reported  that  profits 
doubled  in  the  fourth  quarter  on 
record  sales.  And  AT&T  Wireless 
soared  on  buyout  rumors. 

Data:  Bloomberg  Financial  Markets.  Reuters 


U.S.  MARKETS 

%  CHANGE 

YEAR  TO     LAST12 

DATE      MONTHS 

S&P500 

1130.52 

0.4 

L7 

21.3 

Dow  Jones  Industrials 

10,538.4 

0.1 

0.8 

19.2 

NASDAQ  Composite 

2111.1 

1.6 

5.4 

44.5 

S&P  MidCap  400 

587.9 

0.7 

?•! 

32.7 

S&P  SmallCap  600 

279.7 

1.5 

14 

39.0 

Wilshire  5000 
SECTORS 

11,023.0 

0.6 

2.1 

25.4 

BusinessWeek  50* 

619.4 

-1.0 

-0.4 

102 

BW  Info  Tech  100" 

327.4 

-9.8 

-6.6 

4.6 

S&P/BARRA  Growth 

0.0 

L5 

19.0 

S&P/BARRA  Value 

561.9 

0.7 

L8 

23.7 

S&P  Energy 

2243 

0.1 

0.3 

22.6 

S&P  Financial? 

384.2 

0.6 

LI 

20.3 

S&P  REIT 

114.2 

-0.9 

0.5 

27.2 

S&P  Transportation 

197.7 

-0.8 

-2.1 

13.7 

S&P  Utilities 

119.0 

0.1 

0.5 

17.8 

GSTI  Internet 

153.8 

2.6 

6.3 

86.7 

PSE  Technology 

730.0 

1.4 

4.7 

452 

•Mar.  19. 1999=1000     "Feb.  7.  2000=1000 


GLOBAL  MARKETS 

S&P  Euro  Plus  (U.S.  Dollar)  1222.4  2.2 

London  (FT-SE 100)  446L4  -0.3 

Paris  (CAC  40)  3612.6  1.4 

Frankfurt  (DAX)  4055.2  1.3 

Tokyo  (NIKKEI  225)  10.863.00  1.0 

Hong  Kong  (Hang  Seng)  13,320.88  1.2 

Toronto  (S&P/TSX  Composite)  8403.8  0.2 

Mexico  City  (IPC)  9171.7  0.8 

FUNDAMENTALS 

-S&P  500  Dividend  Yield  1.55% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  28.1 

S&P  500  P/E  Ratio  (Next  12  mos.)*  18.1 

First  Call  Earnings  Surprise*  5.45% 

TECHNICAL  INDICATORS  jan  u 

S&P  500  200-day  average  1002.8 

Stocks  above  200-day  average  90.0% 

Options:  Put/call  ratio  0.56 

Insiders:  Vickers  NYSE  Sell/buy  ratio    5.55 


WEEK  AGO  YEAR 

1.54%  171 

28.2  29.? 

18.8r  16. 

727%  6SS  .. 

■First  Can  Ci 

ffEEKAGO  READ 

996.4  Positi  i 

90.0%  Negati 

0.57  Negati   > 

5.98  Negati 


BEST-PERFORMING 
GROUPS 

Wireless  Services 
Employment  Services 
Communication  Equip. 
Tires  &  Rubber 
Electric  Mfg.  Svcs. 


LAST 
DNTrl 

26.9 
18.7 
17.3 
15.8 
15.3 


Internet  Software 
Divsfd.  Metals  &  Mining 
Semiconductors 
Employment  Services 
Internet  Retail 


LAST  12 
MONTHS % 

144.9 

114.7 
82.8 
81.4 
77.8 


WORST-PERFORMING 
GROUPS 


LAST 

nam' 


LASTl 
MONTH 


Trading  Cos.  &  Distribs. 

-7.3 

Photographic  Products 

Health-Care  Services 

-6.7 

Trading  Cos.  &  Distribs. 

Gold  Mining 

-5.0 

Intgrd.  Telecomms.  Svcs.   - 

Divsfd.  Metals  &  Mining 

-4.2 

Home  Furnishings 

Homebuilding 

-2.9 

Motorcycles 

MUTUAL FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  JAN.  9 

■  SAP  500  ■  U.S.  WVERSmED  ■  AU  EQurrr 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %      52-WEEK  TOTAL  RETURN  % 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  JAN.  9 

■  SiPSOO  ■  U.S.WVERSHED  «  ALL  EQUITY 


K           6         12          18         24          30         3 
Data:  Standard  &  Poor's 

6 

LEADERS 

Latin  America 
Communications 
Technology 
Diversified  Emerg.  Mkts. 

LAGGARDS 

Real  Estate 
Miscellaneous 
Domestic  Hybrid 

Financial 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 


LEADERS 

16.6  Latin  America  65.4 

13.7  Diversified  Emerg.  Mkts.       57.7 
12.2     Precious  Metals  57.4 

9.7  Technology  51.2 

LAGGARDS 

1.8  Domestic  Hybrid  17.5 
2.8  Utilities  19.0 
3.4  Miscellaneous  20.9 
3.7     Large-cap  Blend  21.1 


%      52-WEEK  TOTAL  RETURN 


LEADERS 

TCW  Galileo  Europ.  Eq.  I  33.7 
iShares  Gold.  Sachs  Nwkg.  25.7 

Fidelity  Sel.  Dev.  Comms.  24.1 

Reynolds  23.9 

LAGGARDS 

ProFunds  UltSh.  OTC  Inv.  -15.7 

Rydex  Dynam.  Vent.  100  -15.7 

J.P.  Morgan  Value  Opps.  -14.9 

Rydex  Dyn.  Tempest  500  -8.5 


LEADERS  „^___^_^__ 

Apex  Mid  Cap  Growth  136.3 

Eaton  Vce.  Grtr.  India  A  125.0 

PFds.  Smicdr.  Ultsr.  Inv.  123.1 

iShares  MSCI  Brazil  Idx.  109.6 

LAGGARDS 

Rydex  Dynam.  Vent.  100  -57.0 

ProFunds  UltSh.  OTC  Inv.  -56.8 

Frontier  Equity  -38.0 

ProFunds  UltraBear  Inv.  -37.7 


INTEREST  RATES 


KEY  RATES 

Money  Marnet  runos 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgagef 


JAN  14 

0.62% 

0.62% 

Lor 

0.88 

089 

1.18 

L62 

1.81 

L72 

339 

4  25 

4.06 

4.89 

5.08 

AM 

5.66 

5J7       6.02 

tBanxQuote.  Inc 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10  VB  BOND 


General  Obligations 
Taxable  Equivalent 


Insured  Revenue  Bonds 

Taxable  Equivalent 


THE  WEEK  AHEAD 


RESIDENTIAL  CONSTRUCTION 

Wednesday,  Jan.  21,  8:30 
a.m.  EST  »  December  housing 
starts  probably  stayed  strong  at  an 
annual  rate  of  2  million.  That's 
according  to  the  median  forecast 
of  economists  surveyed  by  Informa 
Global  Markets.  November  starts 
hit  a  pace  of  2.1  million,  the  best 
since  1984.  But  new  and  existing 
home  sales  are  slowing,  and  the 
number  of  available  homes  for  sale 
is  on  the  rise.  That  suggests  the 


pace  of  construction  will  ease  even 
if  mortgage  rates  remain  near  the 
6%  level. 
INITIAL  UNEMPLOYMENT  CLAIMS 

Thursday,  Jan.  22,  8:30  a.m. 
EST  »  New  filings  for  state 
unemployment  claims  are  forecast 
to  have  increased  to  about 
360,000  for  the  week  ending  Jan. 
17.  January  figures  are  typically 
more  volatile  following  the  holiday 
season,  due  partly  to  the  retail 
sector.  However,  recent  claims 


data,  along  with  national 
purchasing  managers'  indexes  for 
both  the  factory  and  non- 
manufacturing  sectors,  point  to  an 
improving  job  market. 
LEADING  INDICATORS  Thursday, 
Jan.  22, 10  a.m.  EST  »  The 
Conference  Board's  index  of 
leading  economic  indicators  likely 
improved  by  0.3%  for  a  second 
straight  month,  although  the  weak 
December  jobs  report  presents 
some  downside  risk  for  the  index. 


The  BusinessWeek  production  index  I 
kept  rising,  to  213.5  for  the  week! 
ended  Jan.  3,  and  up  10.1%  from  a  • 
year  ago.  Before  calculation  of  the 
four-week  moving  average,  the  index 
slipped  to  214.6.  L 


BusinessWeek  onlim 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com/magazine/2xtra.htn 
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Index 


ie  Companies 

lis  index  gives  the  starting  page  for  a  story  or  feature  with 
significant  reference  to  a  company.  Most  subsidiaries 
e  indexed  under  their  own  names.  Companies  listed  only 
tables  are  not  included. 


:acia  Research 
icRI)108 
Venture  (ACN)  81 
belphia  (ADELQ)  41. 


)G(AIG)78,90 

I  Frank  Fund  (VALUX) 

0 

lcoa(AA)90 

lertness  Solutions  66 

Ipine  Real  Estate  Fund 

0 

merican  Airlines 

\MR)13 

merican  Century  78 

merican  Software 

\MSWA)90 

mgen(AMGN)84 

ndrews&KurtMl 

on(AOC)81 

pple  Computer 

\APL)90 

rchipelago  78 

T&T(T)81 

T&T  Wireless  (AWE)  50 

uerbach  Grayson  54 

utoliv  (ALV)  104 

utoSource  76 

ventis(AVE)66,90 


I 

lane  of  America  (BAC) 

6,54 

lank  One  48 
!ayTSP13 


BearingPoint(BE)81 

BET  (VIA)  86 

BigChampagne  13 

Blackstone  Group  54, 

104 

Boeing  (BA)  18, 81 

Boston  Scientific  (BSX) 

84 

Brean  Murray  108 

Brightec  14 

Bristol-Myers  (BMY) 

84 


Cap  Gemini  Ernst  & 

Young  81 

Celanese81 

Cephalon(CEPH)66 

Charles  Schwab  (SCH) 

78 

ChevronTexaco  (CVX) 

45 

Chrysler  (DCX)  16 

Cingular  Wireless  50 

Cisco  Systems  (CSC0) 

81 

Citigroup  (C)  41, 45, 

48,54,78 

Comcast  Cable 

(CMCSA)86 

Commerzbank60 

comScore  Media 

Metrix  13 

CondeNast50 

Continental  Airlines 

(CAL)13 

Countrywide  Financial 

(CFC)78 

Credit  Suisse  (CSR)  37 


DaimlerChrysler(DCX) 
50,76,81,104 

Decision  Resources  66 

Dell  (DELL)  81 

DeloitteTouche 

Tomatsu  54 

Delphi  (DPH)  104 

Delta  Air  Lines  (DAL)  13 

Deutsche  Bank  (DB) 

54 

Devon  Energy  (DVN) 

108 

Dodge  &  Cox  (D0DGX) 

90 

Dow  Jones (DJ) 37 


E 

EDS  (EDS)  81 

Enron  16, 41 

Exxon  Mobil  (XOM)  45 


Federal-Mogul 

(FDMLQJ16 

Fidelity  Investments  78, 

108 

Fidelity  Low-Priced 

Stock  (FLPSX)  90 

Ford  (F)  76, 104 

Freddie  Mac  (FRE)  90 

Friedman  Billings  108 


G 

Gartner  13, 81 
GaveKal  Research  60 
General  Motors  (GM) 
76,104 
GfKGruppe33 
Gillette  (G)  46 
GlaxoSmithKline  (GSK) 
84,90 


Goldman  Sachs  (GS) 
54,87,104 

Google  37, 104 
Guess?  (GES)  50 


H 

HealthSouth(HLSH)41 

Heartland  Advisors  90 

Hewlett-Packard  (HPQ) 

78,81 

Honda  (HMC)  76 


IBM  (IBM)  81 
Iceology  76 

Information  Resources 
(IRIQ46 
lnfosys(INFY)81 
Intel  (INTC)  50 
Invesco  Funds  90 


Janus  Capital  (JANSX) 

90 

J.  Aran  87 

J.C.  Penney  (JCP)  90 

Jensen  Fund  (JENSX) 

90 

JohnS.Herold45 

Johnson  &  Johnson 

(JNJ)84,90 

J.R  Morgan  Chase 

(JPM)41,48,54,78 


Kirkland&  Ellis  41 
KPMG50 


LaBranche  78 
Lehman  Brothers 
(LEH)48,54,78,81 
Liquidnet  78 


M 

Magna  (MGA)  104 
M&R  Capital 
Management  108 
Mazda  76 
MBNA(KEB)90 


McKinsey81 

Merrill  Lynch  (MER)  41, 

54,78 

MFC  Bancorp  (MXBIF) 

108 

Microsoft  (MSFT)  14 

Morgan  Stanley  (MWD) 

14,54 

Morrison  Knudsen  16 


Stryker(SYK)90 
Subaru  76 


N 

Neurocrine 

Biosciences(NBIX)66 
New  England 
Consulting  46 
Northrop  (N0C)  104 
Novell  (N0VL)  90 


0akmarkFund90 
Oracle  (ORCL)  50 


P 

Parmalat54 

Pfizer  (PFE)  66, 84, 88, 

90 

Phelps  Dodge  (PD)  90 

Plexus  Group  78 


Radio  One  (R0IA)  86 

Royal  Caribbean  (RCL) 

13 

Royal  Dutch/Shell  (RD) 

45 

Ryder  Scott  45 


Sanof  i-Synthelabo  66 

Sapient  (SAPE)  81 

Schick  46 

Schwab  SoundView 

(SCH)  78, 80 

Sepracor(SEPR)66 

Spear  Leeds  &  Kellogg 

108 

Sprint  PCS  (PCS)  18 

Standard  &  Poor's 

(MHP)90 

Strong  Capital  90 


Takeda  Chemical  90 

Takeda 

Pharmaceuticals  66 

Tanaka  Capital  108 

Tata  81 

TCW  Galileo  Funds  90 

Thomson  Plumb 

Growth  90 

Touchstone  Securities 

90 

TowerGroup  78 

Toyota  (TM)  76 

TRowe  Price  (TROW) 

66 

TRW  Automotive  104 

Turner  Micro  Cap  Fund 

90 

Tyco  International 

(TYC)41,90 


U 

Uniglobe  Star  Travel  13 
U.S.  Global  Investors 
90 


Valspar(VAL)18 
Vanguard  Primecap 
Fund(VPMCX)90 
Viacom  (VIA)  86 
Vinson  &Elkins  41 
Virgin  Group  18 
Visteon(VC)81,104 
Volkswagen  104 


W 

Walgreen  (WAG)  78 

Wasatch  Micro-Cap  90 

Wellman(WLM)90 

Wipro81 

Wood  Mackenzie  45 

WorldCom  41 


Zogby  International  63 
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Editorials 


Waiting  for  the 
Job  Fog  to  Clear 


THE  ECONOMY  EXPANDED  AT  A 
sizzling  6%  rate  in  the  second  half  of 
2003  but  didn't  generate  any  job  growth. 
The  December  payroll  number  was  a 
particular  shocker— just  1,000  net  new 
jobs  nationwide,  with  gains  in  October  and 
November  revised  down.  What's  going  on?  Should 
we  be  worried? 

Corporate  profits  are  soaring,  the  stock  market  is  strong, 
exports  are  picking  up,  capital  spending  is  rising,  and  low 
interest  rates  and  huge  tax  cuts— $60  billion  in  tax  refunds 
alone  over  the  next  few  months— should  keep  the  economy 
growing  at  a  healthy  pace  for  much  of  2004  (page  36).  So 
strong  has  the  recovery  been  recendy  that  pressure  has  been 
rising  for  the  Federal  Reserve  to  change  policy  and  increase 
rates  soon  to  head  off  inflation.  Given  the  recent  job  numbers, 
though,  it  may  be  prudent  for  the  Fed  to  wait  and  see. 

With  growth  powering  along,  jobs  will  almost  certainly  be 
created.  Yet  the  employment  numbers  are  particularly 
confusing  right  now  because  the  two  major  measures  of  job 
growth  are  diverging.  The  household  employment  survey, 
which  includes  the  self-employed,  has  risen  almost  2.3  million 
more  than  the  payroll  number  in  the  past  year.  This  is  a 
difference  of  near-record  proportions.  Over  the  long  run,  how- 
ever, the  two  employment  measures  generally  track  So  there  is 
a  good  chance  that  a  lot  of  jobs  are  being  created  and  are  just 
not  being  counted  yet.  It  may  all  be  a  measurement  error. 

Or  not.  It  could  be  that  the  jobs 
really  aren't  there  yet  and  that  the 
jobs  rebound  may  take  longer 
and  be  weaker  than  in  the  past. 
The  labor  market's  performance 
in  the  second  year  of  this  recovery 
has  been  the  weakest  of  any 
postwar  rebound.  Since  the 
recession  ended,  the  U.S.  has 
gone  11  consecutive  months  with 
monthly  payroll  jumps  failing  to 
breach  100,000.  That  hasn't 
happened  in  50  years.  In  the  25th 
month  of  most  expansions,  the 
economy  usually  generates  145,000  jobs— not  the  1,000  the 
Labor  Dept's  report  says  were  created  in  December. 

This  whole  business  cycle  has  been  different.  It  was  led  on 
the  way  up  by  a  capital-spending  boom  that  produced  a 
telecom  and  high-tech  bubble  that  burst.  A  long,  shallow 
recovery  followed,  marked  by  war  and  business  scandal.  And 
throughout  the  ups  and  downs  of  the  cycle,  productivity  grew 
robustly  instead  of  falling,  as  it  normally  does  in  downturns. 

It  may  well  be  that  today,  most  CEOs,  caught  flat-footed  by 
the  tech  and  telecom  busts,  are  still  traumatized  by  the 
excesses  of  the  '90s.  They  waited  nearly  two  years  after  the 


Jobs  may  be 
going 
uncounted. 
Or  this 
rebound  may 
be  different " 


recession's  end,  until  the  fourth  quarter  of  2003,  to  begin 
investing  in  tech  again.  They  may  be  holding  back  on  hiring! 
as  well.  Relying  on  productivity  gains  and  outsourcing  to  cu{ 
costs  to  boost  earnings  is  a  safe  strategy.  If  CEOs  can  wring 
out  more  productivity,  they  may  delay  hiring  far  longer  than| 
in  previous  business  cycles.  Higher  corporate  spending  on 
information  technology  and  a  stampede  toward  outsourcing! 
to  China  and  India  suggest  that  they  may  be  doing  just  that. 

A  deeper  worry  is  that  the  jobs  recovery  is  not  just  delaye 
but  more  difficult  to  achieve.  The  forces  of  higher  productivi 
and  globalization  may  now  require  the  economy  to  grow 
faster,  say,  5%,  to  generate  the  kind  of  job  growth  that  in  the 
past  came  from  a  3%  to  4%  growth  rate. 

The  truth  is,  no  one  knows.  In  the  first  part  of  this  recover 
CEOs  were  constantly  saying  they  had  "no  visibility"  when  it 
came  to  earnings.  There  are  plenty  of  earnings  now,  but  no 
visibility  when  it  comes  to  jobs.  Odds  are  jobs,  too,  will 
reappear  in  large  numbers,  perhaps  later  in  2004  than 
expected.  But  until  the  job  fog  clears,  it  would  be  foolish  for 
the  Fed  to  tighten.  There's  too  much  at  stake. 


A  Wish  List  for 
Election  Day 


THE  ANNUAL  STATE  OF  THE  UNION 
address  given  by  the  President  to 
Congress  comes  at  an  unusual  time  this 
year— one  day  after  the  Iowa  Democratic 
Party  caucuses  on  Jan.  19.  That 
juxtaposition  should  give  the  public  a  glimpse  of  the 
two  visions  Democrats  and  Republicans  will  offer 
voters  in  the  November  Presidential  elections. 

Each  party  will  sell  its  competing  economic  blueprint  as 
the  only  way  to  make  America  prosperous.  Democrats  will 
promise  a  new  21st  century  safety  net  with  the  government 
protecting  people  against  rigged  financial  markets  and 
corporate  rogues,  raising  taxes  on  the  rich  to  give  tax  cuts  to 
the  middle  class  while  bolstering  Social  Security  for  all. 
Republicans  will  offer  an  "opportunity  society"  with  new 
retirement,  medical,  and  savings  accounts  so  people  can  make 
their  own  life  decisions,  and  push  to  make  permanent  the 
sharp  income  and  inheritance  tax  cuts  of  the  past  three  years. 

rhe  truth  is,  America  needs  parts  of  both  visions.  The 
retirement  of  the  baby  boomers  is  at  hand,  and  a  huge  amount 
of  wealth  will  be  needed  to  pay  for  it.  People  have  to  create 
more  personal  wealth,  and  corporate  and  financial  scandals 
show  they  need  protection.  Social  Security  and  Medicare  also 
must  be  bolstered  to  supplement  middle-class  savings  and 
help  the  poor.  That  will  require  billions  more  in  tax  revenues. 

The  optimal  political  result  for  the  nation  from  the 
November  elections  is  a  White  House  and  Congress  that  can 
work  the  best  of  both  economic  visions  into  new  legislation. 
The  long-term  health  of  American  society  demands  it. 
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All-wheel  drive  that  changes  with  the  weather. 

The  Infiniti  G35,  with  intelligent  all-wheel  drive.  Though  AWD  is  great  in  snow,  it's  not  ideal  for  handling 
in  normal  conditions.  So  Infiniti's  AWD  constantly  adjusts.  Giving  you  the  traction  of  all-wheel  drive  when 
you  need  it.  And  the  handling  of  rear-wheel  drive  when  you  don't.  Discover  more  at  lnfiniti.com. 


Accelerating   the  future  INFINITI 


New  York  Institute  of  Technology's  fiber  optic  netw 
the  most  of  it,  NYIT  graduated  to  Xerox  mu 


Learn  more:  www.xerox.com/learn  For  a  sales  rep:  1-800-ask-xerox  ext.  LEI 
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>cks  are  zooming.  Hotels  are  hosting  a 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 
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A  Tough  Corner  to  Turn 

To  boost  AOL  earnings  in  '2004,  Time 
Warner  CEO  Dick  Parsons  is  counting  on  an 
end  to  subscriber  defections  and  an  ad 
rebound.  Neither  is  a  cinch 


A  Safer  World  Takes  More  than  Migr 

The  Bush  Administration  thinks  the  Iraqi  invasion 
is  pushing  Libya,  Iran,  and  North  Korea  to  negotiate. 
If  s  not  that  simple 

The  Bagel  and 
The  Index  Fund 

What  can  the  economics  of  the  breakfast 
treat  teach  investors  about  the  type  of 
mutual  fund  that's  their  best  long-term 
bet?  More  than  you  might  think 
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As  Big  Pharma  pulls  out  of  the  low-margin 
vaccine  business,  upstart  outfits  are  exploiting  new 
technologies  to  tap  niche  markets 
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A  Dry  Hole 

Despite  lofty  prices  at  the  gas  pump,  analysts 
don't  see  2004  shaping  up  as  a  gusher  for 
most  energy  stocks 
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COMPANIES  THAT 
NEED  IT  NOW 
RUN  SAP 


Time  is  money.  So  it's  important  to  get  new  business  software  up  and  running  quickly.  Which  is  why  SAP*  solutions 
built  on  the  open  SAP  NetWeaver "  platform  make  so  much  sense.  Because  they're  designed  with  fast  implementation 
in  mind,  you  can  see  business  results  quickly.  Visit  sap.com/speed  or  call  800  880  1727  to  see  how  fast  SAP  can 
make  things  happen  for  your  compam. 
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■thority  and  Gart  Sports  had  a  game  plan-team  up  to  out-muscle 
kppetition.  Who  came  through  in  the  clutch  with  a  big  financial 
play?  CIT.  Learn  more  at  CIT.com.  We  see  what  you  see. 
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"He  looked  like 
a  prairie  dog 
on  speed." 

-Alan  Simpson,  former  U.S. 

senator,  on  Howard  Dean's 

boisterous  pep  talk  to 

supporters  after  a  third-place 

finish  in  the  Iowa  caucuses 


HTED  BY  IRA  SAGER 
\T-CAT  FOLLIES 

HE  COST  CUTS 
VILL  BEGIN 
1ANANA 

NOVEMBER,  when  San 

ego's  Idee  Pharmaceuticals 

erged  with  Biogen  in 

imbridge,  Mass.,  they 

edged  to  find 

175  million  in 

ivings  by  2007. 

lat  didn't  keep 

ogen  Idee,  as  it's 

)w  called,  from 

Purging  on 

msing  for 

>mmuting  execs. 

ne  $2  billion 

>mpany  recently 

idled  out  $5.1 

illion  for  three 

aston-area 

xury  condos. 

hey  re  to  be 

>ed  by  execs  ^^™ 

om  Idee:  Chairman 

rilliam  Rastetter,  Chief 

perating  Officer  William 

ohn,  and  Executive  Vice- 


LUXURYDIGS 

Where  Biogen 
puts  up  execs 


President  Nabil  Hanna. 
The  new  digs  should 
provide  some  solace  in  bitter 
Boston  winters.  Two  are  near 
Copley  Square,  Boston's 
premier  shopping  area.  The 
three-bedroom,  three-bath 
condos  spread  across  2,154 
square  feet.  The  third— a  two- 
bedroom,  2,150-sq.-ft. 
penthouse— is  in  Cambridge, 
close  to  headquarters. 
"It  probably  doesn't 
make  investors  feel 
warm  and  fuzzy  to 
see  that  expenditure 
right  out  of  the  box," 
says  Patrick  McGurn, 
special  counsel  at 
Institutional 
Shareholder  Services. 
Amy  Ryan,  a  Biogen 
Idee  spokeswoman, 
says  the  condos  are 
an  investment.  The 
company  first  studied 
what  others  did  in 
similar  situations  and 
found  such  arrangements 
"pretty  standard,"  she  says. 
In  other  words,  everyone  else 
is  doing  it— still.  -Faith  Arner 


HE  BIG  PICTURE 

APPYDAYS  Entrepreneurs' 
onf  idence  in  the  economy 
piked  in  2003. 
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Google  Knows 
Where  You  Are 


WHAT'S  THE  NEXT  BATTLEGROUND  for  Internet  search 
companies?  It's  the  ability  to  include  local  ads  next  to  search 
results.  In  October,  Google  quietly  launched  a  pilot  program 
across  the  U.S.  It  won't  say  how  the  program  has  fared  or 
when  it  will  become  widely  available.  But  Google  won't  be 
alone  for  long.  BusinessWeek  has  learned  that  Yahoo!  will  offer  a 
competing  service  "in  the  coming  months." 

How  does  it  work?  A  computer's  Internet  address  carries 
geographic  data.  Google  breaks  the  U.S.  into  210  regions  to 
match  the  Web  address  with  a  local  ad.  When  a  Seattle  resident 
types  "Italian  restaurant,"  the  results  include  ads  for  local 
eateries  instead  of  national  chains  that  may  or  may  not  be  in 
Seattle.  All  told,  the  market  for  local  ads  could  top  $2.5  billion 
in  five  years,  says  researcher  The  Kelsey  Group.  Yahoo  won't 
discuss  details  but  confirms  if  s  developing  this  capability. 

While  still  in  its  early  stages,  the  program  has  sparked  some 
interest.  Limo  service  Boston  Chauffeur  says  the  ads  grab  people 
who  don't  put  a  location  in  their  query.  "We  get  about  60%  of  our 
customers  from  Google,"  says  manager  Mark  Kini.  Now,  surfers 
can  search  globally,  and  clients  can  advertise  locally.  -Ben  Elgin 
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PAYING  UP 

Union  Pacific 
CEO  Davidson 


PERK  PARADE 

EXECUTIVE 
LOANS:  A  LONG 
GOOD-BYE 

IT'S  GOING  TO  BE  a  long  time 
before  governance  reforms 
break  Corporate  America  of 
one  of  its  worst  habits.  The 
Sarbanes-Oxley  Act,  signed 
into  law  in  2002, 
prohibits  public 
companies  from 
making  new  loans 
to  top  officers.  But 
The  Corporate 
Library,  a 
governance 
watchdog,  says 
63%  of  companies 
still  have  loans 

outstanding  to  

execs,  down  from        ^^^™ 
75%  a  year  ago.  Now  loan- 
free  are  American  Express  and 
Cisco  Systems,  among  others. 
But  a  typical  company  still 
has  $1.9  million  in  loans  on 
the  books,  a  drop  of  only 

EXECUTIVE  SUITE 

JACK  WELCH'S 
LEGACY  TO 
GE'S  WOMEN 

GENERAL  ELECTRIC  has  won  the 

2004  Catalyst  Award  for 
promoting  women.  And  who 
is  beaming  with  pride?  Jack 
Welch,  who  didn't  have  a 
woman  on  his  senior  staff 
when  he  retired  as  chairman 
in  September,  2001. 

Welch  says  the  pipeline  was 
filling.  From  1998  to  2003, 
women  in  GE's  top  173  posts 
rose  from  5%  to  13%— good, 
but  under  the  15.7%  average. 
"I  worked  very  hard  on  that," 
he  says.  Welch  credits  success- 
or Jeff  Immelt  for  pushing 
change:  Two  women  are  now 
among  GE's  top  25  execs.  Looks 
like  GE  is  shedding  its  rep  as 
an  old  boys'  club.  -Diane  Brady 
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$140,000  since  last  year. 

There's  a  lot  of  cleaning 
up  to  do.  At  Union  Pacific,  top 
execs,  including  CEO 
Richard  Davidson,  were  on 
the  hook  for  a  staggering 
$40  million  in  stock- 
purchase  loans  made  in 
1999,  two -thirds  of  which 
were  forgiven  last  year  when 
performance  goals  were  met. 
Spokes-woman  Kathryn 

Blackwell  says  the 
loans,  now  down  to 
$8  million,  were 
designed  to  give 
execs  "skin  in  the 
game"  and  boost 
the  stock.  She 
expects  most  of  the 
money  will  be 
repaid  by  Jan.  31. 
Other  companies, 
including  Sun 
Microsystems, 
Electronic  Arts,  Reebok.and 
Wyeth,  made  new  loans  in 
the  four  months  before  the 
ban  took  effect.  Not  exactly 
what  lawmakers  had  in 
mind.  -Louis  Lavelle 


DOUBLE-WIDE  NATION 

ATKINS,  SCHMATKINS  Since  nearly  one-third 
Americans  are  obese,  some  companies  see 
growth  opportunity  in  the  seriously  overweigh 
Steelcase,  for  example,  makes  a  desk  chair 
that  can  hold  500  pounds.  Goliath  Casket 
offers  triple-wide  coffins.  Next  up:  a  rocking 
chair/recliner  big  enough  to  hold  a  small 
family.  When  it  goes  on  sale  in  April,  the  chair, 
made  by  Morristown  (Tenn.)-based  Berkline, 
will  measure  four  feet  across,  hold  600 
pounds,  and  include  a  motorized  lift.  The 
company  already  has  a  big  seller  in  a  recliner 
that  can  hold  375  pounds.  Here's  hoping 
Berkline  doesn't  need  to  expand  its  line  of 
recliners  much  further.         -Charles  Hadda 
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and  run. 
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visa     We're  giving  away  a  million  HHonors®  bonus  points  for  each  day! 


hat's  right.  Simply  book  your  stay  online  with  a  Visa*  card  at  any  Hilton  Family  Web  site  between  January  1 


nd  March  31,  2004.  Complete  your  stay  using  your  Visa  card  by  April  15,  2004,  and  you'll  earn  500 


onus  points,  plus  you'll  get  an  automatic  entry  for  the  chance  to  win  a  million  more!  Of  course, 


iilton  HHonors  is  the  only  hotel  program  that  allows  you  to  Double  Dip* — or,  earn  both  HHonors 


toints  and  airline  miles  for  the  same  stay — at  more  than  2,500  hotels  worldwide.  So,  now  is  your 
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hance  to  make  already  great  rewards  more  rewarding  than  ever. 


hiltonhhonors  .com 


Scandic 


TheHihon  Family 


Jo  Purchase  or  Obligation  Necessary  to  Enter  or  Win.  A  purchase  will  not  increase  your  chance  of  winning.  Void  where  prohibited.  You  must  be  age  18  or 
Ider,  a  legal  resident  of  the  50  United  States  (excluding  Florida)  and  the  District  of  Columbia,  or  a  resident  of  Canada  (excluding  Quebec),  or  a  resident  of  the 
Jnited  Kingdom  or  Germany,  who  is,  as  of  January  1 ,  2004,  over  the  age  of  majonty  in  their  province  of  residence  to  enter.  Sweepstakes  begins  on  January  1 ,  2004, 
nd  ends  on  April  1 5,  2004.  Odds  of  winning  depend  on  number  of  eligible  entries  received  by  the  deadline.  For  complete  official  rules,  go  to  www.hiltonhhonors.com 
r  send  a  SASE  to  "Hilton  HHonors  Daily  Million  Point  Giveaway','  c/o  Roth  Graham,  Inc.,  RO.  Box  270090,  Minneapolis,  MN  55427-6090  (Residents  of 
VA  and  VT  may  omit  postage).  The  sponsor  of  this  Sweepstakes  is  Hilton  HHonors  Worldwide,  LLC,  9336  Civic  Center  Drive,  Beverly  Hills,  CA  90210 
"he  500-point  bonus  applies  to  reservations  made  on  the  Hilton,"  Conrad,®  Doubletree*  Embassy  Suites  Hotels,®  Hampton®  Hilton  Garden  Inn,®  Homewood  Suites 
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erms  and  Conditions.  Visa  is  a  registered  trademark  of  Visa  International  Service  Association.  ©2004  Hilton  HHonors  Worldwide. 
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DOING  GOOD 
AFTER  DOING 
REALLY  WELL 

In  the  1990s,  the  stock  boom 
and  Dell's  generous  options 
created  "Dellionaires"  all  over 
Austin,  Tex.  But  the  run-down 
east  side  of  town  didn't 
benefit.  Former  Dell  CFO 
Thomas  Meredith,  53,  is  out 
to  change  that.  He's  co- 
founder  of  the  Austin  Idea 
Network,  which  focuses  on 
quality  of  life.  He  has  paid 
$2  million  for  30  vacant  acres 
in  east  Austin  and  plans  to  fill 
the  space  with  homes,  non- 
profits, cultural  amenities, 
and  local  businesses. 

That  puts  the  former  Wall 
Street  favorite  in  front  of 
another  tough  audience:  east 
Austin  leaders.  They  say 
they've  been  burned  before 
by  others  with  grand  plans. 
Meredith  says  he  only  wants 
his  investment  to  break  even. 

Meredith,  who  held  $150 
million  in  Dell  stock  and 
options  prior  to  stepping 
down  in  2000,  says  he'll  stick 
to  a  plan  created  by  the 
community  four  years  ago. 
"Our  goal  is  to  breathe  life 
into  the  plan."  To  help,  he  has 
enlisted  volunteer  architects, 
investors,  and  planners. 
Maybe  options  aren't  such  a 
bad  thing.         -Andrew  Park 


FUND  WATCH 

PENSIONS: 
A  PENCHANT 
FOR  REFORM 

SECURITIES  lawyers  increas- 
ingly face  new,  sophisticated 
lead  plaintiffs  in  class  actions: 
public  pension  funds.  The 
funds,  representing  city,  state, 
and  other  unionized 
employees,  led  56  such  suits 
in  2002,  up  from  four  in  1996, 
says  a  study  by  Pricewaterhouse- 
Coopers.  And  they're  having 
an  impact  on  settlements. 
Why  the  new  activism? 
Steven  Skalak,  a  co-author  of 
the  study,  attributes  it  in  part 
to  a  1995  law  that  makes  a 


PARASITINGS 

WHAT'S 
EATING 
THE  GUESTS? 

BEDBUGS  ARE  making  a 

comeback.  The  bloodsucking 
parasites  all  but  disappeared 
from  the  U.S.  after  the  1950s, 
thanks  to  the  now-banned 
pesticide  DDT.  But  they  reap- 
peared in  the  late  '90s,  first 
in  hotels,  then  in  college 
dorms.  Pest-control  outfit 
Orkin  says  the  number  of 
bedbug  reports  it  receives 
jumped  300%  in  2001,  then 
rose  70%  in  both  2002  and 


company's  largest  financial 
stakeholder  the  default  lead 
plaintiff  in  a  class  action. 
Pension  funds  often  fit  the  bill. 
And  the  recent  spate  of 
corporate  wrongdoing  has 
spurred  funds  to  join  suits. 
"Part  of  it  is  outrage  that 
many  institutional  investors 
feel,"  says  Joseph  Grundfest,  a 
Stanford  Law  School  profess- 
or. If  institutional  investors 
keep  throwing  their  weight 
around,  he  says,  they'll  affect 
settlements  and  legal  strategies. 

The  presence  of  pension 
fund  litigants  has  resulted  in 
governance  measures  being 
sewn  into  settlements. 
Apparently,  there's  no  fury 
like  an  institutional  investor 
scorned.  -Brian  Hindo 


2003.  "We've  gotten  calls  of 
infestations  in  more  than  30 
states  now,"  says  Orkin  ento- 
mologist Frank  Meek. 

Don't  assume  bedbugs 
lurk  only  in  fleabag  joints. 
Manhattan's  Helmsley  Park 
Lane  Hotel  is  being  sued  by  a 
Mexican  guest  alleging  he 
was  attacked  by  bedbugs 
while  staying  there.  Helmsley 
lawyer  Steven  Eckhaus,  who 
insists  the  hotel  is  bedbug- 
free,  says:  "I'm  sure  that  this 
case  will  be  dismissed." 

The  icky  little  critters,  offi- 
cially known  as  C.  lectularius, 
are  the  size  of  an  apple  seed 
and  can  consume  three  times 
their  weight  in  human  blood 


THE  STAT 


315 

The  amount,  in 
billions  of  dollars,  that 
consumers  world- 
wide spent  buying 
cell-phone  ring  tones 
in2603-up40% 
from  the  year  before. 


in  10  minutes.  They  are 
wingless  and  hang  out  in 
mattresses  and  wall  cracks, 
waiting  for  food.  Although 
they  don't  carry  disease,  the 
leave  itchy  bite  marks. 
It's  unclear  why  the 
menace  is  spreading. 
International  travel  is  often 
blamed,  since  bedbugs  are 
common  in  many  countries 
and  can  hitchhike  in  luggage 
or  clothes.  Meek  says  the 
switch  to  insect-specific 
pesticides  may  be  a  factor; 
poisons  that  kill  cock-roaches 
say,  may  not  harm  bedbugs. 
Not  that  you  want  cock- 
roaches between  the  sheets, 
either.  -Catherine  Arm 
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American  Traditions 


Ome  things  are  best  When  they  have  a  rotations.  This  perspective  allows  them  to  keep  our  funds 

arprise  inside.  Not  your  investments.  on  course  for  the  long  term.  You'll  find  the  way  we  manage 


our  value  funds  says  a  lot  about  our  values  as  a  company. 


hen  you  choose  a  value  fund,  you  expect  it  to  perform  like 


value  fund.  Which  is  why  our  funds  are  managed  to  ensure 


/le  consistency.  It's  something  for  which  we're  known.  Our 


asoned  value  managers  have  been  through  numerous  market 


Overall  Morningstar  Ratings™ 

(as  of  11/30/03) 

Capital  Value  *  *  *  *   * 

(among  637  Large  Value  funds) 

Large  Company  Value*  "A"  "A"  *  "^r   * 

(among  637  Large  Value  funds) 

Equity  Income  *  *  *  * 

(among  167  Mid-Cap  Value  funds) 

'Available  exclusively  through  investment  professionals. 


Call  1-877- 44-AMCEN  or  your  investment  professional. 


orningstar  Ratings"  are  based  on  risk-adjusted  returns,  and  past  performance  is  no  guarantee  of  future  results, 
vestment  returns  and  principal  values  may  fluctuate,  and  redemption  value  may  be  more  or  less  than  original  cost. 

>r  current  performance  information  and  for  a  prospectus  with  more  complete  information,  including 
arges,  expenses  and  minimums,  please  call  or  visit  www.americancentury.com.  Be  sure  to  read  it 
refully  before  you  invest  or  send  money. 

each  fund  with  at  least  a  3-year  history,  Morningstar  calculates  a  Morningstar  Rating  based  on  a  Morningstar  Risk-Adjusted  Return  measure  tlmt  account!,  for 
wtions  in  a  fund's  monthly  performance  (including  tlie  effects  of  sales  charges,  loads  and  redemption  fees),  placing  more  emphasis  on  downward  variations  and  reward- 
consistent  performance  The  top  10%  of  funds  in  each  category  receive  5  stars,  tlie  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars 
[  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately  which  may  cause  slight  variations  in  the 
ribution  percentages.)  The  funds  had  lite  following  ratings  for  the  3-  5-  and  10-year  periods,  respectively.  Capital  Value  and  Large  Company  Value  5.  NA.  NA  out  of 
'  U.S.-domicilcd  Large  Value  funds;  Equity  Income  4,  4,  NA  out  of  167, 127,  NA  U.S.-domiciled  Mid-Cap  Value  funds.  Morningstar  Rating  is  for  the  investor  share  class 
y;  other  classes  may  have  different  performance  characteristic*. 

ACKER  JACK,  SAILOR  JACK  AND  BINGO,  and  the  SAILOR  JACK  and  BINGO  characters  are  trademarks  ofRccot,  Inc.  ©2003  Recot,  Inc. 
terican  Century  Investment  Services,  Inc.  ©2003  American  Century  Services  Corporation 
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We  need  to  rate  CEOs  by 
what  they  are  doing  for 
employees,  customers . . . 
and  the  community— not 
only  stock  performance." 

-Ed  Mane 
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-Ed  Manemeit 
Wolcott,  Conn. 


THESE  CEOs  ARE 

AT  THE  TOP  OF  THEIR  GAME 

AFTER  ATTENDING  the  annual  stock- 
holders' meeting  and  the  information 
sessions  of  Washington  Post  Co.  for  the 
past  several  years,  I  concur  with  the  se- 
lection of  Jonathan  Grayer  as  one  of  the 
best  managers  of  the  year  ("The  best 
managers,  Special  Report,  Jan.  12).  His 
presentations  at  the  meetings  have  been 
outstanding,  and  the  bottom-line  contri- 
bution to  Washington  Post  has  been 
extraordinary. 

-Nelson  Marans 
Silver  Spring,  Md. 

WHEN  YOU  LOOK  at  the  bottom  line, 
chief  executive  officers  such  as  George 
David  have  done  a  great  job  at  United 
Technologies  Corp.  (UTC)  and  other  com- 
panies. Still,  I  believe  we  need  to  redefine 
how  we  rank  our  CEOs.  We  need  to  rate 
CEOs  by  what  they  are  doing  for  employ- 
ees, customers,  industry,  and  the  commu- 
nity—not only  stock  performance.  In  my 
opinion,  the  recent  trend  to  use  foreign  la- 
bor markets  has  desensitized  the  relation- 
ship of  CEOs  to  employees. 

-Ed  Manemeit 
Wolcott,  Conn. 


THE  EMPLOYEE  SCHOLAR  program  | 
UTC  is  second  to  none.  Since  I  st 
working  there,  I  have  been  able  to  ea 
my  BA  and  am  halfway  through  my  MJ 
It  creates  loyalty  to  the  company  and ' 
continue  to  show  positive  results  for  l 
Thank  you,  George  David,  for  such  an 
fective  program. 

-David  Mulli 
Loves  Park, 

YOUR  ARTICLES  often  talk  about  grt 
opportunities  for  women  and  questi 
the  existence  of  a  glass  ceiling.  But  to  i 
the  reality,  you  need  only  open  "The  bt 
&  worst  managers  of  the  year."  Even 
women  are  given  an  opportunity,  it 
shared  responsibility,  as  in  the  case 
[former  Kraft  Foods  Inc.  Co-CEO]  Bet 
D.  Holden.  If  things  go  bad,  the  shari] 
stops,  and  the  woman  is  replaced. 

-Susan  Smi 
Batavia,! 

IN  DEFENSE  OF 
PETER  BURG'S  RECORD 

I  AM  WRITING  REGARDING  your  rece 
article  in  which  BusinessWeek  included  ] 
Peter  Burg,  chairman  and  CEO  of  Fir 
Energy  Corp.  as  one  of  "The  worst  mai 
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LOUD  TEN. 


CLIMB  IN  FOR  AN  AMAZING  EXPERIENCE:  AVAILABLE  HEATED  AND  COOLED  LEATHER-TRIMMED  SEATS  AND  DUAL-ZONE 

ELECTRONIC  TEMPERATURE  CONTROL.  PLUS.  AVAILABLE  POWERFOLD™  3RD-R0W  SEATING  THAT  FLATTENS  INTO  THE  FLOOR  WITH 

THE  PUSH  OF  A  BUTTON.  THEN  CONSIDER  THIS:  EXPEDITION  IS  THE  ONLY  FULL-SIZE  SUV  TO  RECEIVE  THE  HIGHEST  GOVERNMENT 

FRONTAL  CRASH  TEST  SAFETY  RATING  FOR  THREE  YEARS  IN  A  ROW  (2001.  2002.  2003).  HOWS  THAT  fOR  INNER  PEACE? 
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IF  YOU  HAVEN'T  LOOKED  AT  FORD  LATELY. 


LOOK   AGAIN. 


For  more  information,  call  1-800-301-7430 
or  visit  www.fordvehicles.com. 
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Readers  Reooi 


CORRECTIONS  &  CLARIFICATIONS 

"Why  the  Fed  has  time  on  its  side" 
(Business  Outlook,  Jan.  26)  s^id  that  the 
Federal  Reserve  has  gone  a  year  without 
moving  interest  rates.  Actually,  the  Fed  last 
moved  rates  in  June,  2003,  not  January. 

In  the  table  accompanying  "Can  Detroit 
break  the  rebate  habit?"  (Industry  Outlook,- 
Jan.  12),  the  correct  figure  for  employment 
in  the  automotive  sector  should  have  been 
4,239,000. 


agers" in  2003  (Special  Report,  Jan.  12).  I 
certainly  agree  with  you  that  2003  was  a 
very  difficult  year  for  First  Energy  Corp. 
The  most  tragic  event  occurred  this  week 
[Jan.  13]  when  Pete  Burg  died  from  com- 
plications during  treatment  for  leukemia. 
However,  I  do  not  agree  with  your  assess- 
ment of  Pete's  managerial  performance. 
Pete  Burg  was  an  excellent  manager  and 
helped  build  First  Energy  into  one  of  the 
five  largest  investor-owned  utilities  in  the 
U.S.  He  provided  strong  leadership  dur- 
ing the  past  troublesome  year  and  was  a 
man  of  the  highest  integrity  and  honesty. 

You  correctly  mentioned  that  First  En- 
ergy was  involved  in  the  August  blackout. 
Unfortunately,  your  statement  "Burg  has 
seemingly  written  the  book  on  how  not  to 
respond  in  a  crisis"  could  not  be  further 
from  the  truth.  Pete  and  the  company  ful- 
ly cooperated  in  the  subsequent  investi- 
gation, acted  in  a  very  professional  man- 
ner, and  correctly  took  the  position  that  a 
combination  of  institutions  and  events 
contributed  to  this  blackout. 

First  Energy's  board  members  are  not 
"asleep  at  the  switch,"  but  rather  had  total 
confidence  in  Pete's  leadership  and  are 
very  confident  of  First  Energy's  future  suc- 
cess. Pete  performed  admirably  during  a 
most  difficult  year  and  he  does  not  deserve 
the  dubious  recognition  you  gave  him. 

-George  M.  Smart 

Canton,  Ohio 

Editor's  note:  The  writer  is  a  First  Energy 

board  member.  BusinessWeek  did  not  learn 

of  Burg's  illness  before  publication. 

MAD  COW: 

TOO  LITTLE,  TOO  LATE? 

AS  A  CATTLE  PRODUCER,  I  do  not  wish 
to  harm  the  general  public's  health  ("A 
bum  steer  on  mad  cow  disease,"  News: 
Analysis  &  Commentary,  Jan.  12).  Howev- 
er, some  of  your  suggestions  were  far 
from  realistic.  If  you  test  every  single  an- 
imal going  to  slaughter,  it  raises  the  price 
that  the  consumer  pays  at  the  store,  and  it 
gives  the  packers  another  way  to  beat 


down  the  price  on  live  cattle.  We  as 
ducers  were  finally  getting  a  real  price 
our  product.  Also,  few  producers 
blood  meal  as  a  supplement  anymore, 
cause  there  are  better  supplements 
there  such  as  soybean  meal,  wheat  n 
dlings,  or  soy  hulls. 

I  would  like  to  think  the  general  put 
would  try  to  trust  that  most  produc 
would  like  to  sell  a  superior  product, 
the  barn  door  was  closed  after  the  ho 
escaped.  I  think  that  the  Agriculture  D< 
has  done  an  excellent  job  in  trying  to  k 
this  from  getting  out  of  control. 

As  a  producer,  I  ask  that  people  hang 
there,  and  we  will  get  through  this. 

-Bruce  No 
Mexico,  A 

BY  "FATTENING"  COWS  with  feeds  rm 
from  animal  tissues,  farmers  not  only  < 
stroyed  our  food  supply  but  also  doom 
their  entire  industry.  Terrorism  will  i 
destroy  us,  but  our  own  greed  will. 

-Jason 
Anchorage,  Alas 

LUNCH:  THE  RIGHT  PUCE 
FOR  DUE  DILIGENCE 

I  REMAIN  ASTOUNDED  that  the  mass 
Parmalat  fraud  could  have  gone  unc 
tected  for  so  many  years  ("How  Parma 
went  sour,"  International  Business,  J; 
12).  Maybe  it's  time  for  auditors  a 
bankers  to  adopt  the  world's  most  effi 
tive  due  diligence  technique:  lum 
When  I  was  a  commercial  banker  in  t 
1970s,  my  colleagues  and  I  made  it 
practice  to  visit  borrowers,  their  maj 
suppliers,  customers,  and  other  banks 
a  regular  basis.  Face-to-face  meetin 
with  intensive  questions  were  the  best 
telhgence-gathering  missions  we  con 
devise.  This  closed  the  door  to  nonsen 
such  as  forged  bank  faxes. 

I  believe  that  if  the  Parmalat  auditc 
had  traveled  80  miles  from  Parma 
Milan  to  meet  with  the  company  banke 
they  certainly  would  have  learned  th 
$5  billion  in  cash  was  a  fantasy.  They  al 
would  have  had  a  superb  lunch. 

-Arthur  Bernste 
Boca  Raton,  F, 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  or 
relationship  with  the  subject  of  their  comments.  All  lette 
must  include  an  address  and  daytime  and  evening  phon 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  ai 
space  and  to  use  them  in  all  electronic  and  print  edition! 
E-mail:  bwreader@businessweek.com 
Fax:  (212)  512-6458 
Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  the 
Americas,  43rd  floor,  New  York,  NY  10020 
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Upgrades  subject  to  availability.  American  Airlines  reserves 

the  right  to  change  the  AAdvantage  program  without  notice. 

Complete  AAdvantage  details  at  AA.com/aadvantage. 


Ahh. .  .that  magic  word:  Upgrade. .  .Wide.  Leather.  First  on.  First  off.  "Hot  towel?"  kind-of-upgrade. .  .Why  settle  for  less? 
And  now  you  can  request  and  purchase  those  upgrades  at  AA.com."  So  next  time  you  fly,  get  a  lot  more  airline. 
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Books 


Two  Jeremiads 


THE  SORROWS  OF  EMPIRE  Militarism,  Secrecy,  and  the  End  of  the  Republic  By  Chalmers  Johnson;  Metropolitan  Books;  389pp;  $25 
AN  END  TO  EVIL  How  to  Win  the  War  on  Terror  By  David  Frum  and  Richard  Perle;  Random  House;  284pp;  $25.95 


M.1RROW 


EMPIRE 


Maybe  it's  the  effect  of  the  imminent 
political  campaign,  but  The  Sorrows  of 
Empire:  Militarism,  Secrecy,  and  the  End 
of  the  Republic  by  liberal  Chalmers 
Johnson  and^4rc  End  to  Evil:  How  to  Win 
the  War  on  Terror  by  conservatives  David 
Frum  and  Richard  Perle  seem  designed 
merely  to  bolster  the  thinking 

of  already  converted  audiences  at  either  end  of  the  political 
spectrum.  If  you  want  detailed  arguments  for  or  against  the 
Bush  Administration's  aggressive  foreign  policy,  read  these 
tracts.  But  the  authors  give  no  quarter  to  a  slightly  different- 
dare  I  say  moderate— point  of  view.  As  a  re- 
sult, the  books  are  unconvincing.  Indeed, 
these  volumes  squander  a  chance  to  present 
nuanced  approaches  to  the  complex  security 
issues  the  U.S.  will  face  in  the  future. 

Johnson's  jeremiad  against  what  he  sees 
as  American  imperialism  and  militarism 
exhaustively  catalogs  decades  of  U.S. 
military  misdeeds,  from  rapes  committed  by 
soldiers  in  Okinawa  to  the  deaths  of  Afghan 
civilians  from  errant  bombs.  He  says  the 
Bush  Administration,  emboldened  by 
September  11,  has  taken  trends  that  began 
with  the  Monroe  Doctrine  and  Spanish-American  War 
to  new  heights,  viewing  America  as  "the  greatest 
colossus  in  history,  no  longer  bound  by  international 
law,  the  concerns  of  allies,  or  any  constraints  on  its  use 
of  military  force."  Johnson's  conclusion:  The  cost  of 
supporting  troops  deployed  to  hundreds  of  bases 
abroad  will  bankrupt  the  American  empire  and 
republic. 

Johnson  is  an  emeritus  Asia  expert  at  the  University 
of  California  at  San  Diego  and  president  of  the  Japan  Policy 
Research  Institute.  But  his  book  lacks  the  academic  rigor  one 
might  have  expected.  He  fails  to  distinguish  between  a  nation 
that  is  imperious,  which  the  U.S.  is,  and  one  that  is  imperialist, 
which  America  isn't.  Johnson  maintains  that  the  more  than  700 
U.S.  military  bases  around  the  globe  have  replaced  traditional 
colonization.  But  if  those  bases,  which  include  several  in 
Germany,  really  translated  to  political  control,  Washington 
wouldn't  have  faced  much  resistance  in  the  U.N.  Security 
Council  from  Bonn,  Ankara,  and  others.  Diplomatically, 
America  seems  more  of  a  hyped  power  than  a  hyperpower. 

Johnson  also  worries  about  the  domestic  political  muscle  of 
the  military-industrial  complex.  But  if  it  wields  so  much  clout, 
why  is  aerospace/defense-industry  employment  down  to  1953 
levels  and  the  Pentagon's  inflation-adjusted  procurement 


Militarism,  Seen 

i he  KnJ  of  the  R 

CHALMJ 
JOHr 


budget  half  the  Reagan-era  high?  Johnson  may  be  right  that 
the  U.S.  doesn't  always  use  its  power  wisely,  but  he  fails  to  s 
what  the  U.S.  role  should  be.  Al  Qaeda,  North  Korea,  and  In 
are  all  out  there.  How  should  the  U.S.  handle  them? 

Frum  and  Perle,  in  contrast,  have  plenty  of  answers  to  su< 
questions.  The  two  American  Enterprise  Institute  fellows 
advocate  an  IKEA-style  foreign  policy:  If  s  a  big  planet,  and 
someone  has  to  rearrange  all  the  furniture.  In  contrast  to 
Johnson,  they  all  but  say  that  President  Bush  is  a  wimp  for 
even  contemplating  negotiations  with  Iran  or  North  Korea 
The  authors  avoid  a  direct  attack  on  Bush  by  blaming  the 
striped-pants  brigade  at  the  State  Dept.  for  pursuing  its  owr 
foreign  policy,  though  they  offer  little  evidence  of  that.  They 
seem  to  think  that  the  term  "rogue  state"  refers  to  Colin 
Powell's  minions. 

Given  the  authors'  background,  An  End  to  Evil  is 

predictable  in  advocating  regime  change  from  Paris  t< 
Pyongyang.  Frum  is  a  former  Bush  speechwriter  who 
claimed  credit  for  adding  "axis  of  evil"  to  the  political 
lexicon.  Perle  pushes  his  hard-line  views  from  the 
platform  of  a  Pentagon  advisory  panel,  the  Defense 
Policy  Board. 

The  authors  fear  that  Washington's  will  to  fight  the  w 
on  terrorism  is  ebbing,  but,  they  assert,  "there  is  no 
middle  way  for  Americans:  It  is  either  victory  or 

holocaust."  They  call  for  attacking  a  potentia 
enemy  early  rather  than  waiting  for  an  attack 
They  would,  for  example,  opt  for  an  air  and 
naval  blockade  of  North  Korea  in  the  hope  th 
it  would  prompt  China  to  bring  the  North  to 
heel.  Their  goal  is  to  topple  Kim  Jong  II,  whon 
they  imagine  would  be  replaced  with  someon 
more  subservient  to  China  and  more  willing  t 
adopt  economic  reforms.  But  where  are  the 
moderate  North  Koreans  who  would  oust 
Kim?  And  do  Frum  and  Perle  really  want  to 
create  a  stronger  ally  for  China,  a  land  many 
conservatives  fear  will  be 
America's  next  great  rival? 

Surely  we  can  do  better.  The 
military  options  Frum  and 
Perle  favor  have  been 
exhausted.  North  Korea  and 
Iran  are  not  Afghanistan  and 
Iraq.  The  diplomacy  the 
-■-------■■■■  authors  skewer  is  the  only 

option  left,  though  the  militan1 
prowess  Johnson  eschews  would  help  any  negotiations.  To  | 
deal  with  new  threats,  we  need  new  rules,  tactics,  and 
strategies— and  help  from  friends.  The  approach  that  shouL 
emerge  may  not  be  clear.  But  neither  Johnson's  negativism 
nor  the  Frum-Perle  blunderbuss  advance  the  debate.  ■ 

-By  Stan  Croc 
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Predictable: 
Both  books 
preach  to  the 
converted 
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out  survive  only  in  the  cleanest  waters.  With  breakthroughs  in  water 

urification,  Hitachi  is  using  technology  to  sustain  this  precious  natural 

isource.  And  to  address  other  important  environmental  issues,  including 

le  reduction  of  atmospheric  C02.  From  advanced  battery  solutions  and 

ectric    vehicle    management    systems    to    energy-saving    solutions    for 

uildings  and  manufacturing  facilities,  Hitachi  believes  in  a  simple  idea: 

tat  technology  is  never  for  its  own  sake  but  for  the 

enefit  of  all.  As  an  innovative  global  solutions  company, 

itachi  touches  your  life  in  so  many  ways.  To  understand 

dw  Hitachi  is  benefiting  your  world,  visit  us  on  the  Web 

id  see  technology  in  action.  environment 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


If  you've  decided  to  take  the  plunge  into  high-definition  television  for 
your  home,  the  most  critical  decision  is  the  size  and  type  of  display  you 
will  buy.  There  are  three  basic  displays  available— cathode  ray  tubes,  flat 
panels,  and  rear  projection— and  they  come  in  a  baffling  range  of  types, 
sizes,  and  prices.  In  this  column  (the  second  in  a  two-part  series),  I'll  try 


SKINNY  BEAUTY 

RCA  has 

announced  a  61-in. 
projection  model 


to  help  you  make  an  informed  choice. 

The  best  way  to  start  is  by  choosing  a  size 
range,  which  is  determined  by  your  budget 
and  the  room  where  you  will  put  the  TV.  As  a 
rule  of  thumb,  you  should  allow  a  minimum  of 
a  foot  and  a  maximum  of  two  feet  of  viewing 
distance  for  every  8  inches  of  the  diagonal 
screen  measurement.  So 
a  42-in.  display  is  ideal 
for  distances  of  roughly 
5  to  10  feet. 

If  you're  looking  for  a 
relatively  small  display, 

sets  based  on  picture  tubes  offer  excellent  value. 
The  brightness  and  clarity  of  flat,  widescreen 
CRTs  are  the  best  of  any  technology.  The  drawbacks  are  size 
and  weight.  The  $2,499, 40-in.  Sony  WEGA  XBR,  the  biggest 
CRT  made,  weighs  a  staggering  304  lb.  and  is  26  in.  deep. 

MOST  PEOPLE  THINK  OF  FLAT  PANELS,  usually  6  in.  thick  or 
less,  as  the  essence  of  HDTV,  and  they  definitely  are  coming 
on  strong.  The  two  types,  plasma  and  liquid-crystal  display 
(LCD),  each  has  advantages  and  drawbacks.  Plasma  displays 
most  closely  rival  the  image  quality  of  a  first-rate  CRT  and  go 
from  32  in.  to  61  in.,  though  units  up  to  80  in.  are  on  the  way. 
Prices  range  from  less  than  $3,000  for  a  32-in.  to  more  than 
$15,000  for  the  biggest  screens. 

Plasma  has  two  big  problems,  though.  One  is  limited 
durability.  There's  debate  within  the  industry  about  how 
long  such  screens  can  be  expected  to  last,  but  most  experts 
agree  that  visible  degradation  is  likely  within  10  years.  By 
contrast,  LCDs  are  very  long-lived,  and  CRTs  have  been 
known  to  last  more  than  20  years,  though  they  lose  their 
brightness  over  time. 

The  second  problem  plaguing  plasma  is  that  a  static  image 
displayed  on  the  screen  for  a  long  time,  such  as  a  channel 
guide,  will  leave  a  ghost  of  itself  behind  called  "burn-in." 
Sometimes  the  images  fade  after  a  few  hours,  but  severe 
burn-in  can  be  permanent.  This  is  an  especially  nasty 
problem  when  showing  the  nearly  square  picture  of 
conventional  TV  on  a  widescreen  plasma  set.  It's  preferable  to 


use  only  the  central  part  of  the  screen, 
leaving  the  edges  black.  But  this  would  bur 
in  the  edges,  so  the  image  has  to  be  stretche 
to  fit  the  screen's  dimensions,  causing  ugly 
distortion. 

LCD  doesn't  have  those  issues,  and  the 
■  l  *^m        picture  quality  is  rapidly  approaching  that 

I  I  t^M       plasma,  though  the  top  size  is  much  smalle 

W  I  l^M       High-definition  LCD  sets  range  from  17  in. 

pi  F         1^1       40  in.,  with  50-in.  and  bigger  sets  in 
I  ^H       development.  Prices  are  around  $3,000  for 

I      ^B  30-in.  and  $5,000  or  so  for  a  40-in.  screen 

I  li  The  "most  improved"  award  goes  to  rea 

w  f       1    **■    projection  sets,  which  use  an  internal  syste 

of  lenses  and  mirrors  to  project. 

TTlP  "most  an  UTia8e  on  a  screen-  Older  CR 

projection  sets  had  mediocre 
image  quality.  New  units  create 
images  with  either  tiny  LCD 
panels  or  a  Texas  Instruments 
Digital  Light  Processing  (DLP) 
chip.  Quality  still  isn't  as  good  a 
the  flat  panels,  but  it's 
dramatically  better  than  older 
projection  sets.  These  TVs  are 
also  slimmer:  A  42-in.  Sony  LCI 
projection  unit  is  14&  in.  deep, 
and  RCA  has  announced  a  61-in 
DLP  model  less  than  7  in.  deep.  Prices  range  from  $2,000  foi 
42-in.  models  to  $7,000  for  Sony's  70-in.  monster. 

The  good  news  for  2004  is  that  HDTV  prices  are  likely  to 
keep  coming  down.  New  production  facilities  are  bringing 
down  LCD  costs,  especially  for  larger  sizes.  And  a  new  Intel 
technology  called  liquid  crystal  on  silicon  could  help  product 
cheaper  projection  sets.  Whatever  technology  you  choose,  it 
looks  like  a  great  year  for  big-screen  TV.  ■ 

E-mail:  techandyou@businessweek.co 


most 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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With  Cognos  reporting  and  analysis  software. 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


If  s  Time  to  Let  China 
U  Into  the  Clubhouse 


Few  would  deny  that  China  is  becoming  a  powerful  force  in  international 
trade  and  finance.  But  the  implications  for  how  the  global  economy 
should  be  managed  have  received  almost  no  attention.  The  conventional 
wisdom  of  the  1980s  and  early  '90s  that  the  U.S.,  Germany,  and  Japan 
would  share  world  economic  leadership  was  wrong  given  the  consistent!] 


disappointing  performances  of  Berlin  and  Tokyo.  The  current 
system  in  which  the  U.S.  is  the  only  global  growth  engine  is 
straining  under  American  deficits  and  an  increasingly  weak 
dollar.  It  is  time  for  a  new  way  to  organize  global  economic 
affairs,  one  that  more  centrally  involves  the  Middle  Kingdom. 

Alongside  the  U.S.,  China  is  becoming  the  most  important 
global  economic  power.  Although  Beijing's  gross  domestic 
product  falls  somewhere  between  that  of  Italy  and  France 
today,  it  tripled  in  size  during  the  1990s.  According  to  Fred  Hu, 
a  Hong  Kong  economist  and  managing  director  at  Goldman 
Sachs  Asia,  within  five  years  its  economy  could  be  larger  than 
that  of  every  nation  but  the  U.S.  and  Japan.  China  is  now  the 
world's  fourth-largest  exporter  and  third-largest  importer.  It 
has  attracted  more  direct  foreign  investment  than  any  country 
except  the  U.S.  Its  currency  has  an  impact  on  global  financial 
stability.  Soaring  industrialization  and  higher  living  standards 
have  boosted  global  prices  for  everything  from  beef  to  shipping 
rates.  After  the  U.S.,  China  is  the  second-largest  consumer  of 
imported  petroleum.  In  2003,  its  production  of  crude  steel  was 
20  times  that  of  the  European  Union. 

Asia  has  embraced  a  Chinese-centric  development  model, 
observes  Stephen  Roach,  Morgan  Stanley's  chief  economist. 
The  Middle  Kingdom  has  become  the  hub  of  the  region's  low- 
cost  production.  It  is  now  an  indispensable  source  of  export 
growth  for  countries  from  Japan  to  Indonesia  and  promises  to 
be  an  even  more  important  commercial  partner  as  Asia 
embarks  on  a  series  of  free-trade  agreements.  Countries  in  the 
Far  East  hold  about  two-thirds  of  all  official  foreign-exchange 
reserves,  and  China  holds  more  of  them  than  any  country 
except  Japan. 

The  logic  of  a  much  larger  role  for  China  in  the  world 
economy— not  just  as  a  passive  participant  but  as  a  leader  in 
managing  it— is  compelling.  It  is  premature  to  talk  about  a 
U.S.-China  partnership— a  "Group  of  Two"— as  the  spine  of  a 
new  governing  arrangement,  but  it's  not  ridiculous  to  think 
something  like  that  may  eventually  be  necessary.  Goldman's 
Hu  calculates  that  the  U.S.  and  China  have  contributed  nearly 
two-thirds  of  world  economic  growth  over  the  past  four  years. 
The  U.S.  is  the  world's  largest  consumer  society,  and  over  the 
next  decade  China  is  destined  to  become  the  largest  producer 
of  goods.  The  U.S.  has  an  insatiable  appetite  for  foreign 


capital,  and  China  is  building  enormous  foreign-exchange 
reserves  that  can  help  finance  America's  needs.  Currency 
stability,  an  open  trading  system,  reasonable  oil  prices,  and 
management  of  the  massive  surplus  of  Asian  labor  are 
possible  only  if  Washington  and  Beijing  cooperate. 

It  is  time  to  change  the  arrangements  in  which  Canada  at 
Italy  are  in  the  Group  of  Seven  and  Russia  belongs  to  the 
Group  of  Eight— while  China  is  in  neither.  The  four  econom 
powers— the  U.S.,  the  EU,  Japan,  and  Canada— that  have 
appointed  themselves  the  guardians  of  global  trade  policy 
also  ought  to  invite  Beijing  to  join  them.  It's  not  right  that 
China's  voting  power  in  the  International  Monetary  Fund  is 
far  less  than  that  of  France  or  Italy,  nor  that  South  Korea  an< 

Mexico  are  in  the  Organization  f 
"D  p|  -J  i  -r»  p*  Economic  Cooperation  & 

J       O  Development  and  China  is  not. 

I  doubt  that  the  Bush 
Administration,  which  is  now 
preoccupied  with  getting 
reelected,  spends  much  time 
contemplating  these  issues; 
indeed,  when  it  comes  to  China, 
Washington  is  more  focused  on 
T3011CV  trade  protectionism.  Moreover, 

~^^^^!_  Beijing's  elite  still  think  of  their 

^^^^^^^  country  as  poor  and 

underdeveloped  and  are  unlikely 
to  welcome  more  responsibility  for  global  economic 
management.  But  unless  China's  economic  ascendance  is 
handled  with  more  political  forethought,  Beijing's  bursting 
onto  the  world  stage  could  raise  some  of  the  problems 
associated  with  the  disastrous  experiences  of  Germany  and 
Japan  when  they  challenged  the  status  quo  in  the  first  half  ol 
the  last  century.  Back  then,  the  economic  expansion  of  those 
countries  created  enormous  resentment  around  the  world, 
leading  to  protectionist  policies  everywhere— and  ultimately 
to  military  conflict.  Must  history  repeat  itself?  ■ 

Jeffrey  E.  Garten  is  dean  of  the  Yale  School  of  Management 
and  author  o/The  Politics  of  Fortune :  A  New  Agenda  for 
Business  Leaders  (jejfrey.garten@yale.edu) 


deserves  a 
bigger  say 
insetting 
global  trade 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


[Tie  Economy's  Big  Mo 
s  Beating  Expectations 

epleted  stockpiles  and  thriving  exports  are  powering  GDP  growth 


U.S.  ECONOMY 


After  growing  at  a  surprisingly  rapid  8.2%  annual 
ite  in  the  third  quarter,  a  pace  attributed  partly  to  the  boost  from  last 
ear's  tax  cut  and  some  other  one-shot  factors,  the  economy  was 
idely  expected  to  fall  back  to  reality  in  the  fourth  quarter.  In  mid- 
fovember,  economists  on  average  projected  fourth-quarter  growth 


3.8%.  Now,  though,  based  on  the  quarter's  available 
Dnthly  data,  it  looks  as  though  another  growth  surprise 
uld  be  in  the  cards  when  the  Commerce  Dept.  reports 
gross  domestic  product  on  Jan.  30.  Real  GDP  growth 
the  5%-to-6%  range  looks  increasingly  possible. 
As  it  turns  out,  inventory  building,  exports,  and 
nsumer  spending  appear  to  have  contributed  much 
are  to  the  quarter's  growth  than  previously  anticipated, 
en  as  housing  and  business  investment  in  new 
uipment  continues  to  zip  along  at  double-digit  paces, 
oreover,  the  economy  is  showing  that  it  has  the 
Dmentum  to  maintain  a  solid  pace  this  quarter. 
The  fourth  quarter's  better-than-expected  showing  is  a 
m  that  an  old-fashioned  upswing  in  the  business  cycle  is 
ally  under  way.  After  two  years  of  sputtering  growth  since 
2  recovery  began  in  November,  2001,  both  businesses  and 
nsumers  are  gaining  confidence  in  the  future.  Plus, 
/estors  are  taking  their  upbeat  attitudes  to  the  financial 
arkets.  In  turn,  stock  market  gains,  along  with  low  long- 
in  interest  rates  and  a  more  competitive  dollar  are  helping 
propel  demand  both  at  home  and  abroad. 

•W  FAITH  IN  THE  FUTURE  is  the  chief  reason 
isinesses  are  shouldering  more  of  the  load  in  moving 
e  economy  forward  (page  34).  Amid  surging  profits  and 
endlier  borrowing  conditions,  companies  are  boosting 
eir  capital  spending.  Investment  in  plant  and 
uipment  may  have  added  as  much  as  one  percentage 
tint  to  growth  in  the  fourth  quarter. 
In  addition,  many  businesses  last  quarter  suddenly 
scovered  that  their  inventory  levels  were  too  low  for  the 
ster  pace  of  demand,  so  they  began  to  restock 
irehouses.  In  November,  inventories  at  manufacturers, 
lolesalers,  and  retailers  increased  0.3%,  after  0.4% 
ivances  in  both  September  and  October  (chart). 
As  a  result,  inventory  restocking  added  sharply  to 
iirth-quarter  growth.  Monthly  inventory  numbers  are 
ailable  only  through  November,  but  the  data  suggest 
e  shift  from  liquidation  in  the  third  quarter  to  inventory 
cumulation  last  quarter,  by  itself,  contributed  more 
an  a  point  to  fourth- quarter  GDP  growth. 
That's  a  shift  from  earlier  in  2003,  when  inventory 
/els  lagged  far  behind  the  pace  of  sales.  In  the  first  three 


quarters  of  last  year,  inventories  of  goods,  adjusted  for 
inflation,  fell  at  an  annual  rate  of  0.3%,  but  sales  of  goods 
increased  at  a  9.2%  rate.  The  ratio  of  inventories  to  sales, 
a  measure  of  the  adequacy  of  current  stock  levels,  has 
fallen  sharply  since  April.  It's  still  at  levels  well  below  its 
long-run  trend,  suggesting  insufficient  stockpiles. 
Just  look  at  the  retail  sector.  Excluding  the  ups  and 

downs  in  cars  on  dealers' 


INVENTORY  BUILDING 
IS  ADDING  TO  GROWTH 


PERCENT  CHANGE  FROM  A  MONTH  AGO 
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Data:  Commerce  Dept..  Global  Insight  Inc. 


lots,  nonauto  store 
inventories  have  grown 
for  two  quarters  in  a  row, 
but  nonauto  retail  sales 
still  far  outpaced  the 
increases  in  stock  levels. 

The  efforts  among 
retailers  and  other 
businesses  to  restock 
shelves  are  a  key  reason 
industrial  activity  is 
picking  up  and  will 
continue  to  do  so. 
Although  industrial  production  in  December  rose  a  scant 
0.1%,  manufacturing  output  increased  0.3%.  For  the 
quarter,  factory  production  grew  at  an  annual  rate  of 
6.6%,  the  fastest  quarterly  pace  in  3V2  years.  That  pace 
will  most  likely  quicken  in  the  first  quarter,  given  the 
steep  upward  trend  in  new  orders  in  recent  months. 

A  PICKUP  IN  FOREIGN  DEMAND  also  fueled  faster- 
than-expected  economic  growth  last  quarter.  In  fact,  the 
combination  of  stronger  global  demand  and  the  declining 
dollar  appears  to  be  bearing  fruit  for  U.S.  exporters 
(chart,  page  26).  In  November,  foreign-bound  shipments 
posted  their  third  strong  gain  in  a  row.  And  since  August, 
exports  of  goods  and  services  have  grown  at  an  annual 
rate  of  40%,  twice  the  pace  of  imports.  That  has  caused 
the  November  trade  deficit  to  shrink  to  $38  billion,  the 
smallest  in  more  than  a  year.  The  gap  for  the  entire 
quarter  did  not  widen  as  much  as  expected,  resulting  in 
only  a  small  drag  on  the  quarter's  GDP  growth. 

The  latest  export  data  corroborate  recent  numbers 
from  the  nation's  purchasing  managers,  who  reported  in 
December  that  foreign  demand  was  the  strongest  in  14 
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years.  That  reading  suggests  continued  export  strength 
early  this  year.  Emerging  Asia  and  Canada  have  been  the 
regions  leading  the  pickup  in  export  demand. 

THE  CONTRIBUTIONS  TO  GROWTH  coming  from 
businesses  and  foreigners  join  those  made  by  the 
economy's  old  workhorse,  the  American  consumer.  A 
strong  quarter  for  vehicle  sales  and  a  decent  holiday 
shopping  season  means  real  consumer  purchases  grew 
by  about  3%  last  quarter.  Consumer  spending  that  solid 
adds  about  two  points  to  overall  real  GDP  growth. 

More  important,  the  supports  that  fueled  yearend 
household  demand  are  still  evident  this  quarter.  First,  the 
July,  2003,  tax  cut  means  bigger-than-normal  tax  refunds. 
By  one  estimate,  aftertax  income  in  the  first  half  will 
increase  some  $60  billion,  at  an  annual  rate.  Second,  job 
growth,  which  is  already  slowly  turning  up,  should 
accelerate  during  2004,  also  adding  to  incomes, 
i  a  Lastly,  households  should  soon  recover  all  of  the 

wealth  lost  after  the  stock  markets  collapsed.  According 
to  the  latest  data  from  the  Federal  Reserve,  household  net 
worth— total  assets  minus  liabilities— rose  to  $42.1 
trillion  in  the  third  quarter.  Gains  in  mutual  funds  and 
real  estate  values  offset  the  increases  in  mortgages  and 
credit- card  debt.  In  the  third  quarter,  household  wealth 
was  just  3.5%  shy  of  its  peak  hit  in  the  first  quarter  of 
2000.  And  given  the  continued  advances  in  stock  prices 
and  home  values  in  the  fourth  quarter,  wealth  should 
soon  equal  its  old  high  and  hit  a  record  in  2004. 
The  rising  stock  market  is  also  bolstering  consumer 


ISRAEL 


Tech  Gets  Growth  Going 


optimism.  The  University  of  Michigan's  index  of 
consumer  sentiment  jumped  to  103.2  in  mid-January, 
from  92.6  in  December.  When  consumers  are  upbeat 
about  the  economy,  they're  more  likely  to  keep  spendini 
v  Confident  consumers  are  also  willing  to  shell  out  big 
bucks  to  buy  a  new  home.  Residential  construction  ma> 

have  added  as  much  as 


SURGING  EXPORTS  GIVE 
BUSINESS  A  BOOST 


BILLIONS  OF  DOLLARS 


one  point  to  fourth- 
quarter  real  GDP  growtl 
Housing  starts  in 
December  hit  a  20-year 
high  of  2.08  million,  at 
an  annual  rate.  For  all  o 
2003,  starts  hit  a  25-yes 
peak  of  1.85  million.  Th 
National  Association  of 
Home  Builders  projects 
starts  will  decline  only  s 
bit  in  2004,  to  1.77 
million.  Extreme  winter 
weather  could  delay  some  projects  this  quarter,  but  with 
mortgage  rates  now  below  their  fourth-quarter  average 
and  expected  to  hold  around  6%,  there's  still  a  lot  of 
home  buying  interest  to  keep  builders  busy. 

Add  it  all  up,  and  fourth-quarter  growth  of  5%  to  6% 
looks  not  only  possible  but  likely.  Now  the  big  question 
this:  Will  first-quarter  real  GDP  beat  expectations  by 
growing  faster  than  the  consensus  forecast  of  4.4%? 
Given  the  economy's  momentum,  that  possibility  can't  t 
ruled  out.  ■ 


GOODS  AN  )  SERVICES 

:::::::::::::::::::j| 

................,«l. 

>*Ss*"^T- 

"-ttrr 

JAN. '02                              •  NOV. '03 
Data:  Commerce  Dept..  Global  Insight  Inc. 

THE  WORST  RECESSION  in  Israel's 
history  is  finally  over.  After  11 
quarters  of  declines  or  little  growth, 
real  gross  domestic  product  picked  up 
steam  in  the  second  half  of  2003.  And 
prospects  are  good  for  2004. 

The  main  factor  was  an  8%  rise  in 
exports  last  year,  the  first  significant 
increase  since  2000.  Greater  global 
demand,  especially  for  high-tech  gear, 
was  key  to  the  turnaround  because 
products  such  as 
software  and 
computer  chips 
account  for  nearly 
half  of  the  country's 
industrial  exports. 

In  the  second  half, 
shipments  to  Israel's 
largest  export  market, 
the  U.S.,  jumped  30% 
from  the  previous 
year.  Exports  to  Asia 
climbed  25%. 
Economists  are 


GROWTH  BEGINS 
TO  ACCELERATE 
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predicting  a  10%  increase  in  exports 
for  2004  based  on  stronger  growth  in 
Israel's  major  markets. 

The  venture-capital  industry, 
which  closely  mirrors  the  state  of  the 
high-tech  sector,  has  turned 
cautiously  optimistic.  Investments  in 
startup  companies  plummeted  from  a 
record  $3.2  billion  in  2000  to  only  $1 
billion  in  each  of  the  past  two  years. 
But  for  2004,  several  venture  firms 
are  planning  to  raise 
new  investment 
funds. 

The  slowdown  in 
tech  demand  was  just 
one  of  two  major 
problems  for  the 
Israeli  economy.  The 
other  was  the  more 
than  three  years  of 
violence  between 
Israelis  and 
Palestinians.  The 
main  impact  has  been 


'03 


on  tourism  and  construction  as  well 
as  on  private  consumption.  These 
sectors  are  just  now  starting  to  show 
some  improvement,  partly  because 
the  Bank  of  Israel  has  cut  interest 
rates  to  stimulate  the  economy. 

Despite  the  nascent  recovery, 
problems  remain.  The  federal  deficit 
hit  5%  of  GDP  last  year,  and  the 
government  has  been  forced  to  cut  it 
budget  for  two  years  in  a  row. 
Unemployment  is  a  hefty  10.8%.  Anc 
with  demand  so  weak,  prices  fell  by 
1.9%  last  year. 

Thanks  to  exports,  the  economy  is 
expected  to  grow  between  2.5%  and 
3%  this  year.  That  is  about  half  the 
rate  for  much  of  the  '90s.  But  there  L« 
little  chance  for  the  return  of  stronge 
growth  unless  the  security  situation 
shows  sustained  improvement.  That 
will  depend  on  a  return  by  the  Israeli 
and  the  Palestinians  to  the 
negotiating  table.  ■ 

-By  Neal  Sandler  injerusalei 
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Byron  Wien,  US  Senior  Investment  Strategist 


2004  through  the  looking  glass,  mk  \wr 

10  surprises  to  stretch 

your  thinking. 


/  believe  it  is  useful  to  start  the  year  reflecting  on  how  some  of  the 
key  investment  issues  might  he  resolved  in  ways  that  are  different 
from  expectations.  The  challenge  is  to  choose  whether  reality  will 
he  better  or  worse  than  the  consensus.  Here  are  my  picks  for  the 
Ten  Surprises  of  2004. 

1 .  The  prolonged  effort  to  find  Osama  bin  Laden  finally  pays  off". 
Intelligence  following  the  capture  shows  Al  Qaeda  in  a  state  of 
financial  distress  and  disorganization.  There  is  no  major  casualty- 
producing  terrorist  attack  in  the  US  in  2004. 

2.  In  spite  of  a  strong  economy,  the  Federal  Reserve  does  not  raise 
rates  during  the  year.  Although  commodity  prices  continue  to 
rise,  productivity  keeps  improving  and  inflation  stays  benign.  The 
10-year  US  Treasury  yield  remains  below  5%. 

3.  The  stock  market  remains  strong,  as  the  S&P  500  rises  18% 
to  1,300.  More  companies  recognize  stock  options  as  an  expense 
and  take  charges  to  fund  their  pension  liabilities,  but  S&P  500 
earnings  still  exceed  $64.  Global  investors  are  again  reminded  of 
America's  unique  resilience. 
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4.  Questionable  practices  in  the  mutual  fund  industry  drop  out  of 
the  news.  Fund  families  impose  tougher  compliance  restrictions, 
and  trustees  increase  their  surveillance  of  fund  performance  and 
procedures.  Investors  buy  fund  management  company  shares 
with  enthusiasm. 

5.  The  Stability  and  Growth  Pact  proves  too  much  for  Germany 
and  France,  which  argue  that  even  more  flexibility  is  necessary. 
Critics  wonder  whether  the  EU  is  unraveling.  Because  of  this  and 
somewhat  higher  interest  rates  in  the  US,  euro/dollar  weakens  to 
1.05.  Total  returns  to  European  investors  in  US  stock  and  bond 
markets  are  dramatic. 

6.  Pharmaceuticals  and  other  large-cap,  higher-quality  companies 
begin  to  outperform.  Both  presidential  candidates  proclaim  the 


importance  of  new  drug  innovation  in  holding  down  healthcare 
costs  and  argue  that  companies  should  be  rewarded  for  costly 
research.  High-quality  multinationals  also  regain  investor  favor. 

7.  Political  conditions  in  Saudi  Arabia  deteriorate,  endangering  the 
monarchy.  Radical  Islamists  increase  their  popular  support,  and 
crude  production  is  reduced.  The  price  of  oil  moves  above  $40  and 
energy  stocks  outperform. 

8.  In  spite  of  favorable  financial  markets,  more  investors  begin  to 
question  the  soundness  of  stocks,  bonds,  and  currency.  Silver 
becomes  the  precious  metal  of  choice.  While  gold  ascends  to  $500 
an  ounce,  silver  goes  to  $8.00. 


9.  Japanese  economic  momentum  gains  steam.  An  emboldened 
Koizumi  becomes  more  aggressive  on  banking  reform  and  easing 
cross-border  M&A  restrictions.  Deflationary  forces  diminish  and 
capital  spending  and  profits  improve.  The  Nikkei  225  rises  to  13,000. 

10.  The  Republicans  provide  some  fireworks  just  before  the  Fourth 
of  July.  Dick  Cheney  announces  he  will  not  run  for  reelection,  and 
Senate  majority  leader  Bill  Frist  replaces  him.  In  reaction  to  Bush's 
decision  to  reduce  troops  in  Iraq  during  the  summer,  Defense 
Secretary  Donald  Rumsfeld  and  deputy  Paul  Wolfowitz  resign, 
saying  their  work  is  essentially  done. 
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ELECTION  2004 


THE  OEMS' 

NEW  CHANT: 

ELECTABILIT 


In  Iowa,  Kerry  and  Edwards  may 
have  proved  the  importance  of 
kitchen-table  economics 


AS  THE  RACE  FOR  THE 
Democratic  nomination 
moves  from  Iowa's  cau- 
cuses to  New  Hamp- 
shire's Jan.  27  primary, 
Democrats  find  them- 
selves with  a  five-way 
horse  race  and  a  fickle,  shifting  electorate. 
By  roaring  to  a  one-two  finish  in  Iowa, 
Senators  John  Kerry  of  Massachusetts 
and  John  Edwards  of  North  Carolina  have 
done  more  than  humble  the  high-flying 
candidacy  of  Howard  Dean.  The  Come- 
back Kids  also  have  led  strategists  to  con- 
clude that  liberal  activists'  desire  for  an 
ideological  campaign,  one-note  bashing 
of  the  Iraq  war,  and  dreams  of  mobilizing 
a  silent  majority  of  Netheads  may  not 
clinch  the  nomination. 

If  the  trend  holds,  Dean's  rallying  cry  of 
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"Power  to  the  People"  may  be  muted  as 
pragmatic  voters  flock  to  any  contender 
they  deem  capable  of  defeating  George  W. 
Bush.  The  new  chant:  "Electability,  elec- 
tability,  electability." 

"A  SPASM  OF  SANITY" 

THE  PARTY'S  FRESH  FOCUS  on  a  broader 
message  and  attractive,  well-coifed  mes- 
sengers maybe  a  passing  fancy,  of  course. 
That's  because  Dean— the  retooled,  less 
fervent  model— will  fight  hard  to  protect 
his  endangered  New  Hampshire  lead.  But 
for  now,  mainstream  Dems  consider  a  re- 
treat from  the  fringes  a  blessing.  It's  "a 
spasm  of  sanity,"  says  a  former  official  in 
the  Clinton  White  House.  "Democrats  want 
somebody  who  can  seize  the  mande  of  na- 
tional security  stewardship  from  Bush. 
Without  that,  we  can't  win  in  November." 


Of  course,  Iowa's  battle  for  45  delegate 
does  not  a  campaign  make.  But  just  tr 
same,  the  contours  of  the  race  are  startir 
to  come  into  focus.  For  starters,  an  econc 
my  that  boosts  corporate  profits  but  is  slo 
to  generate  new  jobs  has  become  the  to 
issue,  eclipsing  the  war.  Kerry  and  Ec 
wards  are  hitting  hard  on  kitchen-tab 
economic  issues— and  scoring.  That's  or 
reason  why  Bush,  in  his  Jan.  20  State  of  tb 
Union  address,  moved  to  shore  up  h 
flanks.  He  promised  to  expand  health  ir 
surance  for  the  jobless  and  sought  billion 
in  new  education  funds.  His  first  stop  aftt 
the  speech  was  Ohio,  a  swing  state  whei 
the  economy  lags  and  where  Bush  talke 
up  his  plans  to  spur  job  growth  by  makin 
tax  cuts  permanent,  improving  worke 
training,  and  curbing  liability  costs. 

More  significantly,  Democrats  seem 
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be  responding  best  to  the  lunchpail  issues 
raised  by  Kerry  and  Edwards— largely  in 
the  form  of  promises  to  improve  health 
care  and  education  while  shifting  govern- 
ment priorities  toward  the  middle  class 
and  away  from  the  rich.  The  result:  an 
updated  version  of  Bill  Clinton's  1992  bid 
to  ease  the  "middle-class  squeeze." 

BUSINESS-BASHING 

CLINTON  WAS  CONTENT  to  criticize 
Wall  Street  excesses  of  the  go-go  '80s  but 
refrained  from  a  general  assault  on  Cor- 
porate America.  New-generation  Dems 
are  bolder.  With  fallout  continuing  from 
an  explosion  of  corporate  misdeeds,  they 
are  ripping  into  Big  Business.  No  matter 
who  wins  the  nomination,  corporate  con- 
duct will  be  a  top  theme  of  the  election. 
And  it  may  resonate.  A  Jan.  12-15  Gallup 
Poll  found  61%  of  Americans  dissatisfied 
with  the  size  and  power  of  corporations,  a 
13%  jump  since  Bush  took  office. 

Kerry— who  began  as  the  Establish- 
ment fave— now  attacks  excess  in  execu- 
tive suites  like  a  riled-up  Deaniac.  "I'm 
running  to  free  our  government  from  the 
grip  of  lobbyists,  the  drug  industry,  Big  Oil, 
and  the  HMOs,"  he  thundered  in  New 
Hampshire  on  Jan.  20.  He  vows  to  "re- 
move every  single  incentive  that  rewards 
any  Benedict  Arnold  CEO  or  corporation 
for  exporting  American  jobs  overseas." 


Edwards  echoes  these 
themes  and  talks  up  a  plan 
to  break  the  grip  of  special 
interests  by  toughening  lob- 
bying rules.  He  would  es-s 
tablish  a  commission  to 
slash  corporate  subsidies 
and  promises  to  use  tax  and 
disclosure  laws  to  "rein  in 
outrageous  CEO  pay."  In 
Waterloo,  Iowa,  on  Jan.  17, 
Edwards  launched  into  an 
impassioned  critique  of  the 
GOP'S  cozy  relationship 
with  business  elites.  "Fve 
fought  against  big  drug 
companies,  big  insurance 
companies,  big  Corporate 
America,"  the  former  trial 
lawyer  said.  "Fm  proud  of 
what  I  did." 

Will  business-bashing 
score?  "It  doesn't  take  a 
genius  to  see  that  in  a  primary,  class 
warfare  works,"  says  Democratic  strate- 
gist Dane  Strother.  Long-term,  if  s  dicier. 
Says  Georgetown  University  historian 
Michael  Kazin:  "It's  a  way  to  rally  the 
faithful,  but  it  doesn't  always  work  in  the 
general  election."  That's  why  Dean's  ri- 
vals are  developing  a  smiley-faced  version 
of  his  message.  In  reality,  policy  differences 
among  the  candidates  are  blurring.  That 
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has  liberated  Kerry,  Edwards,  and  d 
fourth  big  player  in  the  race,  retired  Gei  E 
eral  Wesley  K.  Clark,  letting  them  send  I  j 
energizing  message  to  primary  vote  [= 
without  sounding  as  divisive  as  Dean. 

At  the  moment,  the  main  beneficiary 
anti-Dean  sentiment  is  Kerry.  With  h 
campaign  transformed  by  old  hands  froi 
Senator  Ted  Kennedy's  political  team,  ti 
Boston  patrician  sounds  like  a  workini 


Five-Way  Shootout 

The  Democratic  contenders'  challenges  as  the  race  moves  to  New  Hampshire  and  beyond 


JOHN  KERRY 

The  Massachusetts  senator  must  capitalize  on  his 
big  Iowa  win  by  convincing  voters  that  a  plodding 
Washington  fixture  with  a  golden  resume  is  the 
best  bet  for  defeating  George  W.  Bush.  Kerry  lags 
far  behind  rival  Howard  Dean  in  fund-raising, 
however,  and  has  virtually  no  organization  in  key 
states  beyond  New  Hampshire. 


HOWARD  DEAN 

The  toppled  front-runner  needs  to  show  that  he 
can  avoid  self-inflicted  wounds  and  regain  his 
populist  magic.  That  means  winning  New 
Hampshire  and  expanding  his  base  instead  of 
relying  on  a  small  core  of  Netheads  and  activists 
But  rivals  have  stolen  his  liberal  agenda,  and 
Dean's  performance  under  fire  is  in  question. 
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JOHN  EDWARDS 

Coming  in  second  in  Iowa  makes  the  Noit 
Carolina  senator  the  wild  card.  By  styling 
himself  as  an  optimistic  champion  of  the  r 
class,  Edwards  scored  with  Gen-Xers,  won 
and  Baby  Boomers.  But  he  is  underfundec 
lacks  troops.  He  must  win  in  the  South  an< 
West  on  Feb.  3  to  remain  a  contender. 


ass  hero.  Unlike  Dean,  he  would  keep 
lany  middle-class  tax  cuts.  He  also  prom- 
es  to  expand  health  care  for  the  unin- 
ired.  The  tax  cuts  that  are  rolled  back 
ould  pay  for  education  aid  and  a  sweet- 
led  Medicare  drug  plan.  Kerry's  trump 
ird  is  his  background  as  a  Vietnam  vet 
id  member  of  the  Senate  Foreign  Rela- 
ans  Committee.  That  appeals  to  voters 
ho  worry  about  going  up  against  a 
artime  President. 

Kerry  has  a  ways  to  go  to  turn  his  Iowa 
nbush  into  a  national  campaign.  He  lags 
ean  and  Clark  in  fund-raising,  although 
itrick  Griffin,  legislative  director  in  the 


LEY  CLARK 

ing  Iowa  enabled  the  former  general  to 
i  the  polls  for  New  Hampshire,  where  he 
or  a  one-on-one  with  Dean.  He  now  faces 
ipated  challenges  from  Kerry  on  foreign 
redentials  and  from  Edwards  on  working- 
)peal.  He  needs  a  top-tier  New  Hampshire 
nd  a  Feb.  3  breakthrough. 


SWING  STATE:  Following  his 
State  of  the  Union  speech, 
Bush  pushed  a  domestic 
agenda  in  Ohio 

Clinton  White  House,  says 
"the  money  will  come  if 
Kerry  scores  in  New  Hamp- 
shire." But  Kerry  also  lacks 
the  footsoldiers  who  could 
keep  Dean  and  Clark  going 
after  a  setback  As  the  race 
moves  South  and  West,  vot- 
ers may  worry  that  Bush 
would  beat  a  Northeast  lib- 
eral. Kerry  must  finish  at 
least  second  in  New  Hamp- 
shire to  keep  momentum. 

Kerry  dreams  of  a  quick 
kill  in  New  Hampshire.  But 
Clark  would  fare  better  if  the 
race  becomes  a  long  march. 
The  former  NATO  Com- 
mander's plan  for  a  Jan.  27  showdown 
with  Dean  has  been  scrambled  by  Iowa.  In 
the  Granite  State,  Kerry  will  cut  into 
Clarks  support  from  veterans  and  older 
voters  focused  on  national  security,  so  the 
general  from  Arkansas  needs  to  finish  in 
the  top  two  to  build  steam  for  the  South. 
Then  he  must  dispatch  Edwards  in  Dixie, 
before  confronting  the  winner  of  the  Ker- 
ry-Dean scrum. 

LONGING  FOR  A  FRESH  FACE 

ON  THE  ISSUES  FRONT,  Clark  is  trying  to 
be  Clintonesque.  His  middle-class  tax  cut 
would  give  a  break  averaging  nearly 


The  2004  Vice-Presidential  nominee  skipped 
Iowa  and  lags  far  behind  the  front-runners  in  New 
Hampshire.  He  is  counting  on  his  hawkish  foreign 
policy  and  centrist  domestic  views  to  distinguish 
himself  from  the  liberal  pack.  He  needs  to  soar 
into  the  top  tier  in  New  Hampshire  to  stay  alive  for 
the  Southern  contests  to  come.  Not  likely. 


$1,500  to  families  of  four  earning  less 
than  $100,000.  Many  bottom-tier  taxpay- 
ers would  be  dropped  from  the  rolls.  And 
like  Clinton,  Clark  is  leery  of  abandoning 
free-trade  pacts. 

Even  closer  to  the  Clinton-New  Demo- 
cratic tradition  is  Senator  Joseph  I. 
Lieberman  (D-Conn.),  although  that  link 
hasn't  paid  off  so  far.  Lieberman's 
probusiness  tilt  and  hawkish  foreign  pol- 
icy distinguish  him  from  the  pack.  But  he 
badly  trails  the  front-runners.  A  poor  New 
Hampshire  showing  could  spell  doom. 

Edwards  is  about  as  far  as  you  can  get 
from  Lieberman's  sober  style.  The  sunny 
senator's  second-place  makes  him  the 
wild  card  in  the  race.  Edwards  appeals  to 
voters  who  long  for  a  fresh  face  and  an 
upbeat  campaign.  He's  under  no  pressure 
to  sizzle  in  New  Hampshire  but  needs  to 
best  Clark  in  the  South. 

One  of  Edwards'  big  advantages  is  a 
detailed  set  of  policies  aimed  at  helping 
the  middle  class.  He  would  expand  tax 
breaks  for  workers.  He  wants  tax  credits 
for  first-time  home  buyers,  college  educa- 
tion, and  workers  just  above  the  poverty 
fine.  He  even  urges  a  special  capital-gains 
tax  rate  for  moderate-income  Americans. 
Edwards  says  this  tax-code  engineering 
will  end  the  "two  Americas,"  a  rich-poor 
divide.  "He  reminds  me  of  John 
Kennedy,"  enthuses  Joyce  Cummings,  a 
retiree  in  Holland,  Iowa.  "He  knows  the 
problems  of  ordinary  citizens." 

That  leaves  Dean,  who  is  retooling  his 
campaign.  The  red-faced  rebel  is  to  be  re- 
placed by  a  genial,  small-town  doc  who 
heals  skinned  knees,  mends  sickly  budg- 
ets, and  provides  health  care  for  state  res- 
idents. "You're  going  to  see  a  marked 
tonal  shift,  not  a  change  in  message," 
says  Steve  Grossman,  Dean's  national 
chairman.  The  former  governor  will 
stress  his  Vermont  accomplishments, 
painting  himself  as  a  true  reformer.  It  will 
be  tricky  for  Dean  to  modulate  his  pitch 
without  losing  his  core  supporters.  "Can 
Dean  hold  his  base?"  wonders  Dick  Ben- 
nett, an  independent  New  Hampshire 
pollster,  "or  do  the  wheels  fall  off?" 

Given  the  intensity  of  Dean's  support,  a 
revival  is  possible.  And  win  or  lose,  the 
plain-spoken  Vermonter  can  take  some 
comfort  from  the  fact  that  his  attacks  on 
weak-kneed  Washington  Democrats 
moved  his  rivals  toward  his  agenda. 
What  remains  unknown  is  whether  the 
brushfire  that  Dean  ignited  will  help  his 
candidacy— or  merely  light  the  torch  that 
another  Democrat  will  carry  next  fall.  ■ 
-By  Lee  Walczak  in  Washington, 

Richard  S.  Dunham  in  Des  Moines,  and 
Alexandra  Starr  in  Manchester,  N.H. 
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ELECTION  2004 


A  VOTE  OF  CONFIDENCE 
FOR  VOTE COUNTS 

Networks  say  the  fabled  screwups  of 
2000  are  a  thing  of  the  past  Hmm . . . 


ON  ELECTION  NIGHT 
2000,  CBS  anchor  Dan 
Rather  promised  view- 
ers: "If  we  say  some- 
body has  carried  a  state, 
you  can  pretty  much 
take  it  to  the  bank." 
Right.  In  one  of  the  worst  nights  in  TV 
news  history,  CBS— and  all  the  other  net- 
works—handed Florida  to  Al  Gore,  then 
to  George  W.  Bush,  before  realizing  at  4 
a.m.  that  the  race  deciding  the  Presidency 
was  too  close  to  call.  Nor  did  the  networks 
redeem  themselves  in  2002,  when  a  new 
computer  system  failed  on  election  night. 
Will  they  get  it  right  this  time?  A  con- 
sortium of  CBS,  ABC,  NBC,  CNN,  Fox,  and 
the  Associated  Press  is  scrambling  to 
make  sure.  They've  disbanded  Voter 
News  Service,  which  conducted  exit  polls 
and  counted  votes  in  the  last  Presidential 
election.  A  new  team  of  veteran  pollsters 
will  do  exit  polling,  while  the  AP  will  tab- 
ulate votes.  But  they  have  skipped  some 
costly  proposed  reforms,  kept  spending 
flat,  and  made  the  AP,  until  now  just  a 
backup,  the  sole  source  on  vote  counting. 
So  there's  no  guarantee  this  election  will 
pass  without  some  red  faces  on  TV. 

WITHOUT  A  NET 

THE  SYSTEM  DID  pass  its  first  test  of 
2004,  correctly  identifying  John  F.  Kerry 
as  the  most  popular  Democrat  among 
caucus-goers  in  Iowa  on  caucus  night.  It 
also  revealed  a  key  reason  for  Howard 
Dean's  poor  performance:  Although 
more  than  70%  agreed  with  his  opposi- 
tion to  the  war  in  Iraq,  only  around  14% 
said  it  was  the  main  issue  in  their  vote. 

Trouble  is,  the  networks  have  no  safety 
net.  To  save  money,  they  long  ago  aban- 
doned independent  efforts  to  gather  data 
to  predict  election  outcomes.  They  all  look 
at  the  same  exit  polls  and  vote  returns— 
so  if  those  numbers  are  wrong,  they  all 


risk  jumping  to  the  same  erroneous  con- 
clusions. "Anybody  watching  gets  the  im- 
pression that  the/re  relying  on  separate 
information,  but  they  aren't,"  says  one 
longtime  vote  counter. 

The  networks  say  they  will  compensate 
for  the  lack  of  diverse  sources  by  making 
sure  their  sources  are  highly  reliable.  Exit 
polls  this  year  will  be  run  by  two  veterans : 
Warren  J.  Mitofsky,  a  leading  pollster  who 
helped  invent  exit  polling  while  at  CBS  in 
1967  and  who  now  runs  a  New  York  firm 


« • 

that  bears  his  name;  and  Joseph  W.  Len  •/ 
ki  III,  co-founder  and  executive  vice-prt  ,'.' 
ident  of  25-employee  Edison  Media  R  (', 
search  in  Somerville,  N.J.,  who  has  near  fc'i 
two  decades'  experience  with  exit  polls  V; 

"FAULTY  DATA" 

THE  RECORDS  of  Mitofsky  and  Lens 
aren't  spotless:  They,  too,  made  bad  caJ 
in  Florida.  But  Lenski  blames  those  m 
takes  on  "faulty  data"  from  county  ele 
tions  officials  and  says  they  have  ne 
procedures  for  spotting  bad  informatio 
They  also  plan  to  increase  phone  surve; 
to  catch  the  growing  number  of  peop 
who  vote  early,  either  in  person  or  by  al 
sentee  ballot— and  are  missed  by 
pollsters.  But  they  wo 
double    the    number    j 
precincts  covered  by  ex  \ 
pollsters,  as  suggested  t  ', 
consultant  Research  Tr  '■ 
angle  Institute,  hired  b 
the  networks  after  200* 
Mitofsky   argues   that 
small  sample  of  precinct  i'i 
was  not  one  of  the  prol  », 
lems  in  2000.  "We're  n< 
short  of  money  to  do  th 
job  right,"  he  insists. 

Once  the  polls  close,  th 
focus  shifts  from  exit  pol 
to  counting  votes.  To  gt 
returns  as  early  as  poss 
ble,  Voter  News  Servie  i 
hired  stringers  to  call  in  n  ,', 
suits  from  about  30,00  J 
precincts  nationwide.  Th  L1 
AP's   independent   coun 
ran   a   few  minutes  b 
hind— because,  in  most 
the  country,  it  gathered  r 
suits  only  after  they  wer 
reported    to    the    count 
seats.  But  it  provided 
valuable  backup,  especial! 
in  2002,  when  the  Vote 
News   computer   tanked 
With  Voter  News  gone,  th 
networks  will  rely  solely  oi 
the  AP  for  vote  counts  P 
aside     from    hit-or-mis. ' 
government  Web  sites.  Tom  Jory,  the  AP' 
director  of  election  tabulations,  says  th«  i 
news  agency  is  counting  on  redundan ,' 
computer  systems  and  experienced  polit ' 
ical  editors  to  get  vote  counts  right.  j 

Will  this  all  be  enough  to  keep  the  T\  i 
networks  from  another  disaster?  Proba 
bly.  Linda  Mason,  vice-president  for  pub 
he  affairs  at  CBS  News,  says:  Tm  no 
worried  at  all."  Then  again,  neither  was 
Dan  Rather.  ■ 

-By  Peter  Coy  in  New  Yor\ 
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"Deploying  our  ERP  application 
on  our  tight  deadline  would 
have  been  impossible.  With 
Citrix,  we  not  only  made  our 
deadline,  we  also  drastically 
reduced  our  deployment  costs." 


Curtis  Robb,  CIO 
Delta  Air  Lines,  Inc. 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

In  the  airline  business,  being  on  time  is  everything. 
And  for  Delta  Air  Lines,  their  ERP  deployment  was 
no  exception.  But  with  12,400  individual  desktops 
to  manage,  they  needed  a  faster  route  to  meet  their 
deadline.  So  they  turned  to  Citrix  for  a  simplified 
and  more  cost-effective  solution.  Not  surprising, 
considering  that  99%  of  the  Fortune  500  use  Citrix® 
software  to  deploy  applications  centrally  for  secure, 
easy,  and  instant  access  to  business-critical  information 
-  anywhere,  anytime,  from  any  device.  We  call  it  the 
on-demand  enterprise.  And  it's  helping  more  than 
120,000  of  our  customers  save  money  and  reduce 
IT  complexity.  To  learn  what  Citrix  can  do  for  your 
business,  call  888-820-7918  or  visit  www.citrix.com. 


CITRIX 
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Analysis  &  Commentar 


COMMENTARY 


BY  RICH  MILLER 


Business  Burns  Rubber 

Finally,  execs  are  ramping  up  capital  spending  and  M&A  deals.  Will  jobs  be  next] 


ANIMAL  SPIRITS.  THAT'S  THE 
colorful  phrase  coined  by  John 
Maynard  Keynes  nearly  70 
years  ago  to  describe  an  essen- 
tial ingredient  of  a  robust  econ- 
omy: the  willingness  of  business  leaders  to 
take  risks.  And  if  s  what's  largely  been 
missing  for  the  past  couple  of  years. 
Stunned  by  the  bursting  of  the  '90s  bubble, 
the  ensuing  recession,  a  slew  of  corporate 

scandals  and,  finally,  the  Iraq  war,  execs  hunkered  down  and 
concentrated  on  cutting  costs  and  conserving  cash  rather  than 
building  their  businesses. 

Now,  at  long  last,  their  spirits  are  reviving.  Surging  profits 
and  a  soaring  stock  market  have  finally  convinced  many  cor- 
porate leaders  that  the  recovery  is  here  to  stay.  Increasingly, 
worries  about  spending  too  much  and  getting  ahead  of  de- 
mand are  giving  way  to  fears  that  if  they  don't  act  now,  they 
risk  missing  out  on  the  upswing.  The  shift  has  left  execs 
across  Corporate  America  scrambling  to  rebuild  depleted  in- 
ventories, upgrade  outmoded  factories,  and  even,  in  some  cas- 
es, add  capacity.  Mergers  and  acquisitions  are  also  taking  off, 
as  many  position  their  firms  for  expansion.  Even  the  long- 
stalled  venture-capital  market  is  reviving,  as  investors'  ap- 
petite for  risk  returns. 

The  optimism  is  reaching  the  industries  that  plunged  deep- 
est into  despair,  such  as  battered  manufacturing  and  overbuilt 
telecoms.  Cingular  Wireless  has  made  a  $30  billion  preliminary 
offer  for  AT&T  Wireless,  and  rival  bids  are  possible,  a  sign  that 
the  industry's  long-awaited  consolidation  appears  to  be  getting 
under  way  (page  40).  And  on  Jan.  8,  Verizon  Wireless  an- 
nounced a  $1  billion  upgrade  to  its  network  that  will  allow  it  to 
deliver  wireless  data  at  near-broadband  speeds. 

In  response  to  the  newfound  buoyancy,  economists  are 
marking  up  their  forecasts.  An  increasing  number  expects  the 
Commerce  Dept.  to  report  on  Jan.  30  that  the  economy  grew  at 
an  annual  rate  of  5%  or  more  in  the  fourth  quarter,  bolstered  by 


Plenty  of 
Reasons  for 

Optimism... 


33.6% 

ANNUALIZED 

INCREASE  IN  HIGH-TECH 

PRODUCTION  IN  THE 

FOURTH  QUARTER 


higher  investment  and  inventory  restocking  by  businesse 
Some  think  the  torrid  pace  can  be  maintained  through  200 
That  would  be  good  news  for  President  Bush,  heading  into  tl 
November  election.  One  worry,  though,  for  both  Bush  and  tl 
economy:  the  lack  so  far  of  substantial  job  growth.  If  it  contii 
ues,  consumer  spending  could  eventually  be  undermined. 

Rosier  Outlook 

STILL,  THERE'S  LITTLE  DOUBT  that  business  investment 
rumbling  back  to  life.  This  is  "the  year  when  the  IT  industi 
will  begin  its  next  growth  cycle,"  IBM  Chief  Financial  Offio 
John  R.  Joyce  told  analysts  on  Jan.  15,  after  the  company  at 
nounced  that  net  income  from  continuing  operations  increas 
17%  in  the  fourth  quarter.  Even  in  telecom,  capital  spending 
2004  is  expected  to  rise  5%,  to  $58  billion,  according  to  telecoi 
equipment  analyst  Steven  D.  Levy  of  Lehman  Brothers  In 
That's  the  first  increase  since  2000. 

What's  more,  the  nature  of  the  spending  is  changing  as  CEC 
grow  more  confident  about  the  outlook  Much  of  the  initial  ii 
vestment  last  year  was  concentrated  on  replacing  outmode 
computers  and  other  high-tech  equipment  as  executives  rt 
mained  wary  about  the  economic  outlook  But  now,  armed  wit. 
new,  expanded  capital  budgets  for  2004,  corporate  chieftain  ft 
are  looking  increasingly  to  upgrade  plants  and  expand  capaci  ^ 
ty  to  take  advantage  of  the  unfolding  economic  upturn.  That"  ( 
certainly  the  case  at  3M  Co.,  which  is  hiking  its  capital  spend 
ing  by  a  third  this  year,  to  nearly  $900  million.  Most  of  tha 
money  is  going  into  new  factories  and  increased  output  of  hot 
selling  goods,  including  $100  million  alone  on  ultrathin  plasti  l 
films  used  in  liquid  crystal  displays  in  everything  from  televi  * 
sions  to  cellular  phones. 

After  years  of  holding  down  capital  spending  to  conserv 
cash,  old-line  manufacturing  companies  are  starting  to  realiz- 
that  they  need  to  improve  their  operations  if  they  want  to  sta; 
competitive  with  their  overseas  rivals,  says  Dinesh  Paliwal 
President  of  ABB  Inc,  the  U.S.  subsidiary  of  the  European  engi 
neering  firm  of  the  same  name.  "The  mood  changed  in  th< 
fourth  quarter.  We  started  to  feel  a  beat,"  says  Paliwal,  whosi 
company  makes  and  services  big  automation  and  robotics  sys 
terns  used  in  a  lot  of  basic  manufacturing. 


$90.6 

BILLION 

TOTAL  U.S.  EXPORTS 

IN  NOVEMBER 

HIGHEST  IN  THREE  YEARS 


$212.1 


BILLION  U.S. 
M&A  IN  THE 
FOURTH  QUARTE 
HIGHEST  IN  OVER  TWO 
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NEW  SERVER  telecommunications,  all  sectors  in 
Companies  need  of  consolidation.  J.P.  Mor- 
are  upgrading  gan's  move,  in  part  a  reaction  to 
gear  to  cope  BofA's  earlier  deal,  is  likely  to 
wrthbusmess  spark  a  further  wave  of  bank  merg- 
ers. And  however  the  likely  bidding 
war  for  AT&T  Wireless  ends  up,  it  too  is  likely  to  spur 
more  deals. 

Even  Time  Warner  Inc.,  locked  in  crisis  mode 
ever  since  the  disastrous  deal  with  America  Online 
Inc.  closed  in  2001,  may  be  back  in  the  hunt.  CEO 
Richard  D.  Parsons  has  suggested  that  the  compa- 
ny might  again  be  looking  for  acquisitions,  now 
that  the  media  giant  is  well  ahead  of  its  plan  to  re- 
duce debt  by  $10  billion  by  the  end  of  2004.  "You 
are  definitely  going  to  see  an  urge  to  merge,"  Par- 
sons told  BusinessWeek  Online  in  late  December. 
He  hinted  that  one  sector  of  interest  to  Time  Warn- 
er is  cable.  One  possible  target:  Cablevision  Systems 
Corp.  in  Bethpage,  N.Y.,  with  its  3  million 
subscribers. 


Tech  execs,  too,  report  that  their  tightfisted  customers  more 
id  more  are  venturing  out  of  maintenance  mode  to  invest  in  a 
;lect  few  information-technology  projects.  According  to  a  Jan. 
Citigroup  Smith  Barney  report,  33%  of  IT  spending  in  the 
ext  12  months  will  go  to  new  rather  than  existing  projects, 
hat's  up  from  23%  in  a  similar  study  in  September. 
The  upturn  in  corporate  confidence  also  is  showing  up  in  the 
[&A  market.  U.S.  companies  announced  deals  worth  $212  bil- 
on  in  the  fourth  quarter,  more  than  double  a  year  earlier,  ac- 
jrding  to  Thomson  Financial.  In  sheer  numbers,  the  fourth 
aarter's  1,996  deals  constituted  the  biggest  tally  since  spring 
f  2001.  Investors,  too,  are  clearly  warming  to  the  trend.  J.P. 
[organ  Chase's  $59  billion  takeover  of  Bank  One  was  far  bet- 
:r  received  by  Wall  Street  than  Bank  of  America  Corp.'s.  $49 
illion  deal  for  FleetBoston  Financial  Corp.  in  October.  "We're 
;eing  a  return  to  confidence  among  CEOs,"  says  Raymond  J. 
IcGuire,  co-head  of  global  mergers  and  acquisitions  for  Mor- 
an  Stanley.  "They  have  gone  through  prolonged  cost-cutting 
rid  restructuring.  Now  they  are  beginning  to  think  carefully 
about  strategic  deals." 

Moreover,  thanks  to  the  surging 
stock  market  and  booming  profits, 
companies  have  the  fat  wallets  they 
need  for  a  shopping  spree.  Experts 
say  the  industries  most  ripe  for  fu- 
ture deals  are  finance,  health  care, 
pharmaceuticals,  and  media  and 


66.2 

INDEX  OF 
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Job  Jitters 

TO  BE  SURE,  THE  GROWING  corporate  confidence 
has  so  far  not  translated  into  a  spurt  of  hiring.  That's 
a  concern.  If  companies  don't  start  to  take  on  more 
workers  and  if  the  unemployment  level  stays  high, 
there's  a  risk  U.S.  consumer  spending  could  flag.  If 
this  occurs,  the  bump  in  business  enthusiasm  could 
prove  short-lived. 

Fortunately,  though,  there  are  signs  many  com- 
panies are  getting  ready  to  expand  payrolls.  Manu- 
facturing, which  has  been  hemorrhaging  jobs  since 
2001,  is  showing  signs  of  revival,  the  Institute  of 
Supply  Management  reported  on  Jan.  2.  "The 
mood  shift  is  definitely  there,"  says 
Tf*ir|h^  HfYn't        Norbert  J.  Ore,  the  Georgia-Pacific 
1 JVL  Corp.  procurement  chief  who  over- 

sees the  institute's  business  survey. 
"People  sense  that  the  turn-around 
is  happening."  More  broadly,  the 
National  Association  for  Business 
Economics  said  on  Jan.  20  that 
more  than  a  third  of  the  companies 
it  surveyed  expect  to  boost  payrolls 
in  the  next  six  months.  "Job 
growth  is  right  around  the  corner," 
agrees  Paul  J.  Sarvadi,  CEO  of  Ad- 
ministaff  Inc.,  a  Houston  human 
resources  and  staffing  firm.  "Companies  can  only  go  so  long 
with  their  business  picking  up  before  they  have  to  hire." 

The  2001  recession  was  out  of  the  ordinary:  Business  led 
the  downturn,  while  consumers  kept  the  economy  from 
plunging  into  the  depths.  And  it  has  taken  Corporate  Ameri- 
ca an  unusually  long  time  to  shake  off  its  caution  and  see  the 
prospects  for  recovery.  But  once  the  spirits  are  aroused,  his- 
tory shows,  growth  tends  to  beget  more  growth  in  a  virtuous 
cycle.  With  profits  soaring,  capital  spending  booming,  and 
M&A  taking  off,  the  U.S.  economy  seems  poised  for  expansion 
for  some  time.  ■ 

-  With  David  Henry  and  Steve  Rosenbush  in 

New  York,  Michael  Arndt  in  Chicago,  Ben  Elgin 

in  San  Mateo,  Calif.,  and  bureau  reports 


don't 
revive  soon, 
there's  a  risk 
consumer 
spending 
may  flag 
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ADVERTISING 


CAN  MAD  AVE.  MAKE 
ZAP-PROOF  ADS? 

If  s  blurring  the  lines  between  promotion 
and  programming  as  DVRs  gain  ground 


ator  EchoStar  Communic 
tions  Corp.  gives  DVRs  fr 
to  new  subscribers  w} 
agree  to  pay  $4.98  month 
for  DVR  service.  And  Rupe 
Murdoch,  eager  to  take 
many  as  1  million  su 
scribers  a  year  from  cabl 
says  his  newly  acquired  D 
recTV  will  likely  mate 
EchoStar's  offer. 

Those  moves  have  cab 
fighting  back:  On  Dec.  3,  g 
ant  Comcast  Corp.  said 
would  begin  offering  DVB 
to  its  21  million  customer 
by  the  end  of  2004.  An 
Time  Warner  Cable  Inc 
rolling  out  DVR  service  in  3j 
of  its  31  markets,  includin 
New  York  and  Los  Angelet 


AUDIENCE  EROSION 

HOW  WILL  BROADCASTERS  and  at 
agencies  retaliate?  No  clear  strategy  ha  p 
yet  emerged.  Many  top  network  execs  in  pe 
sist  the  arrival  of  mass  market  DVR  t 
doesn't  present  an  immediate  problerr  e 
With  a  nearly  $50  billion  ad  market,  T 
executives  are  hardly  shaking  in  the)  i 
Guccis.  "Worrying  about  it  doesn't  tak 
up  too  much  of  my  day,"  says  NBC  Enter  \z 
tainment  President  Jeffrey  A.  Zucker. 


ANDRE  FARRIS  USED  TO 
be  a  network  executive's 
favorite  viewer.  Young, 
single,  and  with  dispos- 
able income  to  burn,  the 
34-year-old  San  Francis- 
co real  estate  broker  was 
the  kind  of  upscale  big-spender  whom  TV 
advertisers  crave.  But  since  last  year, 
when  he  ordered  a  digital  video  recorder 
from  satellite  operator  DirecTV,  Farris  has 
been  mosdy  zapping  through  Madison 
Avenue's  lures.  Says  Farris:  "The  com- 
mercials got  on  my  nerves." 

POWERFUL  THREAT 

WITH  MILLIONS  more  viewers  like  Farris 
poised  to  sign  up  for  DVR  services,  net- 
work executives  have  plenty  to  worry 
about  these  days.  Already  scrambling  as 
younger  viewers  drift  off  to  play  video 
games  and  watch  DVDs,  they  face  a  po- 
tentially even  more  powerful  threat:  Over 
the  next  several  years,  DVRs,  which 
record  TV  shows  on  hard  drives  instead  of 
on  videotapes,  are  set  to  hit  the  main- 
stream as  cable  and  satellite  operators 
start  to  offer  them  at  huge  discounts. 


As  a  result,  the  number  of  DVRs  in  front 
of  couch  potatoes  could  nearly  double,  to 
5.8  million  by  the  end  of  2004,  according 
to  tech  consulting  company  the  Yankee 
Group.  That  number  could  jump  to  24.7 
million— or  more  than  one  in  every  five  TV 
households— by  2007.  By  then,  SG  Cowen 
Securities  Corp.  analyst  James  Marsh 
projects,  TV  users  will  be  zapping  through 
more  than  60%  of  the  commercials,  ig- 
noring an  estimated  $6.6  billion  worth  of 
ads.  "The  DVR  has  the  potential  to  blow 
apart  the  entire  network  business  model," 
says  media  consultant  Blair  Westlake,  a 
former  chairman  of 
Universal  TV. 

Network  execu- 
tives, of  course,  have 
heard  such  doomsday 
predictions  before. 
This  time,  however, 
the  threat  is  real: 
DVRs  make  recording 
shows  and  skipping 
commercials  a  snap. 
And  the  equipment  is 
cheap  and  easy  to  get 
Already,  satellite  oper- 


A  TV  REVOLUTION? 


MILLIONS 


'02      '03      '04 
Data:  Yankee  Group 


know  its  coming— and  it  will  be  impoi 
tant— but  it's  not  coming  this  fall." 

Maybe  not  But  network  execs  do  fac  ; 
the  immediate  problem  of  DVR  owner  :, 
zapping  through  promos  that  alert  viewer  i 
to  their  new  shows,  which  could  furthe 
speed  audience  erosion.  To  fight  bacA 
many  networks  have  been  promoting  s 
their  shows  by  running  the  names  am  n 
times  of  their  upcoming  programs  alonj 
the  bottom  of  the  screen.  NBC,  a  6%  own 
er  in  DVR  pioneer  TiVo  Inc.,  has  gone  « 
step  further:  For  its  recent  promo  of  th< 
Jan.  26  Golden  Globe  Awards  show,  it  gave  i 
TiVo  owners  the  option  of  clicking  on 
"thumbs  up"  icon  that  lets  them  set  theL  < 
machines  to  record  the  show  when  it  airs  n 
More  important,  ai 
the  use  of  DVRs  catch 
es  on,  TV  executive 
could  face  a  nasty  re 
volt  from  advertisers 
The  rumblings  are  al 
ready  beginning.  Tht 
future  "is  away  fron 
broadcast  TV  as  tht 
anchor         medium/ 
warned  Coca-Cola  Co 
President    Steven    J 
Heyer  last  year.  The 
company,  which 
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«nds  more  than  $300  million  a  year  in 
7  ads,  is  veering  away  from  30-second 
iots  with  more  money  flowing  into  such 
eas  as  ad  placements  in  DVDs  and 
leo  games. 
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LL,  BROADCASTERS  will  have  plenty 

other  opportunities  to  nab  ad  dollars, 
oke,  for  instance,  spent  an  estimated 
10  million  to  put  cups  with  its  logo  in 
e  judges'  hands  during  Fox's  super- 
ppular  American  Idol  TV  show.  Coke  isn't 
>e  only  one:  Product  placements  are 
timing  elsewhere  in  TVland,  says  Dev- 
y  Holmes,  president  of  product  place- 
ient  firm  Norm  Marshall  &  Assoc.  Her 
■m  has  seen  its  TV  placements  triple  for 
p  60  clients,  including  placing  a  Gener- 

Motors  Corp.  truck  on  cable  channel 
ravo's  Queer  Eye  for  the  Straight  Guy 
id  USA  Today  on  NBC's  West  Wing. 

Moreover,  the  arrival  of  DVRs  isn't  all 
id  news  for  TV  and  ad  executives.  Ad- 
ipping  may  eventually  force  Madison 
venue  to  get  more  creative  and  up  the 
nps  on  their  TV  spots.  To  get  viewers' 
tendon,  they'll  have  to  turn  out  must- 
:e  Super  Bowl  quality  ads  like  the  90- 
x;ond  Britney  Spears  spot  in  last  year's 
ig  game,  says  Ted  Sarin,  chief  creative  of- 
:er  of  ad  agency  BBDO  North  America. 

What's  more,  the  devices  can  collect 
:ams  of  demographic  data  that  net- 
orks  and  agencies  can  use  to  tighdy  tar- 
et  or  "telegraph"  ads  to  desired  audi- 
ices.  Coke  marketers  in  October  began 
ring  monthly  25-minute  music  pro- 
rams  for  TiVo's  Showcase  service,  a 
lenu-style  page  that  allows  viewers  to 
;cord  30-minute  music  shows  spon- 
)red  by  Coke  for  later  viewing.  And,  us- 
lg  TiVo's  demographic  information, 
i-buying  firm  Starcom  Worldwide 
lans  to  create  tailored  commercials  for 
lows  that  TiVo  watchers  view  most, 
ast  year,  it  put  Best  Buy  Co.  ads  featur- 
lg  singer  Sheryl  Crow  in  the  middle  of 
[TV  and  VH-1  shows.  DVR  viewers 
3uld  stop  the  ad  and  watch  a  longer  per- 
)rmance  by  Crow  that  was  sponsored  by 
est  Buy. 

As  the  DVR  revolution  catches  on, 
lat's  just  the  sort  of  blurring  of  the  line 
etween  programming  and  sponsorship 
lat  viewers  could  see  more  of.  But  if  TV 
etworks  and  advertising  agencies 
ren't  careful,  it  could  also  be  just  the 
ind  of  programming  that  viewers  will 
lcreasingly  zip  right  through.  ■ 

-By  Ronald  Grover  in  Los  Angeles 

with  Tom  Lowry  and  Gerry  Khermouch 

in  New  York,  Cliff  Edwards  in  San 

iateo,  Calif,  and  Dean  Foust  in  Atlanta 


COMMENTARY 


BY  ROBERT  D.  HOF 


Do  We  Have  to  Have 
A  Digital  Revolution? 

The  latest  technology  is  not  always  the  best 


SAY  IT  AIN'T  SO!  O.K.,  SO 
maybe  most  people 
weren't  surprised  when 
Eastman  Kodak  Co.  re- 
cently decided  to  exit  the 
film-camera  business  in  the  U.S. 
and  Europe.  With  industrywide 
sales  of  digital  cameras  certain  to 
pass  those  of  traditional  cameras 
this  year,  the  film  pioneer  had  little 

choice.  Yet  I  couldn't  help  feeling  sad— 
not  so  much  for  Kodak  as  for  the  rest  of 
us.  In  the  world's  headlong  rush  to  em- 
brace everything  digital,  we're  losing  a 
lot  to  the  bells  and  whistles  of  digital 
technology. 

Now,  I'm  certainly  no  Luddite.  I  write 
about  digital  technology  for  a  living,  and 
the  thought  of  giving  up  my  laptop  com- 
puter and  going  back  to  a  typewriter 
gives  me  the  shakes.  But  behind  the 
sleek  facade  of  the  digital  age  there  lurks 
a  dirty  little  secret.  Creaky  old  "analog" 
technologies  such  as  film,  vinyl  phono- 
graph records,  and,  yes,  even  mechanical 
clocks  with  revolving  hands  boast  a  raft 
of  advantages— a  richness,  longevity, 
and  human  scale— that  most  of  their  dig- 
ital counterparts  are  not  yet  able  to 
match. 

Sounds  Worse 

MANY  AUDIOPHILES,  for  instance, 
swear  that  well-produced,  well-main- 
tained vinyl  records  produce  warmer, 
more  pleasing  music  than  compact 
disks.  "The  old  vinyl  sounds  better,"  in- 
sists Al  Farleigh,  owner  of  Big  Al's 
Record  Barn  in  the  Silicon  Valley  city  of 
Santa  Clara,  Calif.  And  digital  degrada- 
tion is  accelerating.  Nobody  will  ever 
ask:  "Is  it  real  or  is  it  MP3?"  The  com- 
pression technology  for  which  MP3  is 
named  produces  even  worse  sound  than 


CDs.  That  weakness  is    DARKROOM 
most  apparent  on  clas-    MAGIC  Real 
sical  music,  but  my  old    film  provides 
Jamaican-made  reggae    far  sharper 
records-even      disre-    ^uhon 
garding  the  skips  and 
pops— also  boast  noticeably  louder  bass 
than  the  same  music  on  MP3s  or  CDs. 
(Just  ask  my  neighbors.) 

Even  analog  clocks  still  outperform 
their  silicon  counterparts.  The  old  bat- 
tery-operated timepiece  that  hangs  on 
my  kitchen  wall  keeps  far  more  accurate 
time  than  the  digital  versions  installed 
inside  my  personal  computer,  which  in- 
explicably seem  to  depend  on  poorly  de- 
signed clock  circuits.  Plus,  there's  just 
something  about  hands  sweeping  slowly 
around  the  clock  face  that  captures  the 
nature  of  time  better  than  a  numerical 
readout. 

The  decline  of  film,  though,  troubles 
me  the  most.  I've  held  off  buying  a  digi- 
tal camera  because  the  affordable  mod- 
els, at  any  rate,  still  can't  guarantee 
they'll  catch  that  special  twinkle  in  my 
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Ming  Tsai.  IBM  business  strategist,  retail  industry 


The  waggly  bee  dance  and 
the  responsive  enterprise. 


Upon  arriving  back  at  the  hive,  a  bee  with  pollen-coated  legs  does  a 
waggly  dance  for  her  fellow  bees.  The  thorax  motions  are  actually  a  map 
drawn  in  the  air,  entomologists  have  suggested,  indicating  both  the  direction 
and  the  distance  of  the  pollen  source. 

This  is  the  kind  of  "sense-and-respond"  behavior  that  defines  on  demand 
business  —  the  kind  that  most  companies  can  only  dream  about. 

A  sense-and-respond  retail  environment,  for  instance,  would  know  every 
time  its  best  customers  entered  the  store.  It  would  be  able  to  respond  to 
what  each  valued  customer  was  shopping  for  that  day  and  suggest 
appropriate  cross-  and  up-sells.  Products  would  be  in  stock,  promotions 
would  be  relevant,  sales  associates  would  be  experts,  checkout  would 
be  instantaneous. 

This  is  on  demand  business,  waggling  to  show  you  where  the  money  is. 

On  demand  business  starts  with  on  demand  thinking. 

Real  people  with  real  insights  and  the  resources  to  deliver  on  them. 
Partners,  listeners,  problem  solvers.  Doers.  People  to  help  you  evolve  your 
thinking,  your  business  and  your  culture.  It  won't  happen  overnight.  It  will, 
however,  create  real  change  in  your  company.  On  demand  business. 
Get  there  with  on  demand  people.  Please  call  800  IBM  7080  (ask  for 
thinking)  or  visit  ibm.com/services/thinking 


Can  you  see  it? 


J  the  IBM  logo  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  ©2003  IBM  Corp.  All  rights  reserved. 
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With  a 


image, 
you  often 
wonder 
if  if  s  real 


daughters  eyes.  Even  $l,500-plus,  10- 
megapixel  cameras  barely  match  the 
resolution  that  film  is  able  to  provide. 
Eventually,  the  relendess  march  of  chip 
technology  may  produce  cheaper  digital 
cameras  that  rival  the  quality  of  actual 
film.  But  for  now,  I  just  don't  want  to 
leave  pixelated  photographs  to  my 
grandchildren. 

There's  a  more  insidious  problem  yet 
with  digital  photography:  the  lack  of  be- 
lievability  it  has  created  in  a  medium 
that  was  once  prized  for  its  accuracy— 
and  authenticity.  In  fact,  the  ability  to 
make  changes  in 
the  original  im- 
age, such  as  mov- 

Ql^ntal  "^  t^ie  moon  t0  a 

more  pleasing  lo- 
cation or  remov- 
ing an  ex-spouse 
from  a  photo,  is 
marketed  as  a 
prime  reason  to 
go  digital. 

With  digital 
prints,  notes  the 
renowned  land- 
scape photographer  Christopher  Bur- 
kett,  "nothing  about  the  image  remains 
sacred,  and  the  viewer  is  left  wondering 
how  much  of  it  is  real."  Granted,  even 
Ansel  Adams  was  renowned  for  his 
darkroom  fiddling  with  prints.  But  I 
doubt  that  his  art  would  move  viewers 
as  much  as  it  does  if  they  suspected  it 
wasn't  a  faithful  reproduction  of  what 
he  saw. 

No-Brainer 

NOT  THE  LEAST,  film  and  other  analog 
technologies  are  easier  for  people  to  use. 
Try  as  they  might,  the  makers  of  elec- 
tronic books  have  failed  to  dislodge  the 
traditional  book  printed  on  paper— be- 
cause it's  dead  obvious  how  to  use  it, 
you  can  take  it  anywhere,  and  it  will 
never  need  a  new  battery.  Even  more 
important,  analog  stuff  such  as  books 
and  traditional  photos  endure— in  some 
cases  for  centuries.  Digital  formats  are 
changing  faster  and  faster,  making  or- 
phans of  erstwhile  standards  such  as 
floppy  disks. 

In  the  course  of  time,  advances  in 
chip  and  storage  technology  will  over- 
come many  of  these  limitations.  In- 
deed, I  confess  that,  for  quick  snap- 
shots, I'm  eyeing  one  of  those  cute  new 
digital  cameras— the  ones  so  small 
they  fit  in  a  shirt  pocket.  That  way,  I'll 
still  have  a  free  hand  to  tote  my  trusty 
old  film  camera.  ■ 


NEW  YORK 

STOqEAT&T 

Vv.r-rless' 
growth  is 
disappointing 


TELECOM 


AT&T  WIRELESS: 
BIDDING  WAR,  ANYONE? 

Despite  its  weaknesses,  rivals  are  itching 
to  buy  the  cellular  provider  for  its  bulk 


AT&T  WIRELESS  SERV- 
ices  Inc.  is  anything  but 
an  industry  darling. 
Dogged  by  mediocre 
customer-service  ratings, 
the  third  largest  of  six 
national  cellular  service 
providers  has  seen  subscriber  growth 
slow  to  a  snail's  pace.  The  stock  has  plum- 
meted 70%  in  four  years— though  it  has 
rebounded  in  recent  months  thanks  to 
strong  cash  flow  and  takeover  specula- 
tion. The  latest  financials  are  weak,  too: 
On  Jan.  22,  the  Seattle  company  reported 
a  net  loss  of  $84  million  for  the  fourth 
quarter,  on  revenues  of  $3.9  billion. 

So  it's  hardly  surprising  that  the  com- 
pany is  looking  for  suitors.  Perhaps  more 
surprising:  Rivals  are  lining  up  to  nab  the 
weakened  giant.  Already,  Atlanta-based 
Cingular  Wireless  has  made  a  preliminary 
offer.  Several  others,  including  Japan's 
NTT  DoCoMo,  Reston  (Va.)-based  Nextel 
Communications,  and  Britain's  Voda- 
fone,  are  also  mulling  bids. 

Yet  it's  easy  to  see  why:  With  the  six  big 
U.S.  players  struggling  to  squeeze  out 
profits  as  they  wage  fierce  price  batdes,  all 


know  that  they  have  little  choice  but  tc 
bulk  up  or  get  bought  out  AT&T  Wireless 
rivals  are  betting  that  with  the  right  re 
sources  and  execution,  its  problems 
be  fixed.  Moreover,  an  AT&T  Wireless  deaj 
will  likely  fuel  further  consolidation;  exea 
believe  that  within  a  year  or  two  the  in- 
dustry will  shrink  to  three  or  four  players 
That  will  have  big  implications  for  cus-i 
tomer  service,  prices,  and  the  surviving 
companies'  ability  to  invest  in  new  tech- 
nology. "Consolidation  is  long  overdue," 
says  Robert  N.  Gensler,  manager  of  T. 
Rowe  Price's  Media  &  Telecom  Fund.  "It 
will  make  the  industry  healthier." 

INTENSE  PRESSURE 

SO  WHY  IS  THE  long-anticipated  wireless 
consolidation  finally  getting  under  way? 
Start  with  the  rule  implemented  in  No- 
vember allowing  users  to  take  their  num- 
ber with  them  when  they  switch  carriers 
That  has  intensified  pressures  on  weaker 
players— especially  AT&T  Wireless.  It  has 
lost  out  more  than  any  other  big  rival  as 
unhappy  customers  have  fled.  While 
AT&T  says  the  board  made  the  decision  to 
sell  after  receiving  strong  interest  from 
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her  players,  directors  also  concluded 
company  isn't  strong  enough  to 
and  alone.  Besides,  execs  feel  AT&T 
Ireless  is  in  sufficiendy  decent  shape  to 
tch  a  good  price.  While  the  company 
id  a  bumpy  fourth  quarter,  it  has  strong 
ee  cash  flow  and  grew  revenues  by  8% 
2003,  to  $15.7  billion.  Says  CEO  John 
eglis:  "We  did  hit  some  operational 
nugh  spots,  but  the  good  news  is  that 
tose  issues  are  largely  behind  us." 

OMINO  EFFECT 

r  THE  SAME  TIME,  the  buoyant  stock 
larket  and  more  forgiving  capital  mar- 
?ts  have  given  stronger  carriers  the  cur- 
acy to  make  acquisitions.  That's  why 
lalysts  give  Cingular  the  upper  hand  in 
le  bidding.  Owned  by  SBC  Communi- 
itions  and  BellSouth,  Cingular  can  tap 
s  parents'  strong  balance  sheets.  Good 
redit  ratings  give  them  the  ability  to  bor- 
3w  cash  at  better  rates  than  most  rivals, 
nd  with  a  combined  $7  billion  in  free 
ash  flow  in  the  nine  months  ending  in 
eptember,  they  have  the  heft  to  swiftly 
;duce  debt.  While  NTT  DoCoMo  has  an 
dvantage,  given  its  16%  stake  in  AT&T 
tireless,  it  prefers  minority  stakes  in  for- 
ign  markets.  Nextel  can't  rival  the  all- 
ash  offer  by  SBC  and  BellSouth. 

Whoever  ends  up  with  AT&T  Wireless, 
le  industry  could  soon  look  very  differ- 
nt.  If  Cingular  wins  out,  it  will  create  a 
ehemoth  with  46.3  million  subscribers, 
hat  could  force  Verizon  Communica- 
ons  Inc.  to  do  a  deal.  One  possible  tar- 
et:    long-distance    stalwart    Sprint, 
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/hose  Sprint  PCS  would  add  15.8  million 
ustomers  to  Verizon's  373  million. 

For  consumers,  fewer  competitors 
leans  the  current  price  wars  wul  likely 
/ind  down,  says  Kenneth  M.  Leon  of 
tandard  &  Poor's.  On  the  other  hand, 
ervice  is  expected  to  improve.  Carriers 
/ill  be  able  to  fill  gaps  in  their  coverage 
nd  invest  in  network  quality.  An  AT&T 
Vireless  deal  would  be  a  big  boost  for 
/ireless  providers  and  their  customers.  ■ 
-By  Roger  O.  Crockett  in  Chicago, 
with  Steve  Rosenbush 


COMMENTARY 


BY  JENNIFER  MERRITT 


A  Gut  Course 

in  Post-Grad  Scheming 

Lessons  B-schoolers  can  learn  from  The  Apprentice 


BACK  IN  THE  1990s, 
B-school  grads  roamed 
the  globe  like  Masters  of 
the  Universe.  Armed 
with  power-point  pre- 
sentations and  gold-plated  diplo- 
mas, there  was  no  problem  they 
seemingly  couldn't  solve.  Now, 
fast  forward  to  the  latest  iteration 
of  reality-TV.  In  The  Apprentice,  a 
shlocky  new  reality  se- 
ries on  NBC,  young 
business  women  are 
pitted  against  young 
business  men  in  a  cut- 
throat competition  for 
success.  Think  Sur- 
vivor, only  in  Armani 
suits.  And  this  time,  the 
last  person  left  stand- 
ing wins— gasp— a  six- 
figure  salary  and  a  year  working  for  real 
estate  developer  Donald  Trump. 

In  this  version  of  reality,  the  women 
more  or  less  look  like  sex  goddesses  and 
the  men  are,  for  the  most  part,  buff  as 
can  be.  Now,  that's  realistic.  Still,  in  a 
crude  sort  of  way,  The  Apprentice  offers  a 
look  at  life  in  the  often  cold  hallways  of 
Corporate  America.  Just  listen  to  some  of 
what  viewers  are  saying  on  message 
boards  devoted  to  the  show.  Says  one:  "It 
hits  close  to  home."  Adds  another:  "This 
is  a  reality  we  all  can  understand." 

So,  B-schoolers,  close  the  books,  sit 
back,  and  tune  in.  The  show  features 
some  hard  lessons  you  aren't  likely  to 
learn  in  those  case  studies  on  leadership: 
REALITY  #1:  For  all  the  enlightened 
talk  of  teamwork,  when  push  comes  to 
shove,  people  often  look  out  for  them- 
selves and  try  to  blame  others  for  their 
failures.  Sure,  reality  might  not  always  be 
so  blatant.  The  outright  bickering  and 
back-stabbing  seen  on  the  show  might  be 


enough  to  get  someone  fired  in  the  real 
world.  But  those  clever  machinations  and 
the  endless  scheming  by  participants  to 
dis  their  colleagues'  ideas  in  an  effort  to 
save  their  own  hides— that's  as  real  as  it 
gets.  Lesson:  Always  watch  your  back. 

REALITY  #2:  Call  it  the  Donald  Trump 
version  of  Marketing  101.  Quality  isn't 
what  drives  customers  to  buy.  Exposure 
is  what  matters  in  a  celebrity-obsessed 
society.  What  else  explains  why  some 
contestants,  already  successful,  would 
be  humiliated  before 
20  million  viewers? 
And  why  is  Deutsch 
Inc.,  one  of  the  ad  in- 
dustry's most  cutting- 
edge  shops,  lending  its 
good  name  to  a  sensa- 
tionalist show  like  The 
Apprentice"?  Lesson: 
There's  no  such  thing 
as  bad  publicity. 

REALITY  #3:  Think 
sex  has  been  banished 
from  the  workplace  af- 
ter three  decades  of  ef- 
forts to  improve  equal- 
ity? Think  again.  So  far,  the  women  are 
relying  on  something  far  more  basic 
than  their  smarts  to  win.  In  the  first 
episode,  they  boost  lemonade  sales  by 
kissing  their  customers,  while  in  the  sec- 
ond they  beat  the  men's  team  with  a  sex- 
ually suggestive  ad  proposal.  The  clinch- 
er: The  women  make  their  presentation 
to  the  ad  chief  in  snug  retro  flight- atten- 
dant outfits.  No  surprise  the  guys  never 
had  a  chance.  Lesson:  Sex  really  does 
sell.  (In  case  anyone  forgot.) 

What  makes  this  show  so  com- 
pelling—and entertaining— is  that  it's 
like  a  funhouse  mirror  of  the  business 
world.  Everything  is  a  bit  off-kilter  but 
very  recognizable.  Don't  quit  B-school. 
But  do  watch  The  Apprentice.  You  might 
learn  something  just  as  important.  M 


PRIZE  BOSS 

The  survivor 
wins  a  job 
with  Trump 
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HONEYMOON 
IN  TEXAS 

Texas  Instruments  CEO 
Thomas  Engibous  and  Chief 
Operating  Officer  Richard 
Templeton  share  an  intense 
drive  and  a  penchant  for 
straight  talk,  and  both  have 
spent  their  entire  careers  at 
Tl.  In  1996,  when  Engibous 
was  the  surprise  pick  to  take 
the  helm  after  the  sudden 
death  of  then-CEO  Jerry 
Junkins,  he  made  Templeton 
a  top  deputy.  So  there  was 
hardly  a  stir  on  Jan.  15  when 
Templeton  was  picked  to 
succeed  Engibous,  who  is 
giving  up  the  CEO  title  in  May. 
Engibous  will  remain 
chairman  of  the  board. 

Templeton,  45,  played  a 
key  role  when  Engibous 
revamped  Tl  in  the  late  '90s. 
Shedding  underperforming 
businesses  like  defense  gear 
and  PCs,  Tl  focused  on  chips 
for  the  hottest  digital 
products.  Today,  they  power 
60%  of  the  world's  cell 
phones.  As  the  chip  industry 
shakes  off  its  worst  slump 
ever,  analysts  expect  Tl's 
revenues  to  rebound  20% 
this  year  and  profits  to  more 
than  double.  If  that  happens, 
Templeton  can  look  forward 
to  an  extended  honeymoon. 
-Andrew  Park 


BANKS 
GET  A  BOOST 

Now  that  Wall  Street  is 
operating  near  the  bone 
following  two  years  of  cost- 
cutting  and  bad-loan  write- 
offs, the  rising  stock  market 
and  continued  economic 
recovery  are  paying  off  in 
spades.  Banks  and  brokerages 
are  getting  a  lift  not  only  from 
a  robust  consumer-banking 
and  credit-card  business  but 
also  from  a  rejuvenated 
investment-banking  market. 
Four  of  the  largest  U.S.  banks, 
led  by  Citigroup  and  Wells 
Fargo,  surprised  analysts  with 
strong  fourth-quarter  profits, 
bolstered  mainly  by  consumer 
banking  and  credit-card 
growth.  Citigroup's  profit  rose 
96%,  to  $4.76  billion.  That's 
the  third-highest  profit  ever 
earned  by  a  U.S.  company. 
San  Francisco's  Wells  Fargo 
saw  fourth-quarter  earnings 


jump  10%,  to  a  record  $1.62 
billion,  while  Chicago's  Bank 
One,  which  agreed  to  be 
bought  for  $58  billion  by  J.P. 
Morgan  Chase  on  Jan.  14, 
earned  $1.86  billion,  up  from 
a  $387  million  loss  a  year 
earlier. 


HONEYWELL'S 
HEADACHE 

The  specter  of  asbestos  claims 
will  likely  haunt  Honeywell 
International  for  some  time  to 
come.  On  Jan.  19,  the  $23 
billion  industrial  giant  ended 
talks  to  sell  its  Bendix  unit  to 


bankrupt  auto-parts  maker 
Federal-Mogul  when  the  two 
sides  failed  to  agree  on  terms. 
That  leaves  Honeywell  open 
to  more  than  70,000 
outstanding  claims  against 
Bendix,  which  once  used 
asbestos  in  making  brake 
pads.  Detroit's  carmakers  had 
long  opposed  the  sale,  having 
filed  a  suit  four  months  ago  to 
stop  the  deal  on  the  grounds 
that  it  was  a  fraudulent 
transfer  of  liabilities.  In  the 
two  days  that  followed, 
shareholders  sent  the  stock 
hurtling  down  3%,  to  close  at 
36.29. 


GM:  PALTRY 
CAR  PROFITS 

Profits  are  scarce  in  the  car 
business.  But  General  Motors 
still  earned  $838  million, 
topping  analysts'  expectations. 
That's  thanks  to  the  auto 
maker's  GMAC  finance  arm, 
which  made  $630  million  in 
the  quarter  and  $2.8  billion 
of  GM's  $3.2  billion  in  profits 
for  2003.  The  bad  news: 
GM's  auto  business  is  still 
making  meager  profits.  The 
auto  business  generated  just 
$1.1  billion  for  the  year,  less 
than  half  what  GM  made 
selling  cars  in  2002.  Vice- 
Chairman  and  CFO  John 
Devine  blamed  retiree 
benefits  and  interest 
payments,  which  sucked  $1.8 
billion  from  GM's  North 
American  earnings  last  year. 
Devine  says  new  models 
should  push  earnings  to  $3.7 
billion  in  '04. 


CANADA 
AUDITS  HP 

The  government  of  Canada  is 
withholding  payment  on 
some  contracts  to  Hewlett- 
Packard.  As  revealed  in  a  Jan. 
20  public  filing  by  HP,  Ottawa 
is  auditing  certain  deals 
involving  HP,  Compaq,  and 
the  Canadian  National 


Defense  Ministry.  According 
to  the  filing,  the  government 
believes  it  may  have  been 
overcharged.  The  main  deal 
being  scrutinized  is  a  $76.5 
million  computer-services 
contract  awarded  to  Compaq 
in  May  of  2000,  according  to 
spokesperson  for  Public 
Works  &  Government  Service 
Canada.  HP  didn't  return 
phone  calls  seeking  comment 
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»  Chipmaker  Intel  will 
double  its  annual  dividend 
to  4<t  a  share. 
»  HealthSouth  says 
accounting  fraud  totals  could 
reach  at  least  $3.8  billion. 
»  Labor  concessions  helpec 
AMR  reduce  fourth- quarter 
losses  to  $111  million. 


CLOSING  BELL 


The  price  of  Eaton 
shares  surged  5.6%, 
to  a  one-year  high  of 
$121.41,  on  Jan.  21 
after  the  industrial 
manufacturer  re- 
ported a  70% 
increase  in  fourth- 
quarter  profits, 
baton  said  its  busi- 
ness units  benefited 
from  a  recovery  in 
capital  spending, 
and  further  gains 
are  likely  in  2004. 


DOLLARS 


JAN.  14.  '04  JAN.  21 
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Vashington  Outlook 


)ITED  BY  MIKE  McNAMEE 


>EC  Reforms:  Big  Biz 
Jays  Enough  Already 


fER  SINCE  ENRON  CORP.  imploded  in  scandal,  Corporate  America 
is  been  in  a  defensive  crouch.  But  even  with  Enron  Chief 
inancial  Officer  Andrew  Fastov/s  plea  bargain  and  the 
igoing  trials  of  former  Tyco  International  Chief  Executive 
ennis  Kozlowski  and  lifestyle  guru  Martha  Stewart,  CEOs  are 

iw  coming  out  of  their  foxholes  to  fight 
ck  a  fresh  wave  of  reform.  They're 
ning  battle  against  a  Securities  & 


:change  Commission  plan  to  open  up 
e  elections  of  corporate  directors.  The 
w  rule,  which  SEC  Chairman  William 
Donaldson  has  championed,  would 
ake  it  easier  for  long-term  shareholders 
get  candidates  on  the  proxy  ballots. 
What  has  the  corner- office  crowd 
earned?  After  two  years  of  sweeping 
forms  ushered  in  by  the  2002  Sarbanes- 
dey  Act  and  last  year's  overhaul  of  New 
irk  Stock  Exchange  and  NASDAQ  fisting 
mdards,  CEOs  argue  that  it's  time  to 
ve  business  a  break.  "The  question  is 
lether  all  the  rules  that 
ve  been  implemented  are 
ough"  to  ensure  that 
iards  respond  to 
areholders,  says  Steve 
Hand,  CEO  of  car-parts 
tailer  AutoZone  and  chair 
the  Business 
mndtable's  corporate 
ivernance  task  force, 
tecs  warn  that  opening 
e  boardroom  to 
areholder  nominees 
uld  distract  managers, 
vide  directors,  and  let 
ecial-interest  investors 

jack  elections.  

The  Roundtable,  a  group     ^^^™ 
150  big-company  CEOs,  is 
earheading  a  counterattack  and  hinting 
at  it  may  sue  to  stop  the  rule.  That's  no 
le  threat:  A  court  challenge  from  the 
oup  beat  back  another  SEC  voting- 
;hts  measure  in  1990.  Roundtable 
embers,  including  the  CEOs  of  Abbott 
iboratories  and  3M,  have  fired  off 
mment  letters  and  written  op-eds 
>posing  the  proxy  plan.  And  CEOs  will 
!  vocal  when  the  SEC  convenes  a 


DONALDSON 

He  wants  to  open 
up  elections  for 
board  seats 


forum  on  the  proposal  in  early  March. 

The  suits  have  also  enlisted  free-market 
conservative  groups,  including  GOP 
activist  Grover  Norquist's  Americans  for 
Tax  Reform.  "People  are  scared  to  stand 
up  to  anything  labeled  'good  corporate 
governance,'  even  if  it  isn't,"  says  Dan 
Clifton,  executive  director  of  the  American 
Shareholders  Assn.,  an  Americans  for  Tax 
Reform  offshoot  funded  partly  by  trade 
associations.  "Ifs  time  to  stand  up,  or 
we'll  just  get  rolled." 

Bring  It  On 

SUCH  CONCERNS  aren't  likely  to  stay  the 
SEC's  hand.  Three  of  five  commissioners 
appear  to  support  the  rule. 
But  the  Roundtable  could 
argue  in  court  that  the 
proposal  crosses  the  line 
between  proxy  disclosure, 
which  the  agency  may 
regulate,  and  proxy 
substance,  which  Congress 
left  to  the  states. 

Bring  on  the  case,  say 

some  SEC  officials.  "All  this 

does  is  set  up  a  process  for 

the    election    of  directors, 

which  I  believe  is  clearly  within  the 

SEC's  authority,"  says  Commissioner 

Harvey  J.  Goldschmid. 

Even  as  companies  lambaste  the 
proposed  rule,  however,  they  are 
quietly  but  rapidly  dumping  poison-pill 
takeover  defenses,  fat  CEO  severance 
deals,  and  other  investor  targets.  Clearly, 
Corporate  America  isn't  sure  if  it's  safe, 
even  in  the  face  of  a  roaring  stock  market, 
to  ignore  shareholders'  concerns.  With  its 
backlash  against  shareholder  democracy, 
the  Roundtable  may  soon  learn  whether 
investors  are  still  out  for  blood— or  ready 
to  forgive  and  move  on.  ■ 

-By  Amy  Borrus 


CAPITAL 
WRAPUP 

ACTION  ON 
CLASS  ACTIONS? 

REFORM  OF  class  actions  died 
last  year  when  Senator  Mary  L. 
Landrieu  (D-La.)  balked  at  the 
last  minute.  But  weeks  of 
targeted  arm-twisting  seem  to 
have  paid  off.  Corporate 
lobbyists  have  persuaded  three 
Democratic  senators— Chris 
Dodd  (Conn.),  Charles  Schumer 
(N.Y.),  and  Landrieu— to  back 
an  amended  bill.  That  gives  the 
measure,  which  would  make  it 
easier  for  defendants  to  move 
cases  from  state  to  federal 
courts,  a  filibuster-proof  margin 
for  a  late-January  Senate  vote. 

IGNORE  THAT  CLICKING 
ON  YOUR  WEB  PHONE 

FEDERAL  Communications 
Commission  Chairman  Michael 
K.  Powell's  push  to  leave  his 
deregulatory  mark  could  land 
him  on  the  FBI's  "Most  Wanted 
Pol"  list.  Powell  is  facing  an  all- 
out  fight  from  the  FBI,  which  is 
demanding  FCC  rules  to  force 
Web  phone  companies  to 
cooperate  with  wiretaps.  Net 
phone  carriers  say  they'll  play 
ball  with  the  G-men— but  don't 
want  FCC  rules. 

EUROPEANS  IN 
GLASSHOUSES 

FOR  TWO  YEARS,  U.S. 
regulators  have  taken  their 
lumps  from  European 
counterparts  over  Corporate 
America's  scandals.  Now, 
they're  seeing  a  change  in 
attitude  as  V affaires  Ahold  and 
Parmalat  uncover  gaping  holes 
in  the  Continent's  audits  and 
enforcement.  Top  Securities  & 
Exchange  Commission  officials 
say  Euros  are  backing  down 
from  their  demand  for  "mutual 
recognition"— admitting  stocks 
regulated  under  European  rules 
into  U.S.  markets— and  moving 
toward  tougher  rules  like  those 
in  2002's  Sarbanes-Oxley  Act. 
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SHOPPING  SPREE 

Mainland  touris 
are  spending  t 
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HONG  KONG 


A  BOOM  BUILT 
BY  BEIJING 

Hong  Kong  is  coming  back,  thanks 
mainly  to  China's  largesse 


RANKLIN  LAM  HAS  BEEN 
through  a  rough  patch  in  re- 
cent years.  As  regional  prop- 
erty analyst  for  UBS  in  Hong 
Kong,  he  hasn't  had  much 
good  news  to  report:  From 
1997  through  last  spring, 
property  values  fell  by  nearly  70%  in  the 
former  British  colony  even  as  they  surged 
in  other  financial  capitals.  "Home  buying 
has  been  the  topic  of  the  town  in  London 
and  the  U.S.,  but  in  Hong  Kong,  it  has 
been  a  conversation-killer,''  Lam  says. 
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These  days,  though,  Lam  is  a  hit  again 
on  the  cocktail-party  circuit.  Although 
residential  real  estate  values  remain  less 
than  two-fifths  what  they  were  at  their 
1997  peak,  they're  up  more  than  15% 
since  May.  Lam  predicts  they'll  climb  an 
additional  60%  over  the  next  two  years. 
"Talk  to  anyone  now,  and  they'll  tell  you 
how  hot  the  market  is,"  he  says. 

Lam  isn't  the  only  one  who's  hot  on 
Hong  Kong.  The  city  is  acting  more  like 
its  old,  confident  self  again.  Investment 
bankers  are  lauding  the  virtues  of  China's 


roaring  initial  public  offering  market.  L< 
cal  punters  are  crowing  about  the  40" 
gain  over  the  past  12  months  in  the  Han  t 
Seng  index  and  the  150%  surge  in  Hon  ii 
Kong-listed  China  companies.  Not  even  « 
recent  dip  in  H  shares  has  fazed  then  a 
Hotels,  restaurants,  and   retailers   ai 
thriving,  thanks  to  tourists  flocking  to  th  k 
city.  "We  are  at  the  center  of  the  univers  i 
again,"  says  Michael  Spencer,  chief  ecor  s 
omist  at  Deutsche  Bank  in  Hong  Kong. 

Look  a  little  closer,  though,  and  you 
see  a  Hong  Kong  that's  much  more  dt 
pendent  on  largesse  from  Beijing— an 
less  certain  of  its  place  in  the  universe-  it 
than  it  was  10  years  ago.  Of  course,  Hon  i 
Kong's  great  value  has  long  been  its  statu 
as  the  gateway  to  China— the  place  wher 
bankers,  shippers,  lawyers,  and  manufac 
turers  could  do  deals  and  expand  thei 
businesses  on  the  mainland.  That's  sti. 
the  case,  but  while  China  hasn't  skipped 
beat  in  years,  Hong  Kong  has  flounderec 
So    last    summer    Beijing    decided    t< 
reignite  the  city's  economy  by  letting  res 
idents  of  several  mainland  cities— wh 
once  could  only  visit  Hong  Kong  in  tou 
groups— travel  there  on  their  own. 

The  scheme  is  paying  off  for  Hon| 
Kong.  It's  expected  to  boost  visits  b 
mainlanders  by  40%  this  year,  to  11  mil 
lion.  And  mainlanders,  who  last  yea 


ide  up  54%  of  visitors,  appear  to  have 
ckets  as  deep  as  the  Japanese  tourists 
^re  replacing.  Credit  Suisse  First 
ston  estimates  that  mainland  tourists 
old  account  for  nearly  half  of  this  year's 
ajected  gross  domestic  product  growth 
5.5%.  That's  the  main  reason  why  ho- 
expect  an  average  84%  occupancy 
is  year,  compared  with  16%  last  April  at 
s  height  of  the  SARS  crisis. 

REFERENTIAL  TREATMENT 

lADE  AND  INDUSTRY  are  as  important 
tourism,  and  Beijing  is  contributing 
ere,  too.  China  now  accounts  for  more 
an  40%  of  Hong  Kong  trade,  and  its 
ipact  on  the  city's  economy  is  likely  to 
come  even  more  profound  due  to  an 
;reement  that  eliminates  tariffs  on 
)%  of  Hong  Kong's  exports  to  China, 
rider  the  deal,  which  took  effect  on  Jan. 
Hong  Kong  companies  get  preferential 
tcess  to  key  areas  such  as  distribution 
id  financial  services.  That  should  give 
isinesses  from  the  former  colony  a  leg 
3  in  Chinese  markets  over  foreign  ri- 
ds, who,  under  China's  World  Trade 
rganization  agreement,  won't  get  full 
rcess  to  the  country  until  2008. 
eutsche  Bank  estimates  that  by  2006, 
e  pact  could  add  0.4%  to  the  growth  of 
ong  Kong's  GDP  each  year  and  create 
d  to  10,000  jobs. 

Hong  Kong  isn't  out  of  the  woods, 
ough.  Deflation  continues:  Consumer 
ices  have  fallen  for  each  of  the  past  61 
onths.  Although  unemployment  is  ex- 
acted to  drop  to  6.4%  by  yearend  from 
3%  today,  it  remains  more  than  double 
e  levels  of  the  '90s,  and  payrolls  have 
agnated.  Government  spending  has  ex- 
:eded  revenues  for  the  last  three  years, 
id  this  year  the  deficit  is  expected  to 
veil  to  $10  billion— nearly  6%  of  GDP. 
le  government  has  ruled  out  any  tax  in- 
eases,  though,  and  with  legislative  elec- 
)ns  scheduled  for  this  fall,  unpopular 
;penditure  cuts  are  unlikely.  Failure  to 
:t  tough  today  could  cause  trouble  down 
ie  road  and  might  even  endanger  the 
ty's  U.S.  dollar  peg.  Then  there's  SARS. 
rith  three  confirmed  cases  in  neighbor- 
g  Guangdong,  Hong  Kong  is  starting  to 
*  the  jitters.  "If  SARS  comes  back,  the 
hole  thing  collapses,"  says  Dong  Tao, 
lief  economist  at  Credit  Suisse  First 
oston  in  Hong  Kong. 
For  now,  the  recovery  is  chugging 
ong.  The  city's  service  economy,  for  in- 
ance,  is  "on  an  upward  swing,"  says 
onnie  Carnabuci,  a  partner  at  law  firm 
reshfields  Bruckhaus  Deringer.  While 
hinese  firms  are  catching  up,  the  city's 
spendable  legal  system,  vigorous  finan- 


HONG  KONG 


China's  Highfliers  May 
Be  Headed  For  A  Fall 


A  year  ago,  Geng  Xiaoping  was 
baffled.  China's  economy, 
even  cramped  by  SARS,  was 
humming,  while  the 
profitability  of  its  companies 
was  picking  up  across  the  board.  Ditto  for 
his  Zhejiang  Expressway  Co.,  an  operator  of 
toll  roads.  Revenue  had  risen  82%,  and 
earnings  had  jumped  40%  over  the 
previous  two  years.  Zhejiang  Expressway's 
Hong  Kong-traded  shares,  though,  were 
stuck  at  the  bottom  of  the  market,  along 
with  the  rest  of  the  100  or  so  Chinese 
companies  listed  in  the  city. 

Not  anymore.  Since  last  summer 
Chinese  enterprises  traded  in  Hong  Kong, 
commonly  called  H-shares,  have  staged  a 
breathtaking  rally,  gaining  over  150%  from 
April  to  December.  Zhejiang's  stock?  Up 
65%.  "Investors  from 
Europe  and  America 
are  taking  notice,"  says 
Geng,  Zhejiang's 
chairman.  The  market 
is  so  hot  that  a  wave  of 
China  listings  is 
expected  in  coming 
months.  On  offer: 
financial-services 
giant  Ping  An 
Insurance,  phone 
operator  China 


DIZZYING  ASCENT 
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MAINLAND  COMPANIES  TRADED  IN  HONG  KONG 
Data:  Bloomberg  Financial  Markets 


Netcom,  and  Air  China.  All  told,  $15  billion 
in  new  China  shares  is  expected  in  2004. 
Is  this  a  disaster  in  the  making?  Since 
Tsingtao  Brewery  became  the  first  Chinese 
company  to  list  overseas  a  decade  ago, 
Chinese  shares  have  rallied  to  record  highs 
three  times,  only  to  crash  with  punishing 
results.  Skeptics  see  another  bubble.  China 
stocks  spiked  over  50%  in  the  fourth 
quarter  alone.  And  on  Jan.  12,  when  China 
Green,  a  small,  Fujian-based  vegetable 
producer,  sought  to  raise  $24.8  million 
through  a  Hong  Kong  offering,  it  received 
orders  for  $4  billion.  "The  market  is  clearly 
very  frothy,"  says  Robin  Parbrook,  Hong 
Kong-based  head  of  equities  for  Schroder 
Investment  Management  Ltd.  A  big  shift  in 
China— growing  inflation,  a  slowdown  in 
consumption,  or  another  SARS  epidemic- 
could  send  shares  plummeting. 

China  bulls  counter  that  this  runup  is  for 
real.  Underpinning  the  current  market  is 
China's  booming  economy,  which  grew  at 
an  official  9.1%  clip  last  year.  This  is  the 
first  "true  bull  market"  for  China  shares, 
says  Kenneth  Luh,  head  of  China  research 
at  Credit  Suisse  First  Boston.  Previous 
China  euphoria,  he  says,  was  wishful 
thinking.  "This  time,  it  is  based  on  robust 
earnings  growth."  And  if  some  stocks  are 
overpriced,  optimists  say,  the  market  is 
already  correcting  itself.  H-shares  are 
down  some  8%  this  year. 

Some  even  say  H-shares  are  cheap. 
Hong  Kong-listed  China  stocks  are  trading 
at  price-earnings  multiples  of  15.3  on 
expected  2004  earnings,  compared  with 
20  for  the  Standard  &  Poor's  500  and  the 
13.5  average  for  other  emerging  Asian 
markets.  "As  long  as  China's  economy  can 
continue  to  deliver 
growth,  and  earnings 
remain  strong,  this 
market  will  support 
current  valuations," 
says  Philip  Wan,  head 
of  investment  banking 
for  Core  Pacific- 
Yamaichi.  Perhaps,  but 
an  ill  wind  could  still 
blow  the  market  down. 
-By  Matthew  Miller 
in  Hong  Kong 
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Kong's 
port  keep 
itsNo.l 
status? 


cial  markets,  and  solid  infrastructure 
mean  it  will  serve  as  China's  gateway 
for  some  time.  "Hong  Kong  is  going  to 
have  a  big  role  going  forward  in  high- 
end,  value-added  areas,"  says  Guy  El- 
lis, a  tax  partner  at  the  local  office  of 
PricewaterhouseCoopers. 

One  challenge  for  the  city  is  keep- 
ing its  position  as 
/^o-t-i  the  world's  busiest 

^'C*J-1  container  port.  The 

Hon<T  booming  economy 

in  Guangdong 
means  that  much 
of  what  might  have 
been  shipped  from 
Hong  Kong  will 
leave  from  main- 
land ports,  which 
offer  cost  savings  of 
up  to  50%.  Last 
year,  Hong  Kong 
handled  the  equivalent  of  20  million  car- 
go containers— up  15%  from  the  year  be- 
fore—while Shenzhen  handled  10.65 
million,  up  40%.  Nonetheless,  China's 
global  trade  is  expanding  fast  enough  to 
"support  growth  in  Hong  Kong  and 
Shenzhen  even  if  Hong  Kong's  share  of 
the  pie  is  decreasing,"  says  ING  analyst 
Cusson  Leung. 

PURCHASING  POWER 

THE  KEY  TO  preserving  the  city's  mo- 
mentum is  the  Hong  Kong  consumer. 
And  shoppers  seem  more  upbeat  than 
they  did  just  eight  months  ago,  when 
SARS  appeared  to  be  pushing  the  city 
into  a  prolonged  decline.  Oliver's  The 
Delicatessen,  an  upmarket  grocery  store 
in  the  financial  district,  has  seen  busi- 
ness grow  by  double  digits  over  the  past 
six  months.  "People  are  more  likely  to 
pick  up  that  second  bottle  of  wine,"  says 
Nellie  Ming  Lee,  a  salesperson  at  Oliv- 
er's. They're  dropping  more  on  dining 
out,  too.  Cindy  Won,  marketing  manag- 
er at  Yung  Kee,  a  top  restaurant,  says 
customers  are  spending  about  20% 
more  than  they  were  a  year  ago  on  lux- 
uries such  as  shark's  fin  soup. 

Hong  Kongers  are  flush  with  cash  be- 
cause they've  been  hoarding  their  sav- 
ings for  years.  That  means  there's  plen- 
ty of  purchasing  power  in  reserve,  says 
Tim  Condon,  ING  chief  economist  for 
Asia.  Already,  consumer  spending  ac- 
counts for  55%  to  60%  of  Hong  Kong's 
GDP,  so  if  residents  open  their  wallets 
even  further,  Condon  says,  "there  are 
blue  skies  ahead."  Hong  Kong's  prob- 
lems? They're  still  there.  But  so  is  the 
city's  legendary  resilience.  II 

-By  Frederik  Balfour  in  Hong  Kong 


BRITAIN 


GETTING  INTO  THE 
SWING  OF  PLASTIC 

British  consumers  are  piling  up  debt  Wi 
the  credit-card  binge  bring  a  backlash? 


EW  COUNTRIES  HOLD  A 
candle  to  the  U.S.  when  it 
comes  to  loading  up  on  debt 
to  finance  retail  purchases. 
But  British  consumers  are 
certainly  learning  fast. 
Thanks  to  easier  credit 
terms  and  rock-bottom  interest  rates,  un- 
secured debt  in  Britain  is  soaring,  refi- 
nancings of  home  mortgages  are  way  up, 
and  more  piggy  banks  are  being  cracked 
as  the  savings  rate  falls.  Once-thrifty 
Britons  are  flashing  the  plastic  with  aban- 
don. "Years  ago,  people  setting  up  homes 
would  save  up  to  buy  things,"  notes  Gee- 
ta  Varma,  a  veteran 
staffer  at  the  Consumer 
Credit  Counseling  Ser- 
vice in  London.  "Nowa- 
days, no  one  says: 
We're  saving  up  for  a 
leather  sofa.'  They  say: 
We're  getting  one  this 
weekend.' " 

To  see  the  extent 
Britain  has  embraced 
the  debt-financed  shop- 
ping spree,  look  no  fur- 


SHOPPING  TILL 
THEY  DROP 


BILLIONS  OF  DOLLARS 
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ther  than  the  national  savings  rate,  whic 
has  slid  from  above  7%  as  recently  ; 
2001  to  5.9%  in  the  last  quarter.  That  ma 
be  tame  by  standards  in  the  U.S.— whei 
the  savings  rate  is  a  paltry  1.8%— but  it 
low  for  the  British.  What's  more,  a  recei 
Bank  of  England  (BOE)  study  says  th 
country's  debt-to-income  ratio  double 
between  1995  and  2003,  to  24%.  In  th  1 
past  two  years  alone,  unsecured  borrow i 
ing  has  climbed  by  24%,  to  $308  billio 
(chart).  And  mortgage  debt  has  risen  309 
over  the  same  period,  to  $1.3  trillior 
Some  economists  warn  that  the  easy  cred 
it  party  could  be  called  off  if  interest  rate 
jump,  if  the  housin; 
market   cools,   or 
personal  income  lev 
els  dip.  "There's  a  ris| 
of  a  sharp  downwan 
correction,"  warns  Jon 
athan   Loynes,  chie 
Britain  economist  a 
Capital  Economics,  I 
London  consultancy. 
So    far,    howevei 
the  borrowing  bingi 
hasn't  exacted  mud 
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a  toll.  In  fact,  most  observers  say  it's 
ually  helping  to  stimulate  consumer 
mding,  which  makes  up  about  two- 
rds  of  the  overall  economy.  One  sign  of 

boom:  House  prices  across  Britain 
mbed  an  average  of  15.6%  in  2003, 
3%  in  2002, 13.8%  in  2001,  and  9.3% 

2000,  according  to  Nationwide, 
itain's  fifth-largest  mortgage  lender.  As 
esult,  more  and  more  people  have  tak- 

advantage  of  that  paper  gain  by  ex- 
icting  value  from  their  homes.  The 
)E  says  "mortgage  equity  withdrawal" 
se  to  $24.7  billion  in  the  third  quarter, 
I  from  $20.6  billion  in  the  previous 
ree  months.  Some  observers  are  con- 
iced  the  good  times  will  continue  for 
»w,  citing  a  confluence  of  positive  fac- 
rs  such  as  high  consumer  confidence 
id  faster  growth  in  the  U.S.  Says  Alan 
istle,  Britain  economist  at  Lehman 
•others  Inc.  in  London:  "Consumption 
owth  could  surprise  on  the  upside." 
But  skeptics  say  Britain  is  overdue  for 
gher  interest  rates,  slimmer  pay- 
tecks,  and  the  return  to  earth  of  sky- 
gh  real  estate  values,  all  of  which 
tuld  slow  growth  and  make  it  more 
fficult  for  consumers  to  pay  off  their 
ounting  debts.  In  November,  the  BOE 
it  through  a  quarter-point  increase  in 
e  base  interest  rate,  raising  it  to 
75%— the  first  such  hike  in  nearly  four 
:ars.  Although  many  economists  fore- 
ist  that  rates  will  rise  at  a  gradual  pace 
line  with  inflation,  the  central  bank  is 
peered  to  tighten  a  notch  further  in 
;bruary. 

F  MOUNTING  INTEREST 

iUTISH  CENTRAL  bankers  are  divided 
l  how  serious  a  problem  rising  debt 
vels  may  be.  In  a  recent  report,  the  BOE 
>peared  to  downplay  the  issue,  saying: 
[he  recent  growth  of  unsecured  debt 
is  not  yet  caused  wide-scale  debt  prob- 
ms."  At  the  same  time,  one  of  the 
ink's  deputy  governors,  Sir  Andrew 
irge,  voted  to  raise  rates  again  at  policy 
eetings  in  December  and  January  to 
►ol  off  the  borrowing  binge.  In  Novem- 
jr,  Large  warned  that  "the  level  of  debt 
income  has  risen  significantly." 
If  rates  rise  further  in  coming  months, 
iat  could  slow  the  economy  and  curtail 
come  growth.  But  it  would  be  felt  most 
:enly  in  the  housing  market  Economist 
synes  predicts  house  prices  will  fall 
)%  in  the  next  two  years— which,  he 
Jtes,  "would  have  a  significant  influence 
i  household  attitudes  toward  debt" 
ntil  then,  British  consumers  seem  con- 
nt  to  charge  now  and  pay  later.  ■ 

-By  Laura  Cohn  in  London 


ITALY 


CAUTION:  CREDIT 
CRUNCH  DEAD  AHEAD 

As  a  wave  of  corporate  paper  comes  due, 
Italy's  cash-strapped  companies  are  in  peril 

c 


I 


ITALTRACTOR  IS  THE  KIND  OF 
company  that  has  helped  trans- 
form central  and  northern  Italy 
into  one  of  the  most  dynamic  man- 
ufacturing zones  in  Europe.  In  ear- 
ly 2002,  the  Modena-based  maker 
of  components  for  heavy  equip- 
ment manufacturers  such  as  Deere  &  Co. 
took  advantage  of  rock-bottom  interest 
rates  on  euro-denominated  corporate 
debt  and  issued  $126  million  in  bonds. 
The  notes  were  unrated  but  bore  an  at- 
tractive 6.5%  yield.  Some  3,500  local  in- 
vestors snapped  them  up.  Then  Italtrac- 
tor  ran  into  a  headwind— due  in  part  to 
the  strong  euro.  Now  it  can't  pay  off  the 
bonds  as  scheduled  in  early  February;  in- 
vestors will  probably  have  to  accept  a 
four-year  moratorium  on  repayment. 
That' s  the  harsh  reality  of  Italian  business 
in  the  wake  of  the  collapse  of  Parmalat, 
the  Parma-based  food  and  milk-products 
company.  With  a  wave  of  unrated  bonds 
coming  due,  scores  of  Italian  companies 
may  face  a  payment  squeeze. 


Italian  portfolios  are  stuffed  with 
$17.6  billion  in  unrated  corporate 
bonds,  says  Standard  &  Poor's, 
and  more  than  $4  billion  comes 
due  in  the  next  two  years.  Worse,  since 
Italy's  market  for  unrated  bonds  collapsed 
in  late  2002  after  food  group  Cirio  ran 
into  trouble,  companies  may  find  it  hard 
to  refinance.  Meanwhile,  banks  are  cur- 
tailing new  corporate  loans.  "Parmalat 
came  at  a  particularly  nasty  time  because 
of  the  great  borrowing  needs  in  Italy," 
says  Ruggero  Magnoni,  vice-chairman  of 
Lehman  Brothers  Europe. 

CONFIDENCE  PROBLEM 

THE  PROBLEM  DATES  to  the  late 
1990s,  when  Italy  was  preparing  to 
abandon  its  volatile  lira  for  the  much 
more  solid  euro.  Many  Italian  compa- 
nies turned  from  bank  financing  to 
bonds,  while  at  the  same  time  investors 
seeking  higher  yields  switched  from 
short-term  government  notes  to  unrat- 
ed corporates.  A  number  of  well-known 
names,  including  the  fashion  house 
Versace,  now  have  bonds  coming  due. 
Versace  worldwide  communications  di- 
rector Jason  Weisenfeld  insists  "the 
bond  will  be  paid  on  schedule." 

But  Parmalat  has  severely  dented 
confidence  in  Italian  capital  markets. 
Yields  on  corporate  debt  are  rising  and 
demand  for  new  issues  has  evaporated. 
"There's  a  huge  credit  crunch  coming 
for  Italian  corporations,"  says  Keith 
Mullin,  London-based  director  of  glob- 
al capital  markets  for  Toronto's  Thom- 
son Financial.  There  could  be  a  silver 
lining.  Bondholders  and  banks  are  de- 
manding substantial  restructuring  in 
return  for  fresh  financing.  Italtractor, 
for  one,  has  been  forced  to  hire  a  new 
CEO  and  cut  its  1,700  member  work- 
force by  12%.  Today's  troubles  could 
mean  a  stronger  Italy  Inc.  tomorrow— 
but  the  fix  will  come  at  a  high  price.  ■ 
-By John  Rossant  in  Paris 
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Confessions  of  the  World's  Most  Demanding  ClOs. 

Financial  news  travels  fast. 
It  needs  to  go  faster." 

"The  most  demanding  financial  institutions  in  the  world  rely  on  Reuters 

to  drive  their  trading  applications.  Whether  it's  a  runaway  stock  or 

- 
quarterly  earnings,  it's  Reuters  responsibility  to  make  sure  information 

is  delivered  as  quickly  as  possible.  Markets  are  changing  constantly —  and 

milliseconds  matter. 

"To  keep  this  critical  information  flowing,  our  customers  need  to 
digitally  shake  hands  with  hundreds  of  information  sources  using  Reuters 
Market  Data  System.  HP  helped  migrate  our  system  to  an  open  Linux 
environment  to  reduce  our  customers'  costs  and  improve  their  performance. 

"Partnering  with  HP,  we've  optimized  our  clients'  ability  to  respond 
to  increasing  market  demand  for  information  and  ensured  that  100% 
increase  in  data  volumes  doesn't  translate  into  100%  growth  in  costs. 

"All  of  which  we  at  Reuters  are  very  happy  to  report." 

Make  change  work  for  you.  Visit  www.hp.com/adapt 


Solutions  for  the  adaptive  enterprise. 
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Will  Tony  Blair 
Dodge  These  Bullets? 


THE  COUNTDOWN  HAS  BEGUN  to  Tony  Blair's  High  Noon.  On  Jan. 
27,  the  House  of  Commons  will  vote  on  the  Prime  Minister's 
controversial  proposal  to  nearly  triple  university  fees,  to  about 
$5,400  a  year.  On  Jan.  28,  Brian  Hutton,  a  respected  senior 
judge,  will  release  the  report  of  his  investigation  into 

the  death  of  weapons  expert  David  Kelly.        those  opposing  the  tuition  bill  were  more 


The  government  scientist  killed  himself 
last  summer  when  he  faced  public 
scrutiny  after  being  exposed  as  the  source 
of  a  BBC  story  accusing  10  Downing  St.  of 
"sexing  up"  a  British  intelligence  report 
on  the  dangers  posed  by  Iraq. 

It  would  be  hard  to  overstate  the  perils 
of  this  trial  by  fire.  The  Prime  Minister  has 
no  control  over  Hutton,  who  could  force 
Blair's  resignation  if  he  singles  him  out 
for  responsibility  for  Kelly's  death.  Insid- 
ers say  a  defeat  over  tuition  fees  would 
not  force  Blair  to  resign,  but  a  loss  would 
leave  him  wounded,  unable 
to  control  his  own  party. 

Yet  the  hunch  among 
insiders  is  that  Blair  may 
dodge  these  two  bullets.  If 
so,  he  or  at  least  his  Labour 
Party  would  have  a  good 
shot  at  staying  in  power 
through  the  next  election, 
expected  in  2005.  Taking  a 
pummeling  at  midterm  is 
not  unusual.  Margaret 
Thatcher  was  highly 
unpopular  at  times,  but  she 
was  in  power  for  11  years. 
"Blair  will  probably  never 
be  as  popular  or  trusted  as 
[he  was]  in  the  first  two  or 
three  years,"  says  Peter 
Kellner,  chairman  of  ~~^~ 

pollsters  YouGov.  "But  that  isn't  the  same 
as  saying  he  is  an  electoral  liability." 

Payback  for  Iraq? 

BLAIR  IS  GAINING  ground  in  the  batde 
over  university  fees.  Government  conces- 
sions such  as  boosting  financial  aid  for 
students  from  poor  families  has  changed 
the  minds  of  some  of  the  100  or  more 
Labour  MPs  threatening  to  vote  against 
the  measure.  Revelations  that  some  of 


interested  in  punishing  Blair  for  the  Iraq 
war  than  in  protecting  students  have  also 
helped  him.  Still,  the  vote  could  be  close, 
and  Blair  may  need  a  Tory  or  two  to  give 
him  the  winning  margin. 

No  one  but  Hutton  seems  to  know  what 
the  report  on  Kelly's  death  will  say.  But 
the  betting  is  that  the  judge  will  try  to 
avoid  being  the  instrument  for  deposing 
the  country's  top  elected  official.  He  is 
more  likely,  observers  think,  to  blast 
smaller  fry— Downing  Street  press 
officials,  the  BBC,  and,  possibly,  Defense 
Secretary  Geoffrey  Hoon. 

Even  if  Blair  survives  his 
Jan.  27-28  ordeal,  he  isn't 
likely  to  recreate  his  role  as 
the  walk-on-water  wonder 
of  his  early  years.  His  many 
critics  on  the  Labour  back 
benches  are  no  longer  afraid 
to  challenge  him,  and  he  has 
lost  the  huge  lead  he  long 
enjoyed  over  the  opposition 
Tories.  YouGov's  latest 
survey  found  the  Tories 
leading  Labour  39%  to  38%. 
Having  a  credible  new 
UNPOPULAR  But       leader,  Michael  Howard,  after  two 
Blair  is  likely  to        seemingly  unelectable  predecessors 
keep  his  grip  on       fo^  elevated  Conservative  prospects. 
Yet  Blair  still  has  some  strong 
cards  to  carry  into  the  next  election. 
Britain's  economy  has  grown  every 
quarter  since  Labour  was  elected  in  early 
1997  Labour  "has  kept  everything  on  an 
even  keel,"  says  Virgin  Group  Chairman 
Sir  Richard  Branson.  Many  voters  are 
sitting  on  big  gains  from  the  appreciation 
of  their  houses.  They  may  be  angry  about 
rising  tuition  fees  or  the  Iraq  war.  But 
they  will  think  twice  about  changing 
horses.  Don't  count  Blair  out  yet.  ■ 

-By  Stanley  Reed  in  London 
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GLOBAL 
WRAPUP 

TROUBLE  FOR  ISRAEL'! 
ARIEL  SHARON? 

THE  INDICTMENT  of  a 
prominent  Israeli  businessma 
and  Likud  Party  financial  bad 
could  have  far-reaching 
consequences  for  Prime  Ministf 
Ariel  Sharon  and  his  governme 
On  Jan.  21,  the  state  attorney's 
office  filed  charges  against 
developer  David  Appel  for 
allegedly  bribing  Sharon  and 
Deputy  Prime  Minister  Ehud  01m 
in  the  late  1990s.  The  indictm< 
alleges  that  Appel  tried  to  buy 
influence  with  the  politicians  o 
two  real  estate  deals  by  agreeii 
to  hire  Sharon's  son,  Gilad 
Sharon,  as  a  consultant  for  up 
$3  million.  So  far  Sharon  and 
Olmert  have  not  been  directly 
implicated,  but  the  police  are 
still  investigating  and  have  not 
ruled  out  further  charges. 
Sharon  had  no  comment  Olmt 
denied  wrongdoing. 

TURKEY  WILL  PRESS  ITS 
VIEW  ON  THE  NEW  IRAQ 

THE  FUTURE  of  Iraq  will  be 
high  on  Turkish  Prime  Minister 
Recep  Tayyip  Erdogan's  agenda 
when  he  heads  to  Washington 
to  meet  with  President  George  V 
Bush  on  Jan.  28.  Backed  by  the 
Turkish  military,  Erdogan's 
government  is  strongly  oppose 
to  any  formula  that  would  alio 
substantial  political  and 
economic  autonomy  for  the 
Kurdish  region  in  northern 
Iraq.  Iraqi  Kurds  have 
maintained  a  quasi- 
independent  enclave  since  the 
1991  gulf  war.  Turkey  fears  thai 
a  Kurdish  entity  next  door 
might  stir  up  separatist 
sentiments  among  its  own 
sizeable  Kurdish  population. 
Erdogan  recendy  met  with 
leaders  of  Syria  and  Iran  to  see! 
support  for  his  stance.  The  U.S. 
wants  to  hand  over  sovereignly 
to  the  Iraqis  by  June  30— but 
hasn't  reached  agreement  on 
how  to  form  a  government. 
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NEW  CARS 


'04  DVD  Navigation,  leader,  Totally 
loaded.    Chrome    wheels.    Power 


555-6758!!!' 


04  New!  New!  New! 

Coupe.  Silver  all  the  extras,  chrome 
18"  wheels  Tnp ironic,  CD/Cassette 
Sunroof  ABS  Keyless  entry  Leather 


*04  V-6  Cruise  Control  lease  or  buy, 
Supercharged  engine.  H.K.  sound, 
moon  root.  Spotless  finish  This  car 

has  <t  all!  555-6712 

'04  Midnight  Blue,  silver  int. 
Power  everything.  Limited  edition 
This  car  was  made  (or  you!  CARS! 

iRSI  555-6943 
Q  '04  Drive  this  home  today! 
w  Last  one  on  the  lot!  Great 
Financing  Red  Coupe  w/tan  int. 
Air/CD/Auto  All   power   e. 

Sunroof.    Tinted    glass. 

'04  Magna  red/  stone,  V6,  phone 
panorama  roof,  keyless  entry,  sport 
package,  comfort  package,  loaded. 
Drive  the  car  of  your  dreams! 


CA 
'04  i 
CO  4w 


ate!  Dark  uret'i  Tar 
de  tires.  AT  A/C,  PS. 

racv  Great  Financing!  Call  555-1333 


'04  drive  home  this  black  beauty, 
Espresso  leather  int.  V6.  PS,  tilt,  auto 
matic,  hard  top,  8  speakers  multi  disc 
CD.  fully  loaded,  only  one  left  on  the 
lot!  555-6674 


'04  DVD  Navigation,  leather,  Totally 
loaded.  Chrome  wheels.  Power 
everything.  Priced  to  sell!  Call  today 
555-6758!!!! 


04  New!  New  !New 


Iff'  wheels  Triptronic,  CD/Cassette 
555-0099 


'04  V-6  Cruise  Control  lease  or  buy, 
Supercharged  engine,  H.K.  sound, 
moon  root  Spotless  finish  This  car 
has  il  all!  555-6712 


'04  Midnight  Blue,  silver  int. 
Power  everything.  Limited  edition 
This  car  was  made  for  youl  CARS! 
MRSCARS!_555j8?4? 
'04  Magna  red/  stone.  V6.  phone 
panorama  roof,  keyless  entry,  sport 
package,  comfort  package,  loaded. 
Drive  the  car  of  your  dreams!  CARS! 
CARS!  CARS!  5551239 


'04  convertible  with  black  top  This 
jewel  has  all  of  the  toys,  Privacy  glass, 
power  everything  Rear  view  camera 
and  DVD  Call  before  it's  gone!  555- 
7772 


'04  Excellent  car  for  you!  A/c 
Power  doors  and  locks.  Loaded 
Mewing  sale.  Must  go.  555-3423 

*'04  Closeout  sale!*  Dark  green 
Tan  interior  x-tra  wide  tires.  ATTA/C. 
PS.  CD  Wd,  leather  Tilt  cruise,  root 
rackJSreat Finanqng!  Call  555-1333 
ml  '04  drive  home  a  black  beauty. 
Espresso  leather  int.  V6,  PS,  tilt, 
automatic,  hard  top.  8  speakers  mult) 

disc  CD  fully  loaded,  onlv  one  left  o^ 

the  lot!  555-6674 

'04  New!  New  '.New!  Gout 

all  the  extras,  18"  wheels  Triptronic 

CD/Cassette  Sunroof  A8S,  Keyless 

entry555-OO90 

Last  one  on  the  iot!  Great  Financing 

Red  Coupe  w/tan  int.  Air/CD/ AuloAfl 

power  everything.  Leather,  Sunroof, 

tinted  glass, ABS 555-0099 


NEW  CARS 


'04  V-6  Cruise  Control  lease  or 
buy.  Supercharged  engine.  H.D 
CD/sound,  moon  roof.  Financing. 
Spotless  finish  This  car  has  it  all! 

•  •*•  555-6712  •••  * 
WMidhTghT'Bluer'slfver  int! 
Power  everything.  Limited  edition 
This  car  was  made  for  you!  CARS! 
CARS' CARS!  555^943 
'04  Drive  this  home  today!  Last 
one  on  the  lot!  Great  Financing  Red 
Coupe  w/tan  int  Air/CD/Auto  All 
power  everything   Leather  Sunroof 
tinted  glass.  ABS  555-0099 
'04  Magna  red/  stone,  V6,  phone 
panorama  roof,  keyless  entry,  sport 
package,  comfort  package,  loaded. 
Dnve  the  car  of  your  dreams!  CARS1 
CARS!  CARS!  555-1239 


0*04  convertible  with  black  top 
This  jewel  has  all  of  the  toys. 
Pnvacy  glass,  power  everything  Rear 


*04  Excellent  car  for  you!  A/C 
Power  doors  and  locks.  Loaded 
Moving  sale.  Must  go .  555-3423 

♦'04  Closeout  sale!  Dark  green 
Tan  interior,  X-tra  wide  tires,  AT, 
A/C.  PS.  CD  4w/d.  leather  Tilt  cruise, 
roof  rack.  Great  Rnanci ng!  555-13 33 
'04  drive  home  this  black  beauty, 
Espresso  leather  im.V6.  PS,  tilt,  auto- 
matic, hard  Top.  8  speakers  multi  disc 
CD,  fully  loaded,  only  one  left  on  the 

GREAT  TERMS!"  LOW  PAYMENTS' 
Trade  in  your  old  car  for  one  of  our 
new  ones.  All  models  fully  loaded,  all 
colors  available.  Call  555-9376 


SUV  BLOWOUT!  Great  prices  on  all 
W  models.  All  trade-ins  accepted 
You'll  love  our  low  finance  rates.  Find 
your  dream  SUV  today!  555-3057 


*04  convertible  with  black  top  This 
jewel  has  all  of  the  toys.  Pnvacy  glass, 

Bawer  everything  Rear  view  camera, 
VD  Call  before  Its  gone!  555-7772 


*04  EXCELLENT  CAR  FOR  YOU! 

A/C  Power  doors  and  locks.  Loaded 

O  Moving  sale.  Must  go.  O 

555-3423 


D4  Hardtop  Convertible  Auto. 
criMse,  pw,  Six-speed,  CD  and  more! 
Ail  for  a  low.  low  pnee.  Get  it  before 
irsgow.  Call  «5-3846 
LEASE  OR  BUY!*  W  Silver  sedan! 
moonroof.  pert,  tires,  navt  system, 
custom  audio  system6-speed  V-6. 


Ail-new  Luxury  Sedan.  3.5  V6 

engirt*,  automatic,  power  wmoows, 
power  door  kxks,  tilt,  cruise,  air  con- 
ditioning. 15"  alloy  wheels,  AM/FM 
with  CD  player  head  curtain  side  air 
bags  and  more!  Get  this  red  hot  deal 

today!  555-1831 

Cant  afford  a  new  car?  Our  con- 
sultants tailor  your  deal  to  fit  your 
financial  needs.  Get  a  new  sedan, 
coupe  or  SUV  with  payments  you  can 
deal  with.  555:5254 
Get  $2500  cash  back  on  every  "04 
in  stock!  For  your  lowest  price,  call  us 
at  55S-2720. 


Who  knows  where  the  great  deals 
on  new  cars  are?  We  do!  The/re 
here!  Get  u4  gas/diesel  2wd/4X4's 
with  our  discount  plus  factory  rebate. 
Only  at  this  savings.  Get  in  your  old 
car  now  and  come  on  down.  555- 
3006. 

©World's  greatest  Tent  Sale!  Gel 
an  W  car,  truck  or  SUV  and  you'll 
have  no  payments  lor  90  days  On 
approved  better  than  average  credit. 
You  wont  believe  these  low  lease 
■ 


Auto  Bonanza!  0%  Financing  on  all 
2004  sedans  on  approved  credit  Best 
selection  in  the  area!  Call  us  lor  your 
best  price  at  555  3501 


•  Year  End  Clearance  Event.  • 

■04  SUV  6-cyl  engine.  Auto  Trans.  Air 

Cond.,  Power  Windows.  Power 

Locks,  Cruise  Control,  Tilt  Wheel. 

xmxxx  Call  555-3739  xxxkx 

New  TM  SUV.  V6.  Auto,  Front  and 

Rear  Air,  AM/FM  CD  and  more!  1  at 
lowest  pnee.  others  at  similar  sav- 
ings. Check  it  out  today.  555-5391. 

Open  during  construction!  We're 

remodeling  to  serve  you  better  No.vs 

the  time  to  get  the  best  deals  on  a 

new  car.  You  name  it,  ,ve  stock  it.  555- 

5759. 

Get  S200  worth  of  gas  with  every 

new  car  purchase  For  a  limited  time 

only!  Well  put  you  in  the  new  car  you 

never  dreamed  you  could  afford.  555- 

3216_ 

New  04  automatic  sedan  at  an 

incredible  pnee  Buy  or  lease  wrth  $0 

down.  Auto,  leather,  V6,  Full  Power, 

Top  of  the  Line  Only  2  at  this  price  so 

call  now.  555-3303. 


♦  Brand  new  just  in!  SUV  with  5 
star  safety  rating  V6,  auto.  AC, 
AM/FM  CD  and  more!!!'  Net  sales 
price  after  factory  rebate  and  incen- 
tives is  so  lew  Dont  let  this  dream 
machine  get  away.  555- 1360 
Escape  from  your  current  tease  or 
loan.  Your  new  car  is  a  new  '04  semi- 
luxury  sedan  with  auto  transmission. 
Wit/charcoal,  equipped  with  premi- 
um  spcrti  package. 


The  Time  to  buy  or  lease  is  now  at 
our  Close  Out  Event.  These  models 
wont  last  at  these  prices.  New  wag- 
ons, soft  top  convertibles,  monster 
trucks-we've  got  it  all.  555-1415. 


"04  silver/gray  sedan,  custom 
wheels,  moonroof,  premium  sound 
system.  We'll  match  or  beat  any  com- 
petitor's current  advertised  price  or 
offer  on  any  vehicle  m  stock.  555- 

4533. 

1*1  DONT  MtSSTHSONHr*! 

Luxury  04  minivan,  V6,  Auto.  7-8 

pass,  LS.AIloy  wheels,  cruise  Great 

low  price!  Family  owned  and  operat 


Drive  your  dream.  New  luxury  04 
sedans  and  coupes,  fully  loaded  and 
ready  for  you  to  take  home.  Free  oil 
changes  for  life  with  every  new  car 
purchase  555-5229.  


'04  sedan.  The  beauty  has  AC  Single 
CD,  rear  spoiler  and  many  other 
options.  With  the  largest  inventory  in 
the  area,  youll  pay  less!  555-5520. 


OCome  test  drive  this  all-new 
04  coupe.  V6LAT,  AC,  PS,  PW.  PL. 
tilt  CC  AM/FM  CD.  alloys  Gt;t  mori: 
than  a  good  deal.  2  at  this  low  low 
price  so  dont  let  this  one  get  away. 

555:0121, _„__ 

Owned  by  a  customer,  not  a  car 
dealer.  New  W  truck  that  has  it  all. 
6-cyl.,  Auto  Trans,  Air  Cond.,  Power 


Somewhere 

Between 

New  And  Used 

Is  Lexus 

Certified 

Pre-Owned. 


USED  CARS 


'00  Convertible  with  all  the  bells 

and  whistles,  you  must  see  this 

baby.  Turbo.  12&  miles  Grttn  on  6eKje 

555^1255 

'99  Super  clean!!! 

runs  great.  Silver/Blk  leather,  chrome 

wheels,  power  everything,  5  speed 

fu"y  loaded  555-9899 
'98  6  speed  manual  tran 
Loaded!    Aluminum     trim      moon 
Roadster,  ant)  lock  brakes.l9k  miles. 
One  owner  New  trade  in.  555-1222 

■■♦'03  must  sell.  Pnced  to  move. 
Blue/  blk  all  the  extras,  low  mile*,  5 
sped  555-9988  W  Sunroof.  CD.  fully 
loaded  Leather  temp  control  seats 

Black  on  Btack,A/C,  Sport  Pkg  NEW 

CARS  4YOU  555-1214 
1991  COUPE  -Has "warranty"'"'" This 
two  door  vehicle  includes  Low 
Mileage.  Power  Steering,  Power 
Brakes,  Power  Door  Locks,  Power 
Windows.  Power  Driver's  Seat,  Power 
Passenger  Seat,  AM/FM  Stereo 
Radio,  Cassette  Player,  Tnp  Odometer. 
andTachometer.  My  dream  car  can  be 
yours!  555  7733 

01  Sports  Wagon.  Premium  pack- 
age. SdVv  S300G  in  registration1  Only 

2800  miles!  Why  buy  f5EW  when  this 
is  so  much  better?  Way  below  blue 
book.  This  car  is  perfect!  555-2256 
AVERY  CLEAN  -02  CAR!  -  Sspd,  rrht; 
full  power,  tilt  cruise,  cass.  traction 
control,  dual  power  seats,  spoiler  and 
4  NEW  tires  Locally  owned,  no  acci- 
dents -  looks  perfect  and  drives  the 
same!  Mechanic's  inspection  wel- 
come. Financing  available  -  for  more 

MLWELMEm 

This  one's  got  everything!!!!!  Late 
model  red4-dooi  sedan  -.vith  Traction 

Control.  ABS,  All  Power.  AM/FM/CD, 
Premium  Sound  System,  Dual  DVD 
Screens  with  headphones.  Leather, 

Dual  Power-Heated  Seats,  W/Rear 
Spoiler.  Dark  Window  Tint.  Premium 

Wheels  &  Tires,  and  Much  More!!!! 

*  LOW  MILES  * 
.  ...  CALt:_5_55:3SS9 

2003  Sports  Coupe  *  Balance  of 
Factory  Warranty!  *  This  late  model 
vehicle  features  Power  Dover's  Seat. 
AM/FM  Stereo  Radio,  Trip  Odometer, 
A/C,  Tilt  Steenng  Wheel,  and  Cruise 
Control.  We'll  guarantee  you  our  low- 
est "No  Hassle.  No  Haggle''  price, 
right  over  the  phone!  Call55S-0B93 
Need  a  car?  We've  got  used  cars 
with  low  miles.  Many  makes,  many 
models.Your  good  credit  will  put  you 
in    one    today.    Call    FORECLOSED 

MOTORS  at  555-0844. 

Ol"  Sport  Wagon  V6,  22K  mi, 
loaded,  black.  Ithr  mt^  CD.  auto,  war- 
ranty. Call  for  low  pnee  today  555- 
3356 

•  -9S  SPORTS  SEDAN  • 
V6, 1  owner  Auto.  PL  &  W  loaded 
immaculate.  Low  mileage.  Must  sell 

CALL  555-3262. 
"97  coupe.  6.5  k  mi  Auto.  AC.  r*W  & 
L,  loaded,  immaculate,  remaining 
warranty  included  Long  term  financ- 
ing on  approved  credit.  555-3282 
Luxury  "03  SUV  w/  nav.  Prior  dealer 
demo.  Only  10K  miles  on  this  baby  1 
at  this  pnee  Fully  loaded,  blk  on  oik. 

3301. 
'02  coupe  4  sate. This  car  is  an  auto- 
matic, has  great  a/c  and  heat.  Its  a  2 
door  coupe  and  drives  well.  Tires  are- 
good,  no  rust  and  no  engine  prob- 
lems. 24k  miles.  Must  see  to  appre- 
ciate. 555-3430. 

1998  Luxury  Car.  Powered 
Everything;  front  seats,- -Window- 
Mirror  Etc.  Fully  Loaded.  Heated 
Seats,  Leather  Interior.  Speakers,  CD, 
Tape,  AM-FM.  V6,  Low  50000  Mi.. 
Moonroof,  Climate  Control.  Clean, 
Beige.  Very  Dependable  Car, 
Exc.Cond.Xike  new  Inside  and  out- 
side, 1  Owner,  Great  Deal,  Best  offer. 

555-3563. 

"86  Classic  Sports  Car.  Garage  kept 
all  the  time!  Great  condition,  runs 
great'  Only  3.000  miles.  Call  for 
appointment  and  take  it  for  a  spin. 
555-3591 

HI  Silver  Roadster.  Sspd  manual 
transmission.  Front  Wheel  Dnve 
Convertible.    CD    Changer.    Sport 


USED  CARS 


There  should  be  a  section  in  the  paper  for  cars  that  aren't  quite  new  and  aren't 
quite  used.  That  section  would  be  for  Lexus  Certified  Pre-Owned  Vehicles.  After 
undergoing  a  thorough  inspection  and  reconditioning  process,  each  Certified 
Pre-Owned  Lexus  comes  with  an  impeccable  warranty  and  the  prestige  of  the 
Lexus  ownership  experience.  You'll  find  peace  of  mind  knowing  the  previous 
owner  wasn't  a  person,  it  was  a  company.  The  previous  owner  was  Lexus. 


CERTIFIED 

O  trued 


ONLY  AT  YOUR  LEXUS  DEALER 


2000  Blk/om  sedan.  Ptrtect  condi- 
m,  has  some  extra  options. 
Low  miles   Pnee  is  negotiable.  Call 
SS5-1434  , 

"99  Coupe.  29000  mites  Light  Gray 
Int. Silver  Ext.,  6-Speed  Trans., 
Memory  Package,  Climate  Control, 
p/w  Windows,  p/w  Locks,  Dual  6- 
way  p/w  Memory  Seats,  Cruise.  Tilt, 
Sound  System,  Dual  Airbags  ABS. 
Tinted  Windows,  Keyless  Entry 
Remote  w /Alarm.  Chrome  Wheels. 
Always  Garaged  Kept.  Dealer 
Serviced.  Accident  Free,  Have  AH 
Maintenance  Records  Non-Smoker  & 
In  Excellent  Condition  555-5554 

♦  1953  Pick-up.  finished  in  bur- 
gundy with  black  interior  and 
nicely  finished  bed.  Very  onginal  look- 
ing but  has  a  very  smoolrt  running 
327  V8  with  auto  trans.  This  car  realty 
drives  great!  Low  miles  555-5574. 

V-mblue'storts  WAGON.  • 

Leather  tnm,  2.4L,  4  cylinder  16V 
I  speed  automatic  transmis 
s«on.  front  and  side  airbags,  air  con- 
ditioning, speaker  sound  " 
power  steering,  brakes,  windows, 
driver  seat,  moon  roof,  doors  locks 
and  mirrors  5  year  extended  war- 
ranty from  October  2001. 
•  Showroom  condition  • 
LESS  THAN  3000  MILES! 
!!!!CALL  555-6405!!!! 
1991  Convertible.  Leather  Interior 
Extra  car  now,  want  to  sell.  Needs 
work.  Call  for  derails.  116,000  miles. 
555-7315 

"99  Compact  Car.  Front  Wheel 
Drive,  Air  Conditioning, Power 
SteennaPower  Windows,Power  Door 
Locks.  Tilt  Wheel,  Cruise  Control, 
AM/FM  Stereo  Cassette.  50,701 
miles.  Perfect  to  park  in  compact 
spaces.  Call  555-9080. 


1990  Sedan.  AC,  4  x  4,  CD  Player,  5- 
speed.  Great  Condition.  99.000  miles. 
Call  555-1721. 

2003  Van  Come  down  to  Wheel-O- 
Rama  Used  Cars  and  test  drive  this 
beaut.  Silver,  26.847  Miles  Minivan, 
3.3  liter  6  cyl.  We'll  make  you  a  deal 
vou  cant  pass  up.  SS5-8402. 


Qt)l  Red  Sport  Wagon.  Smoke 
^'free,  Power  Windows,   Power 
Mirrors,     Power     Locks.     Power 
Steenng     Cruise    Control.     Dual 
Climate  Control,  Rear  AC,  Tilt  Wheel, 
Dual  Airbags.  Keyless  Entry/Alarm, 
ABS,  Roof  Rack,  AM/FM  Cass,  2  child 
car  seats.  Pnvacy  Glass,  39,000  Miles. 
Deatei  Serviced,  Regular  On  Changes, 
Maintenance  Records,  Very  good  con- 
dition, We  have  a  large  family  and 
need  a  larger  vehicle.  555-2232 
02  red/blk  sedan,  4  doors. 
Automatic  A/C.  Heating,  AM  FM 
Stereo,  Tape  player  and  too  much 
more  to  let.  15.000  miles. 
For  more  information 

Limited  production  2002  Coupe. 
Never    Registered!!!    Needs    good 
home.  Can  ship  nationwide!!!    Only 
2000  miles.  Gill  555-4426 
♦♦♦  2000  Economy  Sedan  ♦♦♦ 
This  car  runs  great  and  is  in  great 
condition  inside  and  out  It  is 
exlren>ely  clean  and  the  body  is 
straight  Trv;  tires  are  new,  only 
15000  miles  on  them  and  they  have 
a  70000  mile  warranty.  Super  cold 
AC,  AM/FM  cassette,  cruise  control. 
Great  gas  mileage,  awesome  com- 
muter car!!  If  you're  interested 
please  call  555-2825. 


•89  2-door  Coupe.  Only  106K 
Miles,  CD  Player,  Sspd,  New  tires  6 
months  ago,  30+  MPG.  Light  Blue, 
Runs  Great,  Great  Commuter!  I'm 

selling  this  cheap  because  I  am 


e    x    u     s 


C   P  o 


"93  g/n/gry  minivan.  Excellent  con- 
dition, rebuilt  transmission,  dual  A/C, 
built-m  child  seats,  gold  tnm,  pwr 
windows /locks.  85K  miles.  555- 
3133, 

2003  Convertible.  Fully  loaded,  only 
9K  miles!  Call  555-7135. 


2003  Luxury  Sedan.  Loaded, 
Loaded,  Loaded  with  every  option. 
Purchased  new  in  2003.  Call 
Us  NOW  555-3S56 


•  -98  CONVERTIBLE  * 

5  speed.  Full  transferable  factory 

warranty  until  75k.  68.000  miles. 

White/brn  brand  new  top.  I  am  a 

mechanic  so  everything  works  great 

MUST  SEE  MUST  SELL. 

555-4576. 


^7  Coupe.  Auto,  AC.  dual  airtags, 
alloy  wheels,  cassette,  rear  delrosler- 

LOADED'  Priced  belo.-i  blue  book  lor 
quick  sale  NICE!  Only  116.000  miles. 
Call  IB  at  555-6097. 


02  Compact  2  Doors,  cd  player, 
alloy  wheels,  automatic,  cool,  last  car 
to  drive  around  in.  Low  miles.  For 
more   inlormation   please   us  call 

today  01  55S;1M0_ 

•95  beige  sedan.  Leatheccruise  con- 
trol, am/lm  cassette,  air  condition- 
ing, p/w,  p/d,  power  seats,  custom 
paint,  dvd  too  much  to  list.  Call  lor 
more  into  555-4218. 


♦  2003  Sportscar.  Has  A  low 
7.000  Miles.  Black  w  Leather 
Interior;  20r.  8cyl.  400HP  Upgraded 
Exhaust.  Fully  Loaded  With  AM/FM 
Radio  w/6  Disc  CD  Changer,  Alloy 
Wheels,  ABS.  Tilt  Wheel 
Entry,  Alarm,  Dual  Airbag:.,  Tinted 
Windows.  Power  Windows.  Locks. 
Mirrors.  Steering  &  Dnver  Seat.  A/C. 
Cruise.  Traction  Control,  Still  Has 
Warranty.  Only  One  Owner  Cobra, 
Garage  Kept  w/Car  Cover.  Accident 
Free.  Dealer  Serviced  w/Records, 
Non-Smoker.  Clean,  Still  Brand  New 
w/Low  Miles!1  555-0452. 

♦  ^5  Hstchbai 
tained,  Automatic  transmission. 
79k  miles!  Several  new  parts  tuning 
belt,  transmission,  spark  plugs,  tires, 
oil  and  filler  etc  Very  reliable  -  good 
gas  mileage,  in  very  good  condition. 
years  of  Me  leit'    Need  to  sell  ASAP 


Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  traffic  laws  and  drive  responsibly.  ©2003  Lexus 


Corporation  Strategies 


AFLAC:  Its  Ducks 
Are  Not  in  a  Row 

The  hit  from  Parmalat  bond  holdings 
raises  questions  about  its  investing  style 


ESPITE  ITS  OUT-OF-THE- 
way  perch  in  rural 
Columbus,  Ga.,  a  small 
Southern  town  better 
known  for  textile  mills 
and  the  massive  Fort 
Benning  military  base, 
AFLAC  Inc.  has  been  a  financial  dynamo. 
Over  the  past  decade,  the  health  insurer, 
with  $11.3  billion  in  revenues,  has  been  the 
envy  of  the  insurance  industry.  That  has 
been  due  to  its  success  in  Japan,  where 
years  ago  it  persuaded  the  government  to 
allow  it  to  sell  supplemental  cancer  insur- 
ance to  a  health-obsessed  populace,  and 
more  recently  to  a  surge  in  its  historically 
slow  U.S.  business,  thanks  to  the  jokey  TV 
ads  featuring  a  dyspeptic  duck.  Indeed, 
since  1992,  operating  income  has  more 
than  tripled  to  an  expected  $968  million  in 
2003— a  performance  that  earned  it  the 
No.  41  slot  on  the  BusinessWeek  50  rank- 
ing of  top-performing  companies. 

But  suddenly,  things  aren't  all  ducky  at 
AFLAC.  In  mid-December,  the  conserva- 
tively run  company  stunned  Wall  Street 
with  the  news  that  it  held  $428  million  in 
bonds  from  the  scandal-ridden  Italian 
dairy  giant,  Parmalat.  That  was  nearly  a 
quarter  of  the  Parmalat  bonds  held  by  all 
U.S.  insurers.  The  upshot:  AFLAC  took  a 
$257  million  loss  that  will  slash  fourth- 
quarter  earnings. 

GROWING  WORRIES 

WHILE  AFLAC  INSISTS  the  Parmalat 
blunder  was  a  one-off  event,  it  raised  new 
questions  about  the  company's  investment 
practices.  None  of  the  bond  rating  agen- 
cies downgraded  the  insurer  or  flagged  it 
for  a  possible  future  downgrade,  and  it  re- 
mains one  of  the  better-capitalized  in  the 
industry.  Still,  analysts  worry  that  AFLAC 
could  be  sitting  on  other  Parmalat-size  po- 
sitions in  shaky  companies— especially  in 
Japan,  where  it  generates  75%  of  operating 
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income  and  holds  78%  of  its 
investment  portfolio.  "We 
have  more  concern  going 
forward  over  their  invest- 
ment philosophies  regard- 
ing concentration  of  risk," 
cautions  Shellie  A.  Stoddard, 
a  credit  analyst  at  Standard 
&  Poor's  Ratings  Services. 

What's  worse,  the  Parmalat  news 
comes  amid  growing  worries  on  Wall 
Street  about  a  slowdown  in  AFLAC's  U.S. 
business,  which  focuses  on  signing  up 
small-business  employees  for  supple- 
mental accident  and  medical  coverage. 
While  total  U.S.  revenues  rose  16.3%,  to 
$2.2   billion,   through   the    first   nine 


The  Best  Performers 


months  of  2003  on  the  strength  of  inve 
ment  gains  and  its  existing  book  of  bu 
ness,  sales  of  new  policies  rose  just  4.5 
to  $783  million.  And  AFLAC  has  signal^ 
that  new  sales  in  the  fourth  quarter 
be  flat— a  sharp  comedown  from  the  28 
growth  in  new  policyholders  it  enjoyed 
recently  as  three  years  ago.  Yet  AF 
now  has   16,700   "producing"   age 
(those  still  actively  selling  policies) 
most  double  the  number  in  1999.  So 
analysts  fear  that  unless  it  manages  the 
better,  overall  growth  will  suffer.  The  U. 
generates  only  25%  of  AFLAC's  operatir 
income,  but  has  accounted  for  52% 
new  sales  growth  in  recent  years,  as  ne 
insurers  have  filtered  into  the  Japane 
cancer  market. 

•"^H  Chief  Executive  Offic 
i  Daniel  P.  Amos,  along  wii 
all  other  AFLAC  executive 
declined  to  comment  ahea 
of  the  company's  Feb. 
i  earnings  release.  But  la; 
October,  Amos  was  resolui 
that  the  U.S.  still  represem 
a  "huge  and  underpenetra 
ed  market"  for  AFLAC's  supplement; 
products  and  that  "it's  just  a  matter  ( 
time"  until  AFLAC  regains  momentui 
here  at  home.  He  dismissed  the  salt  i 
slump  as  a  short-term  issue.  But  som  f 
AFLAC  agents  are  worried.  Many  of  th 
dozen  or  so  interviewed  by  BusinessWet 
complain  that  a  number  of  new  hires  aila 


CEO  AMOS 

Facing  slower 
U.S.  sales 


AFLAC  Takes  a  Spill 

The  high-flying  insurer  will  survive  its 
Parmalat  hit  but  isn't  out  of  the  woods  yet: 


PORTFOLIO  MIX  AFLAC  still  holds  more 
than  $750  million  of  shaky  bonds  in 
such  companies  as  Levi  Strauss  and 
Ahold.  And  its  Japanese  corporate- 
bond  holdings  expose  it  to  that 
country's  deflationary  economy. 


DOMESTIC  MARKETS  While  business  in 
Japan  remains  solid,  growth  has 
continued  to  slow  in  sales  of  U.S. 
policies,  most  of  which  are  aimed 
at  small  businesses. 


SALES  FORCE  The  insurer  has  ramped 
up  its  U.S.  sales  force  in  recent  years. 
But  new  agents  sometimes  lack  the 
training  to  be  effective. 


esh  out  of  college  with  no  insurance  ex- 
erience.  They  add  that  the  company  of- 
xs  too  little  training— and  that  the  result 

a  herd  of  agents  all  calling  on  the  same 

usinesses.  "It's  like  40  people  trying  to 

lase  a  mouse  in  a  12-by-12  room,  and 

lat  mouse  is  the  client,"  sighs  one  inde- 

endent  agent  in  Lubbock,  Tex.  He  notes 

lat  the  deluge  of  uncoordinated  sales 

ills  has  prompted  some  companies  to  re- 

ise  even  to  speak  to  AFLAC 

zents  anymore.  Til  P  1  n  CI  1  rpr 

The  domestic  turmoil,  in 
ict,  is  largely  why  Credit 
uisse  First  Boston  analyst 
homas  G.  Gallagher  low- 
red  AFLAC's  stock  rating, 
[is  recent  survey  of  about 
)0  of  AFLAC's  U.S.  agents 
Iso  revealed  concerns  over 
le  fallout  from  the  hiring 
inge.  "Our  sense  is  that 
lere  are  no  signs  of  a  turnaround  head- 
lg  into  2004,"  says  Gallagher,  who  on 
in.  5  lowered  his  rating  on  AFLAC's  stock 
om  "neutral"  to  "underperform."  He 
Iso  warned  that  AFLAC's  shares,  now  at 
bout  35,  could  be  worth  no  more  than  32 
'  annual  profit  growth  slows  from  the 
0%  in  2003  to  the  17%  he  expects  this 
ear— and   15%   or   less   subsequently. 


has  78%  of 
its  portfolio 
in  yen-based 
assets 


AFLAC's  answer?  It  is  scrambling  to 
improve  its  U.S.  sales  operations  with  bet- 
ter oversight  and  more  rational  sales  ter- 
ritories. And  it  is  trying  to  reassure  in- 
vestors that  its  investment  management 
is  sound.  Chief  Investment  Officer  Joseph 
W.  Smith  Jr.  has  said  that  unloading  Par- 
malat bonds  as  soon  as  they  were  down- 
graded to  junk  status  showed  that  "our 
tolerance  for  below-investment-grade  se- 
curities has  not  increased."  By  selling  at 
the  first  whiff  of  scandal,  AFLAC  saved 
big.  It  sold  the  bonds  at  40$  on  the  dollar, 
twice  their  price  just  days  later. 

Some  investors  are  willing  to  give 
Smith  the  benefit  of  the  doubt  for  now.  Af- 
ter all,  he  reaped  praise  for  avoiding  posi- 
tions in  WorldCom  Inc.  and  Enron  Corp. 
He  also  steered  clear  of  the  collapsing  real 
estate  and  equity  investments  that  have 
laid  low  so  many  Japanese  insurers.  With 
just  $62  million  in  investment  losses 
since  2001,  "they'd  gotten  through  a  pret- 
ty rough  period  unscathed,"  marvels 
James  Edelman,  an  analyst  at  Dallas' 
Highland  Capital  Management  LP, 
which  holds  2.4  million  AFLAC  shares. 

The  Parmalat  affair  has  nevertheless 
raised  concerns  about  why  AFLAC  takes 
such  outsize  positions  in  its  bond  portfo- 
lio. AFLAC  insists  that  such  big  stakes  are 
unavoidable.  It  keeps  a  huge  portion  of  its 
$38.7  billion  portfolio  invested  in  yen-de- 
nominated assets  to  prevent  currency 
swings  from  hurting  shareholder  equity 
and  AFLAC's  ability  to  pay  out  claims. 
There  are  few  attractive  investments  in 
Japan's  deflationary  economy,  so  AFLAC 
bets  big  when  it  finds  one.  Its  choices 
have  generally  worked  out,  but  analysts 
note  that  AFLAC  is  holding  $1.1  billion  in 
bonds  from  just  two  Japanese  finance 
companies,  as  well  as  billions  more 
where  it  opted  to  buy  out 
entire  bond  issues.  AFLAC 
also  has  more  than  $750 
million  in  bonds,  which 
have  slipped  into  junk  sta- 
tus, from  companies  such 
as  Ahold,  KLM  Royal  Dutch 
Airlines,  Royal  &  Sun  Al- 
liance Insurance  Group, 
and  Levi  Strauss.  Another 
corporate  meltdown  could 
sap  investors'  faith. 
Clearly,  Amos  and  his  team  have  their 
work  cut  out.  Overseas,  AFLAC  is  going 
with  what  it  knows— its  trademark  duck 
keeps  selling  insurance,  even  on  Japanese 
TV.  That  might  sell  more  policies  there. 
But  it  may  take  a  goose  at  home  to  keep 
this  company  frying  high.  ■ 

-By  Dean  Foust,  with  Michael  Eidam,  in 
Atlanta  and  with  Brian  Bremner  in  Tokyo 
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COMMENTARY 


BY  STAN  CROCK 


'IfYou  Didn't  Come  Over  on  the 
Mayflower,  You  Can't  Get  a  Clearance 

In  a  rush  to  tighten  security,  the  U.S.  risks  losing  its  high-tech  edge  in  defense 


WHEN  AN  INDIAN-BORN 
engineer  at  a  U.S.  defense 
contractor  recently  sought 
to  upgrade  his  security 
clearance  to  top  secret,  it 
should  have  been  routine.  After  all,  he  had 
been  an  American  citizen  for  40  years  and 
had  an  unmblemished  record  for  the  two 
decades  he  held  a  lower-level  clearance. 
But  in  September,  according  to  people 
familiar  with  the  case,  the  Defense  Office  of 

Hearings  &  Appeals  (DOHA)  not  only  rejected  the  engineer's 
application  but  also  yanked  his  older  clearance.  Why?  The  en- 
gineer, who  is  appealing  the  decision,  has  retired  siblings  living 
in  India.  In  such  cases,  the  Pentagon  fears  a  foreign  govern- 
ment could  threaten  the  family  and  pressure  the  American  to 
hand  over  classified  data.  Yet  the  engineer  had  a  clearance  for 
years  when  members  of  his  family  worked  for  the  Indian  gov- 
ernment and  the  risk  of  a  harmful  disclosure  was  greater. 

The  engineer's  plight  is  no  aberration.  A  BusinessWeek  analy- 
sis of  more  than  1,600  security-clearance  appeals  decisions  over 
the  past  four  years  shows  that  the  number 
of  clearances  denied  because  of  relatives 
abroad  is  up  twelvefold,  from  14  in  2000  to 
an  annual  rate  of  170  in  2003.  Some  of 
those  decisions  are  later  reversed  on  ap- 
peal. Even  so,  experts  say  the  tally  of  de- 
nials may  grossly  understate  the  problem, 
because  there's  no  public  record  of  rejec- 
tions that  aren't  appealed. 

America  the  Wary 

WHY  THE  SHIFT?  AMONG  the  reasons  are 
the  war  on  terror,  suspicion  of  economic 
espionage  by  otherwise  friendly  allies,  and 
hyped  charges  of  technology  theft  by  Chi- 
na, which  is  regarded  as  having  interests 
mimical  to  the  U.S.  But  now,  some  indus- 
try and  government  officials  and  lawyers 
whose  clients  have  been  turned  down 
wonder  if  the  result  is  an  arbitrary,  almost 
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chaotic  review  process.  "Things  have  gotten  way  out  of  hand< 
says  David  C  Merkin,  a  lawyer  for  a  China-born  database  at  j 
ministrator  whose  application  for  a  secret  clearance  was  denk  s 
in  May  because  he  visited  his  parents  four  times  between  199 
and  1999.  Adds  Pamela  B.  Stuart,  who  represents  workers 
large  defense  companies:  "If  you  didn't  come  over  on  th 
Mayflower,  you  can't  get  a  clearance  these  days." 

The  implications  for  the  nation's  high-tech  edge  in  defent 
are  enormous.  From  1990  to  2000,  the  share  of  science  and  er 
gineering  doctorates  awarded  by  U.S.  universities  to  foreigi 
born  students  rose  from  24%  to  38%,  according  to  the  Natioi 
al  Science  Board.  And  the  American  Mathematical  Society  sa> 
that  foreigners  also  accounted  for  47%  of  the  math  doctoral 
awarded  in  2002-03.  While  foreigners  can't  get  security  clea 
ances,  many  of  these  students  eventually  become  U.S.  citizen 
Yet  the  cases— which  don't  identify  employee  or  employer- 
show  that  security  screeners  are  routinely  nixing  candidatt 
with  ties  to  countries  such  as  China,  Taiwan,  and  Israel.  As  a  r< 
suit,  the  crackdown  could  jeopardize  crucial  defense  work  th; 
is  increasingly  dependent  on  a  foreign-born  labor  pool.  "It 
just  the  profile  of  the  workforce,"  notes  Stan  Z.  Soloway,  pres 
dent  of  the  Professional  Services  Council,  a  trade  group.  "T 
summarily  dismiss  somebody  because  of  where  they  were  bor 
is  a  dangerous  precedent." 

The  system  isn't  supposed  to  work  that  way.  Having  relative 
abroad  has  long  been  a  red  flag,  and  war 
ness  is  appropriate.  Candidates  for  cleai 
ances  are  supposed  to  have  a  chance  to  e? 
plain  why  their  foreign  ties  pose  no  risl 
But  increasingly,  the  mere  presence  of  re 
atives  in  certain  countries  proves  decisivi 
i^wni  The  harder  line  is  "widespread  and  delit 

■■  ^^  erate,"  says  Martin  C.  Faga,  CEO  of  Mitr 

^Sj^0\  Corp.,  a  McLean  (Va.)  research  firm  th; 

MM     ■  works  on  defense  communications  and  ir 

telligence  systems— and  the  only  one  of 
dozen  defense  contractors  willing  to  dis 
cuss  this  touchy  subject.  DOHA  also  de 
clined  comment. 

The  new  scrutiny  puts  contractors  in 
bind.  Because  the  Pentagon  has  a  183,00C 
|  case  backlog  of  background  checks,  ther 

is  a  two-year  delay  in  granting  clearance: 
and  an  initial  denial  may  mean  anothe 
year  in  limbo  during  an  appeal.  Even  if 
clearance  eventually  is  awarded,  as  hap 


s  in  some  cases,  the  system's  unpredictability  means  em- 
bers can't  know  when  or  if  a  worker  will  get  the  nod.  Com- 
iies  aren't  supposed  to  discriminate  on  the  basis  of  national 
tin,  but  hiring  workers  from  a  country  in  the  Pentagon's 
its  is  looking  for  trouble.  "As  a  project  manager,  what  do  you 
vvhen  you  have  finite  resources  and  you  need  to  get  the  work 
le?"  asks  Sol  Glasner,  Mitre's  general  counsel, 
rhe  government  also  pays  a  price.  Take  the  case  of  a  Chi- 
e-born  artificial-intelligence  engineer  who  was  denied  a 
arance  because  of  relatives  in  China.  While  she  appeals,  she 
rt  use  Pentagon  or  intelligence  data  to  test  her  innovative 
rk,  which  records,  analyzes,  and  tags  data  from  electronic 
esdropping  for  later  retrieval.  Her  work  is  "of  great  interest 
the  intelligence  community,"  according  to  a  brief  filed  by 
niel  C.  Schwartz,  a  former  National  Security  Agency  gener- 
:ounsel  who  represents  her. 

(verly  Cautious 

IE  PROBLEM  MAY  GET  WORSE  before  it  gets  better.  Clear- 
ces  must  be  renewed  after  five  years,  and  since  reviews  no 
iger  lead  to  routine  renewal,  the  backlog  can  only  grow.  Ex- 
its say  the  caseload  encourages  overburdened  bureaucrats  to 
ect  applicants  with  a  blemish  and  move  on  to  the  next  one, 
spite  the  obligation  to  take  a  searching  look  at  the  facts.  And 
typical  bureaucratic  fashion,  fear  of  approving  a  future  spy 
iy  produce  overly  cautious  rulings.  "No  one  wants  to  be  the 
e  who  made  the  mistake,"  says  Robert  R.  Sparks  Jr.,  a 
:Lean  (Va.)  lawyer  who  has  represented  workers  at  large  de- 
ise  firms. 


"No  one 
wants  to  be 
the  one  who 
made  the 
mistake"  a 
rer  says 


What  should  be  done?  The  gov- 
ernment clearly  faces  a  dilemma.  A 
policy  too  loose  could  enable  spy- 
ing, while  one  too  tight  might  crip- 
ple programs.  The  Pentagon  brass 
needs  to  clarify  and  modify  the  ex- 
isting policy.  Applicants  with  rela- 
tives abroad  should  still  be  subject 
to  heightened  scrutiny.  But  with  no 
lawyer  SayS  evidence  that  an  applicant  is  a 
^^^*^^^  problem,  screeners  should  err  on 

the  side  of  granting  a  clearance. 
And  if  the  government  wants  to  ex- 
clude automatically  any  candidates  with  family  in  certain  coun- 
tries, it  should  say  so.  After  all,  that' s  what  many  examiners  are 
doing,  policy  or  not.  In  June,  for  example,  an  administrative 
judge  said  she  rejected  a  clearance  for  a  mechanical  engineer 
"regarded  as  a  person  of  sound  integrity  and  moral  character" 
because  the  candidate  has  family  in  Taiwan,  which  has  "signif- 
icant intelligence  operations  targeting  the  U.S." 

Congress  also  should  give  candidates  recourse  in  the  courts, 
which  isn't  now  permitted.  While  court  reviews  would  length- 
en an  already  agonizing  process,  judges  need  to  oversee  bu- 
reaucrats who  are  protecting  their  backsides.  And  setting  prece- 
dents that  balance  conflicting  national-security  concerns 
would  introduce  more  predictability  into  what  is  now  a  hap- 
hazard process.  Prudence  is  fine.  Capriciousness  is  not.  If  the 
current  trend  doesn't  change,  a  well-intentioned  effort  to  pro- 
tect national  security  may  end  up  damaging  it.  ■ 

-With  Steve  G.  Glickman  and  Mario  Mazzoni  in  New  York 
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Just  as  the  Mac  revolutionized  computing, 
Apple  is  changing  the  world  of  online 
music.  If  Steve  Jobs  plays  his  cards  right 
this  time,  Apple  could  end  up  with  a  big 
chunk  of  the  digital-entertainment  market. 

BY  PETER  BURROWS 
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N  JAN.  6,  SAN  FRANCISCO'S  MOSCONE 
convention  center  pulses  with  all  the  energy 
of  a  rock  concert.  A  crowd  sprinkled  with 
hip-hop  teenagers,  digerati,  and  aging  hip- 
pies streams  in  to  hear  the  annual  state-of- 
the-Mac  keynote  from  Apple  Computer  Inc. 
Chief  Executive  Steven  P.  Jobs.  Every  facet  of 
the  event  bears  the  fingerprints  of  the  obses- 
sive Jobs— right  down  to  the  music  that  fills 
the  air.  This  year,  it's  the  King  himself,  Elvis  Presley.  Later,  Jobs 
rolls  the  tape  of  Apple's  famous  "1984"  ad  that  ran  on  Super 
Bowl  Sunday  that  year— 
and  hasn't  been  broadcast 
since.  Only  this  version 
has  been  digitally  en- 
hanced. The  ad's  hammer- 
throwing  heroine  crashes  a 
meeting  of  Orwellian  au- 
tomatons and  smashes  Big 
Brother  to  smithereens, 
just  like  before.  But  this 
time,  she's  sporting  a  new 
accessory  on  her  hip:  one 
of  Apple's  hot-selling  iPod 
digital  music  players.  "It's 
the  20th  anniversary  of 
the  original  Mac,  and 
we're  going  to  make  some- 
thing of  it,"  says  Jobs  after 
the  cheers  subside. 

The  message  is  clear: 
Just  as  the  Mac  revolution- 
ized the  computer  industry, 
Apple  is  once  again  in  the 
business  of  changing  the 
world.  This  time,  it's  the 
world  of  music.  Its  diminu- 
tive iPod,  which  can  store 
10,000  songs  in  a  device 
smaller  than  a  deck  of 
cards,  is  the  most  radical 
change  in  how  people  lis- 
ten to  music  since  Sony 
Corp.  introduced  the  Walk- 
man in  1979.  Then  there's 
Apple's  online  music  store, 
iTunes.  It  was  established 
only  after  Jobs  became  the 
first  person  to  persuade  all 
the  major  record  labels  to  make  their  music  available— legally— 
on  one  Web  site.  Since  late  April,  30  million  songs  have  been 
downloaded  from  Apple's  store,  and  the  trend  may  one  day  spell 
the  end  of  the  compact  disk  "[Jobs]  is  a  real  visionary,  the  kind 
who  can  change  industries,"  says  Jimmy  Iovine,  chairman  of  In- 
terscope  Geffen  A&M  Records,  a  unit  of  Universal  Music  Group. 
That's  industries,  plural.  Over  in  Emeryville,  Calif.,  50  miles 
from  Apple's  Cupertino  headquarters,  Jobs's  other  company, 
Pixar  Animation  Studios,  is  turning  the  movie  business  on  its 
ear.  The  company's  latest  flick,  Finding  Nemo,  was  the  No.l  box- 
office  hit  of  2003  and  roared  past  Walt  Disney  Co.'s  The  Lion 
King  as  the  highest-grossing  animated  hit  of  all  time.  That  gives 
Pixar  an  unprecedented  five  blockbusters  in  five  tries.  (Re- 
member Toy  Story  and  Monsters,  Inc."?)  And  it  gives  Jobs  tremen- 
dous leverage  as  he  renegotiates  Pixar's  contract  with  embat- 
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tied  Magic  Kingdom  boss  Michael  D.  Eisner.  For  the  past  n 
months,  Jobs  has  been  pressing  Disney  for  a  bigger  cut  of 
profits  from  its  films— and  perhaps  much  more.  With  Eisner 
the  hot  seat,  Jobs  is  likely  to  get  much  of  what  he  wants. 

Add  it  up,  and  this  may  be  just  the  beginning  of  a  brand  n 
Steve  Show.  For  years,  Jobs's  perfectionist  approach  to  prod 
development  has  been  experienced  only  by  Mac  users.  But  n. 
massive  changes  are  roiling  the  worlds  of  entertainment,  co 
puting,  and  communications,  giving  him  a  broader  stage, 
creasingly,  content— that  magical  lifeblood  of  movie  studi 
record  labels,  and  publishers— is  being  transformed  into  dig: 

form.  At  the  same  time,  | 
Internet  and  wireless  n 
works  are  evolving  to  de 
er  those  bits  almost 
where,   at   speeds   n 
before  possible.  Couple 
that  with  disk  drives,  sen 
conductors,  and  high-rej 
lution   displays   that 
growing  ever  smaller  a 
more  powerful,  and  tec 
nology  is  liberating  ent« 
tainment  from   its   pa 
How  we   watch   movi< 
look  at  photos,  listen  1 
music,  even  read  a  boL 
promises  to  change  pi  ~ 
foundry  in  the  next  decac  jc 
No  one  may  have  a  b<  k 
ter  chance  to  make  ore 
out  of  this  chaos— and  th 
profit  from  it— than  Jol 
He  bridges   the   mark 
place:  He  has  a  hand  in  ti 
worlds  of  computing,  m  p 
sic,  and  movies  to  see  ho 
they're  evolving.  He  h 
the  track  record  with  co  ' 
sumers:  His  string  of  hi  j 
includes  the  original  Mafc 
the    candy-colored   iMa 
and  the  iPod.  He  has  tl 
pieces:  Apple  not  only  has 
combination   of  softwar 
and  hardware  skills  uniqt 
in  the  PC  business,  it  al 
has  strong  product  desig 
and  one  of  the  world's  bes 
known  brands.  And  he  has  the  silvi  I 
tongue:  When  the  record  compani(p 
had  dug  in  their  heels  against  the  Net 
Napster-induced  terror,  it  was  Jobs  wh 
persuaded  all  the  major  labels  to  pi 
their  music  on  iTunes.  "Steve's  the  right  guy  with  the  right  sty 
at  the  right  moment,"  says  management  consultant  Geoffrey 
Moore,  president  of  Chasm  Group  LLC  and  author  of  the  teel 
nology-marketing  text  Crossing  the  Chasm. 

If  he  doesn't  blow  it,  that  is.  Jobs  can  be  so  enamored  of  h 
own  vision— and  so  bull-headed  about  pursuing  it— that  it  hi  i 
blinded  him  at  times.  In  2000,  fresh  off  the  success  of  the  trenc 
setting  iMac,  he  personally  ordered  up  a  glistening  cube-shape 
Mac  that  carried  a  sky-high  price  tag  in  part  because  of  a  fanlej 
design  that  eliminated  that  annoying  hum.  Customers,  it  turne 


LOOK  AND  FEEL  THE 

RETAIL  STORES 
INVITE  SHOPPERS 
TO  TRY  THINGS 
THE  APPLE  WAY 


STEVE  JOBS'S 
MULTIPLEX 

Tom  his  iPod  music  player 
9  his  Pixar  movies,  Jobs 
tas  been  a  pioneer  in 
ligital  entertainment 
iere's  the  scope  of  his 
nfluence  today  and  how 
t  may  grow  as  the  worlds 
)f  movies,  music,  and 
tomputing  merge: 


|i  [i  fcnfc 


IOME-ENTERTAINMENT  HUB 

aday:  Apple's  $49  iLife  software  suite 
its  you  manage  digital  photos, 
dit  home  movies,  and  for  wannabe 
)ckers,  mix  music.  Add  Apple's 
irport  and  Rendezvous  wireless- 
etworking  technologies,  and 
nking  digital  devices  around  the 
ome  becomes  a  snap. 

rospects:  Apple  only  makes 
.ife  available  for  the  Mac,  a 
ilatively  small  audience.  But  if  it 
icorporates  the  software  into 
ome-entertainment  products  that 
fork  with  LCD  or  plasma  TVs,  people 
ould  view  their  photos  or  home 
loviesintheden. 


MUSIC 

Today:  With  the  iTunes  Music  Store 
and  $300-plus  iPod,  Jobs  reigns  over 
digital  music.  Apple  sold  730,000 
iPods  last  quarter,  making  it  the  No.l 
player.  iTunes  isn't  profitable,  but  it's 
key  to  iPod's  allure:  30  million  songs 
have  been  sold  in  7  months.  Now 
Jobs  has  the  $249  iPod  mini  and  a 
deal  with  Hewlett-Packard  to  sell 
iPods  and  load  iTunes  onto  millions  of 
HP  PCs. 

Prospects:  More  challenging  days  lie 
ahead.  Rivals  from  Dell  to  Wal-Mart 
are  tumbling  into  the  market.  The  iPod 
will  lose  share  over  the  next  two  years 
as  rivals  drop  their  prices  and  improve 
their  products.  Still,  Apple 
should  remain  the  largest 
player,  especially  if  it  adds  more' 
HP-like  deals. 


MOVIES 

Today:  Jobs's  Pixar  Animation 
Studios  revolutionized 
animated  film  with  five 
blockbusters  in  five  tries.  Apple 
also  owns  the  No.l  free  online 
movie-trailer  service. 

Prospects:  Is  an  iTunes  and 
iPod  for  movies  next?  Jobs 
is  mum.  But  as  head  of 
the  world's  hottest  movie  studio, 
with  contacts  and  knowledge 
of  how  Hollywood  works,  he'll  have 
a  leading  role  as  films 
follow  music  into  online 
distribution. 


DESKTOP  COMPUTERS 

Today:  Most  people  acknowledge  the 
Mac's  superior  design  and  technology, 
yet  Apple  has  just  3%  of  the  global 
computer  market  and  has  lost  its  grip 
on  education.  Still,  Jobs  has  stopped 
the  slide  by  emphasizing  portables. 

Prospects:  Better  than  in  the  past. 

Mac  customers 

remain  loyal, 

and  Jobs  hopes 

the  iPod  lures 

new  buyers. 

Apple  claims  it's 

gaining  share  in  f 

home  desktops  in  areas  * 

with  an  Apple  store.  m 


Today:  Apple's  74  stores  turned 
profitable  in  the  third  quarter,  30 
months  after  the  first  opened.  Apple  is 
boosting  sales  through  special  events. 
At  the  New  York  store,  new  rock  acts 
give  free  concerts  and  Apple  has 
offered  300  classes  in  everything  from 

filmmaking  to  digital 

photography. 

Prospects:  This  is  a  high-wire 

act.  Apple  plans  to  spend  $85 

million  this  year  to  open  eight 

new  stores.  But  if  Jobs  doesn't 

keep  the  hits  coming,  the  stores 

could  quickly  become  a  massive 

financial  burden. 


t,  weren't  willing  to  pay  for  noiseless  good  looks,  and  the 
)duct  was  pulled  off  the  market  in  a  matter  of  months.  Such 
ssteps  could  cost  him  dearly  in  the  batde  ahead. 

etail  Payoff 

1ILE  CONSUMER-ELECTRONICS  giants  develop  scores  of 
)ducts  at  once  and  endure  a  few  flops,  Jobs's  hands-on  ap- 
)ach  means  Apple  can  focus  on  only  one  or  two  brand-new 
)jects  at  a  time.  "Apple's  problem  is  that  if  s  just  a  blip  by 
lsumer-electronics  measures,"  says  consultant  Paul  Saffo,  re- 
Lrch  director  at  Institute  for  the  Future.  "It's  too  big  to  play 
:  Bang  &  Olufsen  angle,  but  if  s  just  a  blip  next  to  Sony  or 
tnsung.  Thaf  s  a  really  awkward  place  to  be." 
One  advantage  Apple  has  over  rivals  is  its  retail  stores,  which 


give  customers  first-hand  experience  with  the  company's  new 
products.  In  2001,  when  the  entire  PC  industry  was  bent  on 
boosting  online  sales  to  reduce  costs,  Jobs  went  the  opposite 
way.  He  started  opening  swanky  retail  stores,  now  numbering 
74,  in  high-rent  locations  such  as  Chicago's  Magnificent  Mile 
and  the  Ginza  district  in  Tokyo.  Products  are  displayed  on  un- 
cluttered maple  tables,  so  shoppers  can  comfortably  try  things 
they  may  have  never  done  on  a  computer  before,  like  create  a 
home  movie.  Mac-sawy  salespeople  wait  at  a  "Genius  Bar"  to 
answer  questions,  but  don't  hover.  The  stores,  which  turned 
profitable  in  2003's  third  quarter,  also  offer  hundreds  of  classes 
in  filmmaking,  graphic  design,  and  more.  "I  love  the  store,"  says 
Tanika  Goudeu,  a  26-year-old  documentary  filmmaker  visiting 
the  location  in  New  York's  SoHo  on  a  recent  January  afternoon. 
What  new  fare  will  shoppers  find  in  those  stores  in  the  years 
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to  come?  Near  term,  an  iPod  for  viewing  digital  photos  would 
need  nothing  more  than  a  color  screen.  Then,  with  its  design 
skills,  Apple  could  create  a  compact  entertainment  hub  for  the 
living  room.  That  could  eliminate  the  usual  mess  of  DVD  play- 
ers, stereos,  music  CDs,  and  remote  controls,  and  loaded  with 
Apple's  successful  iLife  software  suite,  the  hub  could  be  used  for 
managing  digital  photos  or  watching  home  movies.  A  musician 
could  even  use  it,  loaded  with  Apple's  new  GarageBand  music 
software,  to  create  a  backup  band  while  playing  lead  on  the 
family  piano.  Such  a  device  might  appeal  to  youngsters  who've 
grown  up  digital— interacting  with  technology  rather  than  just 
watching  it.  Jobs  won't  comment  on  such  opportunities,  except 
to  warn  of  the  difficulty  of  creating  products  people  really  want 
to  use.  "I'm  not  saying  we're  not  going  to  do  these  things.  I'm 
just  saying  they  are  a  lot  more  complicated  than  they  look." 


THAT  GOES  FOR  WATCHING  movies,  too.  If  Jobs  and  his  movie 
pals  one  day  adopt  online  distribution  of  films,  it's  easy  to  imag- 
ine an  iTunes-like  store  for  downloading  them.  Asked  if  such 
talks  are  in  the  works,  he  smiles  and  turns  an  imaginary  key  in 
front  of  his  mouth.  Still,  he  doesn't  deny  Apple  has  many  paths 
to  explore.  "There's  no  company  in  the  world  that's  better  at 
making  complex  technology  simple,"  he  says.  "That's  Apple's 
primary  skill,  and  it's  a  skill  that  has  never  been  more  valuable." 
All  this  may  be  causing  Jobs  to  rethink  Apple  in  fundamental 
ways.  For  years,  his  growth  plan  was  to  gain  a  percentage  point 
of  PC  market  share  each  year.  Now,  the  iPod  shows  there  may  be 
a  better  way:  milk  those  loyal  Mac  fans  for  profits,  and  pioneer 
new  markets  to  bring  in  new  customers.  "If  our  [PC]  market 
share  grows,  we're  thrilled,"  says  Jobs.  But  with  the  iPod,  "we're 
finally  getting  to  compete  without  our  5%  market-share  ceiling, 
and  look  what's  happening:  We're  winning."  Merrill  Lynch  &  Co. 
estimates  that  the  company's  revenues  will  rise  23%  in  fiscal 
2004,  to  $7.6  billion,  as  net  income  more  than  doubles,  to  $185 


million.  Half  of  that  revenue  growth  is  expected  to  come  fr 
music  as  iPod  sales  nearly  triple,  to  $931  million,  and  iTun< 
sales  boom  tenfold,  to  $220  million.  "They're  better  positioi 
today  than  they've  been  in  a  long  time,"  says  Merrill  anal 
Steven  Milunovich.  "Despite  its  up-and-down  track  record,  wi 
confident  Apple  can  stay  at  the  leading  edge  of  innovation." 

Still,  a  stampede  of  competitors  will  be  trying  to  elbow 
way  past  Apple.  Sony,  though  struggling  of  late,  still  dwarfs . 
pie  with  an  expected  $66  billion  in  revenues  this  year.  Kon 
Samsung  Electronics  Co.,  a  fast-rising  force  in  everything  fr 
cell  phones  to  high-definition  TVs,  says  it  will  spend  more  on 
ital  investment  this  year  than  Apple's  revenues.  Even  network! 
giant  Cisco  Systems  Inc.,  not  known  for  its  consumer  savvy, 
gotten  into  the  market  with  sophisticated  wireless  products 
zapping  video  and  music  around  the  home.  The  giants  are  < 
missive  of  Jobs  and  Apple.  "They're  a  one-trick  pony,"  says  Hi 
Id  "Dick"  Komiyama,  president  of  Sony  Electronics  Inc. 

There  are  many  who  think  Jobs  won't  even  be  able  to  hold 
to  his  lead  in  music.  Skeptics  note  that  he's  up  against  the  sai 
crew  of  companies  that  trounced  Apple  in  PCs,  as  well  as 
army  of  newcomers,  including  Wal-Mart  Stores  and  Virgin  I 
tertainment  Group.  Microsoft  Corp.  is  providing  the  softw 
for  more  than  60  digital  music  players,  and  Dell,  Samsung,  j 
others  are  building  the  hardware.  "It  doesn't  take  a  geniu: 
see  what  comes  next:  lower  prices  for  consumers  and  lov 
market  share  for  Apple,"  says  Chris  Gorog,  CEO  of  Roxio  I: 
which  operates  a  rival  music  service  under  the  Napster  bra 
name.  "Steve  Jobs  is  right  back  to  the  Mac  model." 

That  is  a  serious  risk.  Some  20  years  ago,  Apple  leaped  ahe 
in  PCs  and  then  blew  its  lead  because  it  insisted  on  too  m 
control  over  its  products.  While  other  PC  makers  used  Micros(T 
software  and  only  made  hardware,  Apple  opted  to  make  t 
Macintosh  operating  system  itself— and  refused  to  license  t  I 
software  to  doners  who  might  have  helped  it  hold  share  agaii  R! 
a  united  front.  Forced  to  maintain  high  prices  to  pay  for  its  m;  ^ 
keting  and  research,  Apple  managed  its  way  into  a  tiny  nich<  ' 


a 


WILL  JOBS  GET  IT  RIGHT  THIS  TIME? 


Macs:  What  Went  Wrong 


RELUCTANT  LICENSING  Apple  refused  to  license  its  operating- 
system  technology,  leaving  it  isolated  against  a  united  front 
including  Microsoft,  Intel,  IBM,  and  Dell. 

HIGH  PRICING  With  no  one  to  share  research  and  development 
and  marketing  costs,  Apple  has  always  had  to  charge  a  premium 
for  its  products,  which  limited  it  to  a  small  base  of  dedicated 
customers. 

NO  HANDHELD  Apple  pioneered  the  personal  digital  assistant 
with  its  Newton  in  1993.  But  the  company  lost  out  on  the  chance 
to  be  a  player  in  that  market  when  Jobs  returned  and  killed  the 
technology  in  1998. 

Apple's  Share  of  the  Worldwide  PC  Market 

HP! 


'? 


1.8% 


*The  first  Mac  is  introduced 


Data:  IDC,  Gartner  Inc. 


iPods:  What  Went  Right 


EARLY  INNOVATION  The  iPod's  elegant  design  and  hefty  hard 
drive  made  it  the  market  leader.  Then  Jobs  persuaded  the  major 
music  outfits  to  sell  songs  online  for  990  each,  creating  even  more 
demand  for  iPods. 

WINDOWS  OUTREACH  In  2002,  Jobs  made  an  iPod  that  could 
be  used  with  Windows-a  first  in  his  career.  He  topped  that  last 
year  by  introducing  a  version  of  the  iTunes  Music  Store  that  works 
with  Windows  PCs. 

TECH  PARTNERSHIPS  In  January,  Apple  inked  a  deal  to  let  home  ^ 
PC  giant  Hewlett-Packard  resell  iPods-thereby  turning  a  potential 
rival  with  huge  marketing  and  distribution  might  into  a  partner. 


Apple's  Share  of  the  Musk  Player  Market** 


Includes  players  with  hard  drives  or  flash  memory 
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THE  HEWLETT-PACKARD 
DEAL  SIGNALS  AN 
AGGRESSIVE  NEW 
APPROACH  TO  DEFENDING 
APPLE'S  DOMINANCE 


/ 


JP  THE  PACT 
m  HP  CHIEF 
RLY  FIORINA 
tES  APPLE  A 
DER  REACH 


This  time,  Jobs  has  changed  his  tac- 
tics—but only  partially.  He  made  the 
iPod  and  iTunes  work  with  Windows 
PCs  and  cut  a  deal  for  Hewlett-Packard 
Co.  to  resell  the  music  player  under  the 
HP  brand.  Still,  he  continues  to  use  pro- 
;tary  software  in  his  music  products  to  insulate  Apple  from 
tct  competition.  That  means  the  iPod  won't  work  with  any 
vnload  site  other  than  iTunes,  and  iTunes  won't  work  with 
T  music  player  other  than  iPod.  "Apple's  world  is  a  good 
rid,  but  it's  a  closed  world.  Choice  is  important,"  says  Dave 
ter,  general  manager  of  Microsoft's  Windows  digital-media 
t.  Jeff  Hastings,  president  of  rival  portable-player  maker  Rio 
iio,  is  even  more  critical:  "At  the  end  of  the  day,  it's  about 
v  big  your  ego  is.  If  you  believe  you're  going  to  own  the  cat- 
>ry,  you  can  try  to  have  the  complete  solution." 
iome  have  argued  that  Jobs  should  license  the  software  in- 
e  the  iPod  or  its  design  so  that  it  can  become  the  Microsoft  of 
sic  players,  but  that  probably  won't  work.  The  little-known 
th  is  that  Apple  doesn't  own  much  of  the  technology  inside 
iPod.  A  small  company  called  PortalPlayer  Inc.,  for  example, 
kes  the  key  chip  and  some  of  the  underlying  software.  Apple 
plenty  of  innovation,  including  the  industrial  design,  the 
eel  interface,  and  the  synchronization  with  iTunes.  But  it 
uld  be  difficult  to  license  these  contributions  on  their  own, 
I  they  probably  wouldn't  command  very  high  royalties, 
fobs  insists  Apple  is  better  off  keeping  its  technology  to  it- 
f.  "We  can  invent  a  complete  solution  that  works  and  take 
ponsibility  for  it,"  he  says.  "It  will  be  very  interesting  when 
;  of  these  other  portable-music  players  starts  to  leak 
usic  [so  it  can  be  shared  freely  with  others].  The  music 
npanies  will  get  upset  and  point  their  fingers  at  Microsoft, 
1  Microsoft  will  point  their  fingers  at  the  hardware  compa- 


ny. Apple  can  take  responsibility  for  the  entire  solution." 
The  challenge  for  Apple,  then,  comes  down  to  innovation  and 
design.  Can  it  make  products  that  are  so  much  better  than  rivals' 
that  it  can  command  a  premium  and  keep  its  market-share  lead? 
Jobs  seems  capable  of  pulling  it  off.  Despite  the  onslaught  of 
competition,  Apple's  share  of  the  portable  music-player  market 
rose  last  year,  from  24%  to  25%,  says  market  researcher  IDC.  Ap- 
ple's iPod  mini,  a  $249  player  introduced  on  Jan.  6,  is  a  lower- 
priced  version  of  its  current  hit.  And  its  deal  with  HP  signals  a 
more  aggressive  approach  to  grabbing  control  of  the  music  mar- 
ket. While  Apple  may  lose  some  share  over  the  next  few  years,  it 
should  remain  the  market  leader.  "The  iPod  is  on  the  verge  of 
becoming  a  verb,  like  TiVo,"  says  market  researcher  Mike 
McGuire  of  GartnerG2.  "It's  really  hard  to  unseat  that." 

Apple's  success  in  the  music  biz  began  with  an  oversight.  In 
the  late  '90s,  when  students  were  starting  to  burn  CDs  of  their 
favorite  tunes,  Macs  didn't  have  CD  burners.  Realizing  the  mis- 
take, Jobs  ordered  Apple's  developers  to  create  the  iTunes  pro- 
gram to  help  customers  manage  their  growing  PC  music  col- 
lections. That  led  to  the  concept  of  the  iPod.  If  people  were 
going  to  maintain  the  bulk  of  their  music  on  their  PCs,  they'd 
want  a  portable  device  to  take  it  with  them.  Such  devices  al- 
ready existed,  but  most  could  hold  only  a  few  dozen  songs. 

Pulling  the  Pieces  Together 

THAT'S  WHEN  APPLE'S  creative  DNA  kicked  in.  Scouring  the 
market  for  the  necessary  components,  Apple  found  that  Por- 
talPlayer had  technology  that  could  serve  as  the  guts  of  the  de- 
vice. It  also  learned  that  Toshiba  Corp.  was  building  a  tiny,  1.8- 
inch  disk  drive  that  could  hold  thousands  of  songs.  Other 
manufacturers  had  balked  at  the  high  price,  but  not  Apple.  In- 
stead, it  quickly  cut  an  exclusive  deal  for  the  drives,  giving  itself 
an  18-month  head  start  on  the  competition  in  high-capacity 
music  players.  Meanwhile,  Apple's  engineers  poured  their  time 
into  designing  the  user  interface,  the  elegant  exterior,  and  on 
making  it  simple  to  synch  up  song  libraries  from  the  Mac. 

When  it  was  unveiled  in  October,  2001,  the  iPod  drew  mixed 
reviews.  The  price  was  so  high,  $399,  that  critics  joked  the 
product's  name  stood  for  "idiots  price  our  devices."  But  iPods 
flew  off  the  shelves.  Brisk  sales  pushed  Jobs  to  make  a  wrench- 
ing decision.  After  years  of  doing  battle  with  Windows  PCs,  he 
decided  that  Apple  should  make  the  iPod  work  with  enemy  ma- 
chines. The  call  paid  off.  Sales  surged  after  the  Windows-com- 
patible iPod  came  out  in  mid-2002. 

That' s  when  Jobs  set  his  mind  to  tackling  an  even  bigger 
problem:  persuading  the  major  music  companies  to  make  their 
music  available  for  legal  downloads.  For  years,  the  record  labels 
focused  more  on  squelching  song-swapping  on  free  sites  such 
as  Napster  than  on  building  a  legal  download  business.  But 
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Jobs  argued  that  80%  of  consumers  would  pay  for  music  down- 
loads if  there  were  a  simple,  affordable  way  to  do  so.  By  mid- 
2002,  Apple  was  moving  ahead  with  a  prototype  to  do  just  that 
A  key  meeting  occurred  in  the  fall,  when  Warner  Music  Group 
Chairman  Roger  Ames  traveled  to  Cupertino  to  interest  Jobs  in 
a  super-secure  new  kind  of  CD.  After  a  few  minutes  of  discussion 
about  the  CD,  Jobs  gave  Ames  an  early  demo  of  the  iTunes  store. 
Jobs  laid  out  his  99<t-per-song  pricing  scheme  and  said  that  all 
the  labels  would  have  to  be  involved  for  it  to  work.  While  Ames 
wasn't  ready  to  sign  on,  he  and  Jobs  continued  to  meet  in  New 
York  and  Cupertino.  One  important  step,  Ames  says,  came  when 
the  two  debated  why  radio  developed  so  much  more  extensive- 
ly in  the  U.S.  than  in  Britain.  Jobs  said  it  was  because  there  are 
no  fees  attached  to  U.S.  radio.  The  argument  resonated  with 
Ames,  convincing  him  that  fewer  restrictions  on  downloaded 
music  would  help  sales.  He  also  began  to  build  trust  in  Jobs.  As 
head  of  Pixar,  "here  [was]  a  guy  who  obviously  knows  a  great 
deal  about  what  it  means  to  artists  to  protect  their  works  from 
being  ripped  off,"  says  Ames.  "This  was  the  right  person  for  us 
mvADnrAircicMCD  to  be  in  business  with." 

PI^R  CREATIVE  So  ^^  urged  rivals  such  ^ 

CHIEF  JOHN  LASSETER,      Universal  Music's  Iovine  to  take  a 
AND  JOBS  l°°k-  Iovme  says  he  was    blown 


software  on  9  million  PCs  a  year  and  put  the  marketing 
of  HP  behind  iPod  sales.  America  Online  Inc.  just  made  i' 
the  exclusive  music  store  for  its  26  million  subscribers.  And 
Feb.  1,  Pepsi-Cola  North  America  will  run  a  Super  Bowl  ad  pu 
hazing  a  100-million-song  iTunes  giveaway. 


Are  Movies  Next? 


JOBS  IS  LIKELY  TO  INSIST  ON 
BIG  CHANGES  IN  HIS  DISNEY  DEAL 


away.  This  guy  had  been  doing  serious  thinking  while  we  were 
all  batting  our  heads  against  a  wall."  Jobs  also  met  with  20  top 
artists,  including  Bono,  Sheryl  Crow,  and  Mickjagger.  "So 
many  artists  were  on  the  fence  about  the  digital  world,"  says  Is- 
land Def  Jam  Music  Group's  Lyor  Cohen.  "It  really  showed  his 
determination  to  make  this  happen." 

Within  days  of  iTune's  unveiling  last  April,  it  was  clear  that 
Jobs  had  a  hit  on  his  hands.  A  million  songs  were  sold  the  first 
week.  "We've  shown  there's  a  way  out  of  this  mess,  that  there's 
a  legal  alternative  consumers  can  use  that's  better  than  stealing 
online,"  says  Jobs. 

Apple  is  going  to  get  major  help  in  keeping  its  lead  in  music 
over  the  next  few  months.  The  deal  with  HP  will  put  iTunes 
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JOBS  BRISTLES  AT  THE  NOTION  that  Apple's  lead  is  in  dang 
"It's  kind  of  insulting,  actually,"  he  says.  "The  suggestion 
that  we  stumbled  into  this  thing.  When  are  we  going  to 
some  credit?"  He  notes  that  the  Mac's  peak  in  the  US 
about  16%  market  share.  That's  far  less  than  the  iPod  and 
less  than  iTunes,  which  has  70%  of  music  downloads.  Wh 
more,  Apple's  rivals  are  fighting  among  themselves,  so  it's 
mano  a  mono  with  mighty  Microsoft.  Microsoft  is  pushing 
standard,  RealNetworks  is  pushing  another,  and  Sony  is 
porting  a  third  (page  64),  That's  giving  Jobs  the  opportuni 
expand  his  market  and  make  his  technology  the  standard 
digital  music.  "Over  half  the  iPods  we  sell  are  being  used  wl 
Windows  PCs,  and  it  has  been  that  way  for  a  while,"  Jobs  sa 
There's  more  Apple  can  do.  It  could  cut  wholesale  deals  1 
its  iPods,  similar  to  the  one  with  HP,  with  other  companu 
That  would  put  more  marketing  oomph  b 
hind  the  iPod  while  taking  potential  rivals  q 
of  the  market.  Jobs  won't  comment  on  t  | 
possibility.  What  if  rivals  begin  taking  shari 
Apple  could  field  a  much  cheaper  model  j 
introducing  a  player  based  on  flash  memo: 
which  costs  less  and  has  a  lower  capacity  th 
a  hard  drive.  A  more  radical  step  would  be 
load  Microsoft's  software  onto  the  iPod  in  a 
dition  to  Apple's  so  it  could  play  music  fro 
sites  other  than  iTunes.  That  would  give  cor 
fort  to  people  who  like  the  iPod  but  want 
buy  music  from,  say,  the  88<t-a-song  Wj 
Mart  site,  which  uses  Microsoft's  software., 
The  bigger  challenge  is  what  comes  aft 
the  iPod.  That's  where  Pixar  may  come 
Though  Jobs  dismisses  talk  of  synergies  b 
tween  Apple  and  Pixar,  it's  a  safe  bet  that  he 
thinking  about  them  as  he  negotiates  Pixaii 
new  deal  with  Disney.  The  main  debate  is  ov- 
more  obvious  topics:  Pixar  wants  to  boost  t± 
roughly  37%  of  profits  it  now  clears  on  its  film 
after  Disney  has  taken  its  50%  share  plus  a  di 
tribution  fee.  But  Jobs  could  be  pushing  fi 
more  unusual  terms.  What  if  Pixar  asked  fi 
exclusive  rights  to  offer  digital  downloads  of  i  *' 
^^^™  films?  If  Apple  ever  created  an  iMovie  site,  sue 

flicks  would  be  a  powerful  draw.  Jobs  has  ai il 
other  advantage:  Apple  already  has  the  most  popular  site  fi 
watching  movie  trailers  on  the  Web. 

Setting  up  a  movie-download  site  would  be  no  easy  feat, 
Jobs  readily  concedes.  For  starters,  five  major  studios— Univers 
Pictures,  MGM,  Warner  Bros.,  Sony,  and  Paramount  Pictures 
opened  their  own  site,  Movielink,  in  2002.  And  Movielink,  whic 
charges  $4.99  for  its  newest  releases,  hasn't  caught  on.  That' s  t> 
cause  downloading  an  entire  movie  is  slow  and  there  are  plem 
of  other  ways  to  see  movies  now,  from  rentals  to  pay-per-vie\ 
"Hollywood  is  much  more  mature  than  the  music  business  i 
terms  of  distribution,"  says  Jobs. 

Could  Jobs  work  his  way  around  such  obstacles?  Maybe.  B« 
fore  he  founded  iTunes,  the  major  record  companies  had  the 
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own  music-download  sites,  with  a  hodgepodge  of  copy-pro- 
tection technology.  What  Jobs  did  was  cut  deals  with  all  the 
majors  so  customers  could  go  to  one  place  for  all  their  music— 
with  standardized,  reasonable  copy  protection.  It's  possible  he 
could  work  out  a  similar  deal  for  movies.  "You  never  want  to 
say  never  when  it  comes  to  Steve  Jobs,"  says  a  top  Hollywood 
exec.  "He  could  come  to  us  tomorrow  and  say:  'I've  got  it  all 
figured  out.' " 

Jobs's  resurgence  is,  in  some  ways,  like  a  Pixar  script— full  of 
lessons  and  redemption.  A  dozen  years  ago,  he  was  the  washed- 


up  former  CEO  of  Apple,  the  enfant  terrible  of  tech  with 
hope  of  doing  anything  of  consequence  again.  Now,  he's  h 
for  changing  the  world  of  music— and  has  the  opportunity  t 
much  more.  For  this  drama  to  have  a  happy  ending,  Jobs 
have  to  play  his  role  perfectly.  ■ 

-  With  Ronald  Grover  in  Los  A 
Tom  Lowry  in  New  York,  and  bureau  rep 
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WHICH 
FORMAT 
WILL  WIN? 


A  pitched  battle  for  control  of  the 
music-downloading  business 
is  raging  among  Apple, 
Microsoft,  RealNetworks,  and 
Sony.  Their  weapons:  software 
used  to  buy  and  listen  to  music  downloads 
on  computers  and  portable  devices.  Their 
goal:  to  become  the  industry  standard  for 
how  music  and  movie  downloads  are 
delivered.  The  winner  will  command  a  lion's 
share  of  the  thriving  market  for  digital 
content  and  devices.  Here's  an  explainer  on 
digital  media  formats: 

Is  there  a  difference  between  the  music 
sold  at  different  music  sites? 

No,  the  music  is  the  same.  But  each  song 
you  buy  off  the  Net  comes  wrapped  in  two 
important  pieces  of  software:  copy- 
protection software  to  prevent  piracy  and 
compression  technology  so  it  can  be 
downloaded  quickly.  This  combination  is 
called  a  format.  Apple  has  a  format  that 
combines  its  FairPlay  copy-protection 
software  with  compression  technology 
called  AAC.  To  play  downloaded  songs  that 
are  encoded  in  a  format,  a  computer  or 
portable  device  must  have  specially 
designed  audio-player  software. 

This  is  where  it  gets  tricky.  Four 
companies  are  backing  competing  formats. 
Besides  Apple's,  there's  Microsoft's  WMA, 
which  is  being  used  by  Wal-Mart  Stores, 
Napster,  and  Musicmatch.  Sony  and 
RealNetworks  each  have  their  own  formats. 

What's  the  problem  with  that? 

Rival  formats  make  it  hard  to  mix  and 
match  songs  bought  at  different  online 
music  stores.  Apple's  iPod,  for  example, 
can't  play  songs  bought  at  Wal-Mart 


because  Wal-Mart  uses  Microsoft's  WMA. 
And  Dell's  DJ  and  Samsung's  Napster  digital 
players  can't  play  music  bought  at  Apple's 
iTunes  music  store. 

What  about  my  CDs  at  home? 

No  problem.  All  computers  and  portable 
devices  can  play  your  old  CDs.  Most  CDs 
don't  include  any  copy-protection  software, 
so  existing  consumer-electronics  products 
can  play  them  without  any  trouble.  It's  only 
when  people  start  buying  music  online  that 
they  may  run  into  compatibility  problems. 

Is  there  a  way  around  these  problems? 

Yes,  but  it's  a  process  that  induces  hair- 
pulling  and  curses  for  nontechies.  What  you 
do  is  convert  the  songs  into  MP3  format, 
because  almost  all  computers  and  devices 
can  play  those  files.  To  do  this,  you  copy  the 


digital  songs  you  bought 
online  onto  a  CD.  Then 
you  load  them  back  onto 
your  computer, 
decompress  them  into 
something  called  a  WAV 
file,  and  recompress  them 
into  MP3s.  Even  then,  you 
end  up  with  lower-quality 
music  because  MP3  lacks 
the  fidelity  of  new 
compression  software. 

Will  there  end  up  being 
one  standard  for  digital 
music? 

Yes,  eventually.  Right 
now,  with  no  single,  widely 
accepted  technology,  the 
competing  companies 
see  an  opportunity  to  lock 
customers  into  their 
format  so  they  can  sell 
more  songs  and  portable 
music  players.  So  each  is 
pushing  hard  to  get  its 
technology  to  come  out 
on  top.  It  might  take  a  few 
years,  but  one  company 
likely  will  end  up  owning 
the  standard. 


Is  Microsoft  going  to  win,  like  always? 

Not  necessarily.  Microsoft  scares 
executives,  even  powerful  record  bigwigs. 
They're  wary  of  being  beholden  to  the 
software  giant,  so  they're  working  with  many 
different  tech  companies.  RealNetworks  is 
the  weakest  player  in  the  bunch,  and  Sony  is 
a  wild  card  because  it's  late  in  selling 
downloads.  Most  experts  think  the  battle  will 
play  out  between  Microsoft  and  Apple. 
Apple  has  the  early  advantage,  with  70%  of 
the  music-download  market  and  25%  of  the 
music-player  market.  Still,  Microsoft's  WMA 
works  with  60  different  music  devices  and  a 
handful  of  download  services.  So  Apple  will 
have  to  be  innovative  if  it  doesn't  want  to  be 
marginalized  once  again. 

-By  Heather  Green 
in  New  York 
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J.P.  Morgan 
Is  in  for  a  Shock 

Jamie  Dimon  won't  take  charge  until 
2006,  but  his  influence  will  be  immediate 


w 


ATCH  OUT,  J.P. 
Morgan  Chase  & 
Co.  By  buying 
Chicago-based 
Bank  One  Corp. 
and  making  the 
47-year-old  Jamie 
Dimon  chief  operating  officer,  you  may 
have  let  the  lion  into  the  tent.  Don't  ex- 
pect Dimon,  a  Queens  (N.Y.)  native  who 
boxes  for  fun,  to  pull  many  punches  as  he 
squares  up  to  his  new  job. 

What  will  a  Dimonized  J.P.  Morgan 
look  like?  Dimon  isn't  saying  yet,  and  the 
merger  won't  be  final  for  another  six 
months.  But  his  past  conversations  with 
BusinessWeek  and  his  moves  at  Bank  One 
offer  big  clues.  Within  less  than  a  year  of 
his  arrival  there  in  2000,  he  replaced  all 
but  one  of  the  13  executive  committee 
members— many  with  lieutenants  from 
his  days  at  Citigroup,  where  he  was  fired 
as  president  in  1998  after  a  falling-out 
with  Chairman  Sanford  "Sandy"  I.  Weill. 
Then  he  overhauled  the  bank's  board, 
slicing  it  from  22  to  13  directors.  Next  he 
eliminated  such  perks  as  401(k)  matches 
for  top  earners  and  company  cell  phones 
for  everyone;  staffers  must  now  even  pay 
for  their  own  newspaper  subscriptions. 

The  bottom  line:  In  less  than  a  year,  he 
took  a  sprawling,  unfocused  outfit  that 
had  made  more  than  100  acquisitions 
over  15  years  and  turned  it  into  a  hum- 
ming financial  machine  fully  prepped  to 
reenter  the  deal  game  as  a  power  player. 
It's  doubtful  that  Dimon  will  be  able  to 
move  so  fast  at  J.P.  Morgan.  He's  slated  to 
serve  as  No.  2  until  he  takes  over  in  2006. 
Until  then,  he's  supposed  to  focus  on  the 
bank's  retail  side  while  Chief  Executive 
William  B.  Harrison  Jr.  looks  after  the  cor- 
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TIGHTFISTED  Dimon's 
forte  is  cost  control 
and  quick  returns 


ate  business.  But  the  wait  is  unlikely 
ramp  his  style.  "He'll  have  more  infhi- 
e  sooner,"  predicts  longtime  Dimon- 
cher  Brian  Rohman,  managing  direc- 
of  Weiss  Peck  &  Greer,  a  New  York 
itutional  money  manager  that  owns 
Morgan  stock  "He  will  not  stand  for 
politics  of,  Tie's  on  retail  and  the  oth- 
ju/s  on  corporate.' " 
Tie  arrival  of  the  tightfisted  Dimon 
likely  complete  the  transformation  of 
Morgan  from  a  tony  white-shoe  pri- 
2  bank  with  roots  in  the  19th  century 
i  technology- driven  megabank  cater- 
to  everyone.  His  eye  for  cost-cutting 
1  insistence  on  quick  returns  promises 
finish  the  job  of  chopping  expenses 
ted  when  another  storied  bank,  Chase 
nhattan,  bought  J.P.  Morgan  in  2000. 


At  Bank  One,  "he  installed  a  culture  of 
cost  control  and  efficiency,"  says  John  R. 
Hall,  who  has  served  on  the  board  of 
Bank  One  or  its  predecessors  since  1987 
"He  [has]  really  gotten  in  there  and  re- 
duced the  cost  of  operating  the  bank."  Al- 
ready, Dimon  and  Harrison  have  started 
trolling  for  the  $2.2  billion  in  annual  sav- 
ings and  10,000  layoffs  that  the  bank  says 
it  wants  by  2007. 

IMPATIENT 

AT  FIRST,  DIMON  and  Harrison  will  op- 
erate through  a  supersized— and  proba- 
bly unwieldy— network  of  top  managers. 
But  expect  the  planned  16-member  board 
of  directors  and  27-member  executive 
committee  to  be  scaled  back  before  long. 
The  impatient  Dimon  prefers  to  work  in 


ioes  an 
aordinary 

niting  top 
nt  He  gets 
i  strong, 
amic 


-John  Rogers 
Director,  Bank  One 


The  Dimonizing 
of  J.P.  Morgan 

If  Jamie  Dimon's  moves  at  Bank  One  are  any  indication, 
here's  what  he's  likely  to  do  at  J.R  Morgan  Chase: 


CHOP  the  27-member  executive  committee  and  the  16-member 
board  down  to  perhaps  a  dozen  members  each 


HAND  OUT  fewer  perks,  such  as  401(k)  matches,  to  execs  getting  top 
dollar  and  cut  back  on  options 


REVIEW  every  business  line-by-line  to  weed  out  laggards  while  scaling 
back  high-risk  areas  such  as  the  bank's  own  trading  in  stocks  and  bonds 


INTEGRATE  rapidly  the  2,360  branches  under  a  single  computer 
system  and  brand 


FOCUS  ON  branding  by  putting  tellers  and  loan  officers  into  uniforms 
with  the  company  logo  and  turning  branches  into  sales  offices  with 
customers  steered  to  "relationship  bankers"  pitching  products 


PURSUE  more  innovations  and  co-branding  in  credit  cards  such  as 
the  Bank  One  Starbucks  card,  both  a  stored-value  and  credit  card 


Data:  -  ;     ?;..'.-- 


small  groups  where,  he  says,  execs  can't 
hide  and  if  s  easier  to  make  changes. 
Bank  One's  board  has  just  13  directors, 
four  fewer  than  Bank  of  America's,  and  a 
13-strong  executive  committee,  vs.  a  47- 
member  committee  at  Citigroup. 

Executive  perks  are  likely  to  follow 
execs  out  the  door.  There's  a  good  chance 
that  Dimon  will  snatch  back  company  cell 
phones  and  pagers  unless  they're  deemed 
essential.  Bank  One  staffers  are  reim- 
bursed when  they  use  their  phones,  but 
not  for  buying  them.  Also,  Dimon  has  re- 
structured Bank  One's  options  so  that 
they  expire  after  just  six  years  instead  of 
the  usual  10.  That  prods  managers  to 
move  faster  to  boost  profits— and  the 
company's  stock  price. 


The  skinflint  approach  didn't  deter 
highfliers  from  joining  Bank  One.  Now, 
nine  of  the  executive  committee  mem- 
bers whom  Dimon  hired  or  promoted 
are  joining  the  new  J.P.  Morgan  commit- 
tee. "He  does  an  extraordinary  job  of 
recruiting  top  talent,"  says  John  W. 
Rogers  Jr.,  another  Bank  One  director. 
"He  gets  very  strong,  dynamic  leaders 
for  his  organization." 

For  J.P.  Morgan  customers,  though,  the 
most  striking  post-Dimon  change  might 
be  at  the  530  Chase  branch  offices.  To 
drive  home  the  message  of  a  unified  oper- 
ation, Dimon's  retail-banking  honcho, 
Charles  W.  Scharf,  may  put  Chase  tellers 
and  loan  officers  into  uniform  shirts  and 
ties  just  as  he  did  at  Bank  One.  Chase 
bankers  will  be  pushed  to  adopt  a  more 
aggressive  style,  pitching 
mortgages  and  credit  cards 
along  with  certificates  of  de- 
posit and  checking  accounts. 
Once  the  merger  is  final, 
bankers  can  expect  a  quick  de- 
cision—backed by  consumer 
research— on  whether  to  stick 
Chase  or  Bank  One  signs  on 
the  combined  bank's  2,300 
branches. 

Dimon's  knack  for  tapping 
marketing-sawy  managers 
rescued  Bank  One's  once- 
troubled  credit-card  operation 
and  should  give  J.P.  Morgan's 
Chase  cards  unit  a  similar 
boost.  Another  Dimon  lieu- 
tenant, William  Campbell,  will 
surely  push  for  more  creativity 
in  designing  and  marketing 
cards— a  major  key  to  success 
in  the  oversaturated  card 
world,  in  which  the  combined 
banks'  $125  billion  of  receiv- 
ables run  a  close  second  to 
leader  Citigroup.  Bank  One's 
offerings  now  include  such  novel  deals  as 
one  with  Starbucks  Corp.,  where  holders 
of  the  futuristic-looking,  translucent 
Duetto  Visa  card  can  charge  their  pur- 
chases and  store  cash  for  instant  debiting 
while  earning  rewards  for  their  Starbucks 
buys.  Look,  too,  for  more  affinity  market- 
ing to  get  Chase  cardholders  to  carry  more 
plastic  that  benefits  their  alumni  associa- 
tions or  professional  groups. 

As  well  as  rolling  out  splashy  new 
products,  Dimon  was  methodically  fixing 
the  electronic  plumbing  at  Bank  One.  He 
put  the  scores  of  banks  his  predecessors 
had  accumulated  across  14  states  onto  a 
single  computer  system— a  complex  and 
costly  task  that  many  banks  never  accom- 
plish. At  J.P.  Morgan,  he  must  fold  sever- 
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al  computer  systems  into  one  while 
knitting  its  myriad  investment-banking 
clients  into  a  unified  data  system. 

Many  of  J.P.  Morgan's  investment 
bankers  say  they're  excited  that  a  per- 
son with  Dimon's  charisma  is  coming 
aboard.  But  that  reception  won't  stop 
him  from  taking  a  hard-nosed  look  at 
some  of  J.P.  Morgan's  riskier  opera- 
tions. He  could,  for  instance,  be  tempt- 
ed to  scale  back  the  bank's  own  trading 
in  stocks  and  bonds  from  which  earn- 
ings swing  widely  from  quarter  to 
quarter,  says  Lehman  Brothers  Inc.  an- 
alyst Brock  Vandervliet.  "I  don't  think 
Dimon  has  a  tolerance  for  that,"  Van- 
dervliet adds.  Morgan  may  still  trade 
but  perhaps  not  as  much.  Dimon 
might  also  rein  in  private -equity  in- 
vesting, where  the  company  sinks  its 
own  money  into  long-term  ventures, 
says  Vandervliet.  Dimon's  healthy  re- 
spect for  risk  is  a  hallmark  of  his  Bank 
One  tenure.  "Jamie  changed  the  cul- 
ture of  Bank  One  to  be  more  conscious 
of  credit  risk  and  to  provide  sufficient 
reserves,"  says  director  Hall. 

For  all  that  he  brings  to  the  match, 
Dimon  has  something  to  learn  from 
Morgan.  His  key  shortcoming  at  Bank 
One  has  been  an  inability  to  build  rev- 
enues. By  hiving  off  money-losing  busi- 
nesses, Dimon  cut  annual  revenue  from 
$17.7  billion  in  1999  to  $13.9  billion  in 
2000.  Last  year  it  was  still  just  $16.2  bil- 
lion. He  acknowledges  he  was  too  sav- 
age in  cutting  loans  to  midsize  compa- 
nies, which  fell  from  $30.3  billion  in 
2002  to  $26.6  billion  last  year.  "He  has 
run  a  very  conservative  shop,"  says  U.S. 
Bancorp  Piper  Jaffray  bank  analyst 
Andy  Collins.  "I  don't  think  he's  going 
to  be  allowed  to  run  rampant  in  terms  of 
taking  an  ax  to  J.P.  Morgan." 

That's  probably  true,  if  for  no  other 
reason  than  that  he  will  join  a  J.P.  Mor- 
gan in  far  better  shape  than  he  found 
Bank  One.  On  Jan.  21,  J.P.  Morgan  said 
that  it  earned  $6.72  billion  last  year, 
more  than  quadruple  its  2002  profit  of 
$1.66  billion. 

Over  a  couple  decades  of  dealmaking 
and  empire-building,  Dimon  learned 
"racial  lessons  from  his  onetime  men- 

r,  Citigroup's  Weill.  Chief  among 

m,  he  says,  is  to  be  bold,  to  demand 
qi  '  profitability—  and  to  make  sure 
evei  tw  ive  and  every  business  unit  con- 
tribute hareholders'  wealth.  Now, 
on  a  far  bigger  stage  than  he  has  had  at 
Bank  One,  Dimon  will  have  to  act  on 
those  lessons— and  maybe  even  upstage 
Citi  as  well.  ■ 

-By  Joseph  Weber  in  Chicago 
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COMMENTARY 

BY  EMILY  THORNTON 

Banks:  Desperately 
Seeking  Stability 

A  need  for  balance,  not  size,  drives  today's  merger* 


DESPITE  THE  INTENSE 
coverage  that  J.P. 
Morgan  Chase  & 
Co.'s  Jan.  14  acquisi- 
tion of  Bank  One 
Corp.  received,  one  crucial  aspect 
eluded  many  commentators:  Un- 
like most  financial-services  in- 
dustry deals,  the  aim  wasn't  sim- 
ply to  create  a  behemoth.  "The 
focus  is  not  only  on  size  but  on  improv- 
ing income  streams,"  says  Hamilton  E. 
James,  vice-chairman  of  private  invest- 
ment firm  The  Blackstone  Group. 
These  days,  just  being  big  doesn't 
cut  it— balance  is  what's 
beautiful.  Consider:  At  a 
stroke,  J.P.  Morgan  re- 
duced its  reliance  on 
uneven  investment-bank- 
ing and  trading  earnings 
by  receiving  a  big  slug  of 
far  more  stable  commer- 
cial bank  revenues.  Bank 
One  got  growth— and 
economies  of  scale— for 
its  credit-card  and  retail- 
banking  businesses. 

Watch  for  a  rash  of 
similar  mergers  in  which 
financial  institutions  with 
volatile  earnings  scram- 
ble to  find  stabilizers,  and 
those  struggling  to  main- 
tain record  profits  hunt 
for  scale  and  growth.  It's 
a  trend  that's  likely  to 
moderate  big  earnings 
swings  in  very  much  the 
same  way  that  Citigroup  has  done. 

The  main  impetus  comes  from  com- 
mercial and  retail  banks.  Many  risk  los- 
ing their  momentum  because  the  mo- 
tors driving  their  recent  fat  profits  are 
starting    to    sputter.    The    Mortgage 


Watch  for  a 
rash  of  deals 
that  will 
help  steady 
earnings 


Bankers  Assn.  expects  home  lending  ti 
drop  53%,  to  $1.6  trillion,  this  year;  cor, 
porate  lending  is  sluggish;  and  co 
sumers  are  staggering  under  a  hug 
debt  load.  Bankers  say  Washingto: 
Mutual  Inc.,  whose  earnings  stalled 
ter  a  heady  period  of  growth,  could 
forced  into  a  shotgun  marriage.  "Wh 
would  anyone  want  to  own  the  stock 
a  company  that  is  reducing  earnings  es 
timates  when  they  could  own  the  stocl 
of  one  that  isn't?"  asks  Reilly  Tierney,  fi  5 
nancial  services  analyst  at  investment 
bank  Fox-Pitt,  Kelton.  WaMu  declineo  1 
to  comment 

Investment  banks  that  thrived  by  issu 
ing  and  trading  record  amounts  oH 
bonds  as  interest  rates  feBj 
are  looking  for  acquisition:: 
to  steady  their  earnings. 
One      reason      Lehman 
Brothers  Inc.  ponied  up 
$2.6  billion  for  asset  man 
ager  Neuberger  Berman  in 
July  was  to  get  the  tatter's 
regular       fee       income.  'I 
Bankers  say  Bear,  Stearns  ' 
Cos.  and  others  could  fol-  • 
low  suit  as  the  market  ze-  '<■ 
roes  in  on  earnings  quality.  ^ 
On  Jan.  21,  Merrill  Lynch  &  o 
Co.  said  it  was  interested  in  ■ 
making  "bolt-on"  acquisi-  * 
tions  that  can  be  easily  in-  ' 
tegrated  into  its  growth 
strategy.  "We're  raising  the 
bar    for    institutions    in 
terms  of  the  size  of  their 
capital  and  the  diversity  of 
their  earnings,"  says  Gary 
Parr,  deputy  chairman  off 
Lazard,  adviser  to  Bank  One. 

Will  the  new  strategies  work?  It'll  be 
hard  to  tell  until  the  fog  of  special 
charges  that  mergers  produce  lifts.  But 
they  have  a  better  rationale  than  past  fi- 
nancial deals  that  self-destructed.  ■ 


omebuilders 
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What's  Grounding 
Builders'  Stocks 

s  the  industry  thrives,  investors  fear 
irnings  will  stall  if  mortgage  rates  rise 


^   ODNEY     DANGERFIELD 
^  would  understand.  After  a 
I  I  year  when  homebuilders 

^  saw  their  stocks  double  in 
^^|  price,  they  still  feel  they 

I  ^^  don't  get  no  respect. 
I  vHl  Twelve  of  the  biggest  out- 
have  even  banded  together  to  form  the 
Dlic  Home  Building  Council  of  Ameri- 
to  talk  up  their  stocks  with  Wall  Street 
i  the  financial  press. 
tVhat  bugs  them  is  that  they  deliver 
ord  results  year  after  year,  while  the 
rket  keeps  their  price-earnings  ratios 
:hored  firmly  in  single  digits.  Although 
nings  have  grown  at  a  29%  annual  lick 
ring  the  past  five  years,  their  p-e  ratios 
ren't  budged  much  above  7— just  one- 
rd  of  the  22  p-e's  of  the  Standard  & 
jr's  500-stock  index  for  the  same  peri- 
Execs  argue  they  deserve  much  more. 
as  Joel  H.  Rassman,  chief  financial  ofn- 
at  council  member  Toll  Brothers  Inc. 
Huntingdon  Valley,  Pa.:  "In  any  other 
lustry,  this  would  be  ridiculous." 
Do  the  builders  have  a  case?  In  a  world 
ere  tech  companies  that  have  never 
tied  a  penny  can  command  premium 
ces,  you  might  think  a  business  as  sol- 


id as  homebuilding  should  attract  more 
attention.  But  Wall  Street  doesn't  see  it 
that  way.  Shares  rise  when  expectations 
are  high— and  investors  just  don't  expect 
homebuilders  to  stay  hot. 

For  a  start,  rock-bottom  mortgage 
rates  have  fueled  home  sales  and  rising 
house  prices,  as  well  as  windfall  profits  on 
the  land  homebuilders  own.  And  the  next 
move  for  rates  is  probably  up.  Already, 


FAIR  APPRAISALS? 


Earnings  for  homebuilders  have 
soared,  even  as  their  shares  have 
stayed  dirt  cheap 
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rate  worries  have  sliced  about  11%  off  the 
stocks  since  Dec.  1.  David  D.  Weaver,  an 
analyst  at  brokerage  Legg  Mason  Wood 
Walker  Inc.,  doubts  the  market  will 
change  its  mind  until  builders  prove  they 
can  make  big  money  when  rates  are  high. 

"BEST  OF  TIMES" 

RISING  LAND  PRICES  aren't  all  good 
news,  either.  To  keep  growing,  builders 
must  buy  more  land  at  an  increasing  cost. 
That  cuts  deeply  into  operating  cash  flow, 
which  was  less  than  $300  million  last 
year,  even  though  the  industry  reported 
earnings  of  $4.6  billion,  says  StockDiag- 
nostics.com,  a  Wall  Street  data  cruncher. 
Pulte  Homes  Inc.,  for  example,  spent 
$782  million  to  boost  its  stockpile  of  land 
by  23%  in  the  first  nine  months  of  last 
year.  In  the  same  period,  its  operations 
drained  $433  million  of  cash.  "We  are  ac- 
quiring land  to  grow,"  says  Chief  Execu- 
tive Richard  J.  Dugas  Jr.  "We're  looking  to 
invest  another  $1.5  billion-plus."  But 
even  if  Pulte  and  others  aren't  engaging 
in  the  rank  land  speculation  that  once  tar- 
nished the  industry,  their  inventory  costs 
will  soar  if  sales  slow,  analysts  say. 

Investors  fret  that  gains  on  land  that 
builders  already  owned  are  still  propping 
up  profits.  Builders  don't  disclose  how 
much  their  land  is  worth  or  how  much  of 
their  record  earnings  are  windfall  gains. 
Skeptics  are  concluding  that  "their  mar- 
gins can't  continue  like  this  unless  land 
prices  keep  going  through  the  roof,"  says 
value  investor  Richard  S.  Pzena,  founder 
of  Pzena  Investment  Management  LLC. 

Investors  don't  believe  that  much  of 
the  other  good  news  for  builders  will  per- 
sist, either.  As  the  economy  picks  up,  the 
lower  costs  for  materials,  labor,  and  their 
own  borrowing  are  likely  to  rise.  "These 
have  been  the  best  of  times  for  the  indus- 
try," says  Kenneth  T  Rosen,  professor  of 
real  estate  finance  at  the  University  of  Cal- 
ifornia at  Berkeley. 

The  builders  have  a  few  friends  on  the 
Street.  The  Al  Frank  Fund  owns  13  of  the 
stocks.  Manager  John  Buckingham  says 
their  earnings  will  grow  by  15%  or  more 
each  year  through  the  end  of  the  decade. 
The  builders  say  they  can  cope  with  a  rise 
in  mortgage  rates  of  one,  or  even  two, 
percentage  points— because  it  would 
probably  come  with  a  stronger  economy 
that  lifts  consumer  incomes.  And  they  ex- 
pect to  keep  boosting  earnings  through 
price  increases  on  scarce  lots,  skilled  mar- 
keting, cost-cutting,  and  economies  of 
scale  as  they  take  market  share  from 
smaller  builders.  But  the  market  doesn't 
have  much  respect  for  that  line.  ■ 

-By  David  Henry  in  New  York 
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COMMENTARY 


BY  MIKE  FRANCE 


Close  the  Lawyer  Loopholtf 

Their  ability  to  reduce  legal  liability  for  executives  is  fueling  white-collar  crime 


STAY  OUT 
OF  JAIL 


BELIEVE  IT  OR  NOT,  ATTORNEYS 
have  to  pass  a  "moral  character" 
test  before  they  are  allowed  to 
practice  law.  Because  state  bar 
associations  purport  to  be  con- 
cerned about  protecting  the  innocent 
public  from  dishonest  lawyers,  they  force 
applicants  to  provide  character  references 
and  to  undergo  background  investiga- 
tions. Then  candidates  must  raise  their 

hands  and  make  a  solemn  vow  to  abide  by  a  detailed  set  of  eth- 
ical rules  that,  among  other  things,  forbid  attorneys  from  as- 
sisting "a  client  in  conduct  that  the  lawyer  knows  is  criminal  or 
fraudulent." 

In  exchange  for  taking  this  Utile 
pledge  of  allegiance— and  passing  the 
minimal  character-screening  test- 
lawyers  get  quite  a  bit  of  power.  Say  an 
attorney  advises  a  client  that  a  too- 
good-to-be-true  tax  shelter  is  legal.  If 
the  Internal  Revenue  Service  later  chal- 
lenges the  deal,  the  fact  that  a  duly  li- 
censed and  approved  lawyer  blessed  the 
shelter  means  that  the  client  can  gener- 
ally avoid  criminal  prosecution,  cut 
down  potential  civil  liability,  and  face  a 
smaller  fine.  In  a  wide  variety  of  settings 
that  go  well  beyond  the  tax  world,  attor- 
neys are  essentially  empowered  to  give 
business  customers  something  very 
valuable:  a  get-out-of-jail-free  card. 

There's  increasing  evidence  that 
corporate  lawyers  are  abusing  this 
privilege.  One  good  example  is,  in  fact, 
tax  shelters— an  area  in  which  the  IRS 
has  recendy  unearthed  several  dubious 
schemes  that  got  green  lights  from  re- 
spected tax  attorneys.  But  that's  hardly 
the  only  instance.  Critical  elements  of 
many  of  Enron  Corp.'s  most  deceptive 
balance-sheet  maneuvers  were  ap- 
proved by  big  law  firms,  as  were  some 
of  the  trading  strategies  used  to  rip  off 
mutual-fund  investors. 

This  plague  of  dubious  legal  advice 


L 


WHY  LAWYERS 
ARE  HARD  TO  CATCH 

1  CRIMINAL  CASES  are  almost  never  brought 
against  corporate  attorneys  for  helping  clients 
commit  fraud.  Lawyers  who  go  to  jail  are  usually 
there  for  crimes  outside  the  profession,  like  murder. 


2 


THE  SUPREME  COURT  GAVE  LAWYERS 

protection  against  civil  stock  fraud  class  actions 
in  1994,  when  it  issued  the  Central  Bank  of 
Denver  ruling.  The  case  limits  the  liability  of  attorneys 
whose  advice  "aids  and  abets"  white-collar  criminals. 


3 


SELF-REGULATION  is  weak,  with  state  bar 
associations  more  interested  in  preventing 
non-lawyers  from  selling  cheap  wills  in  strip 
malls  than  in  disciplining  blue-chip  law  firms  that 
participate  in  multibilliop-dollar  frauds. 


t 

[ft 
is  giving  prosecutors  a  big  headache.  To  send  a  CEO  to  jail,  tr  t\ 
have  to  prove  that  the  executive  intended  to  break  the  law.  B  p 
this  becomes  nearly  impossible  to  do  when  attorneys  writ*  il 
gilded,  watermarked,  cotton-fiber  letter  saying  that  a  particu,  fa 
gimmick  is  legal.  The  expensive  piece  of  paper  directly  undi  hi 
cuts  prosecutors'  arguments  that  a  manager  has  the  necessj  er. 
mens  rea,  or  state  of  mind,  to  commit  a  crime.  That's  a  big  re  y 
son  why  the  first  excuse  that  has  come  out  of  the  mouths  Ji 
many  of  the  most  prominent  white-collar  wrongdoers,  fix  ec 
Enron's  Kenneth  L.  Lay  and  Jeffrey  K.  Skilling  on  down,  is  tip 
their  attorneys  rubber-stamped  their  deeds. 

That  some  of  the  Lays  and  Skillings  of  the  world  have  h 
their  legal  exposure  reduced  might  be  tolerable  if  their  arte 
neys  had  a  corresponding  increase  in  liability.  But  this  isi 
the  case.  Corporate  lawyers  are  almost  never  sent  to  jail  f 
helping  out  white-collar  criminals.  The  civil  liability  of  bu 
ness  attorneys  was  dramatically  reduced  by  the  Suprer 
Court's  1994  Central  Bank  of  Dem 
ruling,  which  shielded  lawyers  ai 
others  who  "aid"  or  "abet"  securiti 
fraud.  And  most  state  bar  assoc 
tions,  notwithstanding  their  osten.; 
ble  concern  for  the  public,  almost  ne 
er  impose  discipline  on  lawyers 
blue-chip  firms.  They  would  mui 
rather  hound  paralegals  selling  che? 
wills  in  strip  malls. 

As  a  result,  there's  a  gaping  loopho 
in  our  legal  system.  All  an  executive  h 
to  do  to  get  away  with  fraud,  it  som 
times  seems,  is  to  have  an  attorn* 
bless  the  wrongdoing.  Attorneys  are 
"a  unique  position  of  trust,  conferre 
upon  them  by  their  license  to  practii 
law,  and  they  take  advantage  of  th 
trust,"  says  Los  Angeles  County  Di 
trict  Attorney  Steve  Cooley,  who  create 
a  special  prosecutorial  unit  in  1999 
go  after  attorneys.  "Historical! 
lawyers  have  been  underprosecuted  b 
cause  of  their  special  status." 

It  is  time  to  start  closing  the  lawyi 
loophole.  Cooky's  team  is  a  great  ide 
but  if  s  a  small  effort  and  has  not  bee 
copied  in  any  other  major  city.  In  la 
December,  the  IRS  announced  that 
was  beefing  up  its  Office  of  Professioi 
al  Responsibility  and  issuing  strict! 
guidelines    for   tax   opinion   letter 
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t's  a  long  overdue  move,  but  again,  it's  not  enough.  Now 
gress  needs  to  restore  the  accountability  for  lawyers  and 
n  gatekeepers  that  was  eliminated  by  the  Central  Bank  of 
ver  decision.  Prosecutors  also  need  to  redouble  their  efforts 
irow  crooked  lawyers  in  jail,  notwithstanding  the  fact  that 
•e  are  high  hurdles  to  doing  so.  And  judges  need  to  stop  giv- 
as  much  deference  to  the  so-called  advice-of-counsel  de- 
;e— the  legal  argument  that  clients  use  when  they  try  to 
m  that  "the  lawyer  said  it  was  O.K." 
Tiese  are  serious  steps.  But  they  are  the  only  way  to  change 
gal  culture  that  is  almost  comically  at  odds  with  the  profes- 
i's  pompous  self-image.  In  their  own  carefully  crafted 
thology,  attorneys  are  custodians  of  the  court  who  help 
nts  comply  with  the  law.  But  like  auditors,  business  lawyers 
(e  found  it  harder  to  say  no  to  big  clients  in  recent  years.  "All 
he  financial  incentives  are  for  clients  to  seek  out  lawyers  who 
j;  them  the  advice  they  want  to  hear,"  says  University  of  Vir- 
lia  law  school  ethics  professor  George  M.  Cohen.  "And  all  of 
.  financial  incentives  are  for  lawyers  to  give  it." 
mus,  many  of  the  most  highly  paid  corporate  attorneys  in 
ierica  all  but  ignore  the  spirit  of  tax,  corporate,  and  securities 
rs.  Instead,  they  are  often  linguistic  Houdinis  who  specialize 
lypertechnical  arguments  as  to  why  their  client's  rat  poison 
ets  the  five-part  test  for  being  apple  pie.  Many  corporate  law 
is  have  a  "business  ethos  that  does  not  appeal  to  a  larger 


sense  of  right  and  wrong  but  instead  defines  itself  solely  in 
terms  of  technical  compliance,"  wrote  University  of  Miami  law 
professor  William  H.  Widen,  a  former  partner  at  Cravath, 
Swaine  &  Moore  in  Manhattan,  in  an  article  in  The  Business 
Lawyer  last  year. 

Sarbanes-Oxley  Syndrome 

THE  RESULT,  INEVITABLY,  is  that  broad  notions  of  right  and 
wrong  have  gradually  disappeared  from  the  big-time  corporate 
law  practice.  In  the  eyes  of  many  corporate  attorneys,  the  fact 
that  a  particular  tax  shelter  or  corporate  maneuver  can  be  tech- 
nically defended  makes  it  morally  and  ethically  right— even  if 
that  makes  a  mockery  of  the  law's  substance. 

This  legal  climate  is  making  it  a  lot  harder  than  it  should  be 
to  throw  executives  in  jail.  And  that,  in  turn,  is  forcing  law- 
makers to  try  to  prevent  future  wrongdoing  by  devising  in- 
creasingly detailed  regulations  governing  how  businesspeople, 
auditors,  lawyers,  and  analysts  should  behave.  Witness  the  Sar- 
banes-Oxley Act,  a  bureaucratic  nightmare  that  is  spawning  a 
whole  new  industry  in  compliance  software.  Rather  than  force 
hundreds  of  managers  to  cut  through  red  tape,  it  would  make 
a  lot  more  sense  to  put  the  few  genuinely  bad  apples  behind 
bars.  But  to  do  that,  the  lawyers  are  going  to  have  to  be  held 
more  accountable  for  the  advice  they  give.  ■ 


LAW  SCHOOLS 

Can  Law  Profs  Consult— 
And  Keep  Their  Distance? 


John  C.  Coffee  Jr.  is  one  of  the 
most  prominent  law  school 
professors  in  the  country.  He's  a 
fellow  of  the  American  Academy 
of  Arts  &  Sciences,  has  advised 
NASDAQ  and  the  New  York  Stock  Exchange, 
and  was  named  one  of  the  100  most 
influential  lawyers  in  the  U.S.  by  the  National 
Law  Journal.  A  broad  Nexis  search  for 
citations  of  the  Columbia  University 
corporate  law  expert's  name  yielded  434 
articles  in  2003-compared  with  346  for 
Harvard  Law  School  criminal  specialist  Alan 
M.  Dershowitz,  336  for  Jonathan  Turley  of 
George  Washington  University,  and  303  for 
trendy  Stanford  Law  School  intellectual- 
property  theorist  Lawrence  Lessig. 

Many  of  Coffee's  sharpest  words  over  the 
past  couple  of  years  have  been  about  the 
Enron  Corp.  scandal.  One  of  the  best  in  the 
business  at  simplifying  complex  legal 
concepts  for  the  lay  person,  he  criticized  the 
company's  board,  management, 
accountants,  and  lawyers  in  The  New  York 
Times,  USA  Today,  BusinessWeek,  and 
many  other  publications.  In  February,  2002, 


for  instance,  he  told  a 
Washington  Post  reporter 
that  the  initial  investigation 
into  the  Enron  fiasco, 
known  as  the  Powers 
Report,  was  "very  soft  and 
equivocal"  on  the  role 
played  by  Houston's  Vinson 
&  Elkins  (V&E)— the  energy 
giant's  former  main  outside 
counsel.  "All  [it  says]  about 
V&E  was  they  were 
insufficiently  objective  or 
zealous,"  he  complained. 

But  his  view  of  V&E 
seemed  to  take  a  big  turn  a 
couple  of  months  later  when  Coffee  was  hired 
by  the  law  firm  as  an  expert  witness.  In  April, 
he  wrote  a  four-sentence  statement  arguing 
that  V&E  should  be  dismissed  from  the  Enron 
securities  fraud  class  action  since  the  firm's 
attorneys  could  not  be  classified  as  "primary" 
wrongdoers  in  the  case.  "[A]  lawyer  is  not 
liable  for  his  client's  statements  when  the 
lawyer  has  acted  only  to  counsel,  advise,  or 
edit  the  disclosures  made  by  his  client," 


Coffee  wrote.  His  statement  was  intended  to 
dissuade  the  Securities  &  Exchange 
Commission  from  submitting  to  the  court 
overseeing  the  Enron  class  action  an  amicus 
brief  supporting  broader  lawyer  liability. 
Then,  on  Oct.  8, 2003,  he  delivered  a 
more  elaborate  11-page  opinion  letter  aimed 
at  persuading  bankruptcy  investigator  R. 
Neal  Batson  that  V&E  gave  Enron  good 
^^^^^    securities  law  advice. 

Specifically,  he  defended 
the  company's  decision, 
backed  up  by  V&E,  not  to 
disclose  the  amount  of 
money  prison-bound  Chief 
Financial  Officer  Andrew  S. 
Fastow  was  earning  from 
his  side  deals  in  its  May, 
2001,  securities  filing.  "I 
believe  that  it  was  a 
reasonable  judgment  for 
V&E  and  the  other  legal 
advisors  and  consultants 
to  Enron  to  conclude  that  it 
was  'impracticable'  as  of 
the  2001  proxy  statement's 
filing  to  determine  the  amount  of  Fastow's 
interest,"  he  wrote. 

Neither  of  Coffee's  appeals  worked.  The 
SEC  went  ahead  and  wrote  a  brief  arguing 
for  broader  liability  for  the  attorneys  who 
participated  in  the  alleged  securities  fraud- 
arid  U.S.  District  Judge  Melinda  F.  Harmon  in 
Houston  sided  with  the  agency's  view  rather 
than  Coffee's.  For  his  part,  Batson 
concluded  that  there's  enough  evidence  for 
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a  jury  to  find  that  the  firm's  proxy  disclosure 
advice  constituted  malpractice. 

Now  Coffee,  too,  is  drawing  criticism  for 
having  lent  his  good  name  to  a  law  firm  that, 
many  people  believe,  did  a  lot  of  sleazy 
things  for  its  biggest  client  (total  billings 
from  1997-2001  equaled  $162  million).  As  an 
academic  who  is  frequently  quoted  as  an 
independent  expert  on  the  scandal,  he 
should  avoid  any  appearance  of  a  conflict  of 
interest,  some  say.  He  has  often  discussed 
Enron  without  disclosing  his  work  for  V&E. 
Critics  charge  that  his  work  for  the  firm  also 
epitomizes  a  much  broader  problem  in  the 
legal  academy:  that  law  schools  are  too 
close  to  law  firms  to  offer  much  in  the  way  of 
a  sustained  institutional  critique.  "It  troubles 
me  that  he  is  the  primary  go-to  guy  for  the 
press  on  what  is  going  on  in  this  case,"  says 
Susan  P.  Koniak,  a  professor  of  legal  ethics 
at  Boston  University  School  of  Law.  "If  he  is 
going  to  be  the  person  who 
explains  Enron,  he  shouldn't 
have  agreed  to  help  play 
defense  for  its  lawyers." 

Coffee  says  he  has  done 
nothing  wrong.  He  says  he  has 
offered  testimony  on  only  two 
narrow  areas  of  the  law  and 
that  he  has  not  discussed  these 
particular  issues  in  public.  His 
work  for  V&E  has  never  been 
kept  secret.  In  fact,  the  firm  has 
handed  out  his  writings  to 
some  of  the  reporters  and 
academics  who  have  been 
probing  into  the  law  firm's  role 
in  the  Enron  fiasco.  And  he  says 
he  rejects  far  more  requests  to 
testify  than  he  accepts.  "What 
you  can't  see  is  the  work  I've 
turned  down,"  Coffee  says. 

Coffee  also  insists  that  his 
academic  writings  have  not 
been  swayed  by  his  consulting 
work.  Indeed,  he  has  published 
articles  arguing  that  liability  for 
corporate  attorneys  should  be 
increased  in  the  wake  of  the 
recent  round  of  corporate 
scandals.  "Lawyers  should  act 
more  like  gatekeepers,"  he 
says.  "At  the  same  time,  I  can 
say  that  the  way  the  rules  are 
written,  this  was  in  compliance 
with  the  rules." 

Coffee  wasn't  the  only 
distinguished  law  professor  to 
stand  up  as  an  expert  witness 
on  behalf  of  V&E.  Geoffrey  C. 
Hazard  Jr.,  a  professor  at 
University  of  Pennsylvania  law 
school  who  is  the  former 


director  of  the  American  Law 

Institute,  an  elite  nonpartisan 

organization  devoted  to  the 

improvement  of  the  U.S.  legal 

system,  wrote  an  opinion 

letter  defending  the  role  of 

the  firm  in  its  investigation  of 

complaints  raised  by  Enron 

whistleblower  Sherron  S. 

Watkins.  So  did  Cornell  Law 

School  ethics  professor 

Charles  W.  Wolfram.  These 

two  eminent  ethics  scholars 

have  enjoyed  a  brisk  business  through  the 

years,  attacking  and  defending  attorneys 

and  law  firms  accused  of  unethical  conduct. 

Wolfram  declined  to  speak  to  BusinessWeek 

and  Hazard  says  that  he  has  both  attacked 

and  defended  law  firms. 

Almost  every  law  school  in  the  country 
allows  its  faculty  to  do  private  work  on  the 


Law  schools' 
ability  to 
monitor  the 

Erofession  is 
eing 
undermined 


Defenders  in 
Academia 

Three  of  the  most  prominent  law  school 
professors  in  the  country  served  as  paid 
expert  witnesses  for  Enron's  main  law 
firm,  Vinson  &  Elkins 


JOHN  C.  COFFEE  Probably  the  most-quoted  law 
school  professor  in  the  country,  the  Columbia 
corporate  and  securities  expert  has  been  named 
one  of  the  100  most  influential  attorneys.  He  has 
advised  the  New  York  Stock  Exchange,  NASDAQ, 
and  the  U.S.  Sentencing  Commission.  Coffee 
vouched  for  V&E's  securities  law  advice. 


GEOFFREY  C.  HAZARD  JR. 

A  leading  legal  ethics 

authority,  Hazard  is 

currently  the  Trustee 

Professor  of  Law  at  the 

University  of 

Pennsylvania.  The 

director  emeritus  for  the 

American  Law  Institute 

and  an  advisor  to  the 

American  Bar  Assn.,  he  defended  V&E's 

investigation  of  complaints  raised  by 

whistleblower  Sherron  Watkins. 


CHARLES  W.  WOLFRAM 

The  Cornell  Law  School 
professor  is  the  author 
of  Modem  Legal  Ethics, 
a  leading  text  on  the 
subject.  He  also 
defended  the  Watkins 
investigation. 
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side,  typically  one  day  a 
week.  This  consulting  allows 
top  scholars  to  pull  in 
incomes  that,  in  some 
cases,  approach  what  they 
could  make  in  private 
practice.  Hazard,  for 
instance,  told  BusinessWeek 
that  he  generally  charges  a 
retainer  of  $5,000,  plus 
$700  an  hour— a  billing  rate 
equal  to  what  blue-chip 
Manhattan  firms  charge  for 
top  partners.  Over  the  past  year,  Hazard 
estimates  that  he  has  taken  50  cases. 

Coffee  declined  to  discuss  his  rates  but 
says  that  his  work  for  V&E  accounted  for 
less  than  1%  of  his  income  over  the  past 
two  years.  He  added  that  his  private 
practice  gives  him  valuable  insights.  For 
instance,  he  says  that  his  work  for  V&E  has 
taught  him  that  responsibility  for  some 
corporate  securities  filings  is  often  so 
diffused  that  no  individual  feels  truly 
accountable  for  what  is  submitted. 
"Professors  of  medicine  do  some  surgery," 
says  Coffee.  "If  all  you  do  is  scold 
corporations  and  law  firms,  and  you  never 
work  for  them,  then  you  are  going  to  have  a 
very  remote  and  stilted  view  of  how  the 
institutional  world  of  law  firms  works." 

But  not  everybody  accepts  this 
proposition.  Harvard's  Andrew  L.  Kaufman, 
a  law  school  ethicist,  refuses  to  take  paying 
clients.  He  believes  his  top  priority  should  be 
to  offer  an  objective  critique  of  the  legal 
system— and  that  the  type  of  consulting 
conducted  by  Coffee,  Hazard,  and  many 
others  compromises  this  goal  by  giving  the 
appearance  of  a  conflict  of  interest.  "I 
aiways  have  the  lingering  question  whether 
what  they  say  is  influenced  by  the  testimony 
that  they  are  giving  for  money,"  says 
Kaufman.  "If  you  are  testifying  for  money 
about  intellectual  issues,  you  tend  to  identify 
with  your  clients." 

Because  so  many  law  professors  are 
consulting  on  the  side,  the  value  of  law 
schools  as  independent  monitors  of  the 
legal  profession  has  been  diminished.  And, 
of  course,  expert  witness  gigs  are  only  one 
way  big  firms  channel  money  and  support 
to  law  schools.  They  also  endow 
professorships,  allow  partners  to  serve  as 
volunteer  professors,  and  pay  the  high 
salaries  for  young  attorneys  who  have 
accumulated  tens  of  thousands  of  dollars 
in  tuition  debt.  All  these  practices  end  up 
thrusting  law  schools  and  law  firms  into  a 
very  cozy  relationship.  That's  too  bad, 
because  big  law  firms  are  badly  in  need  of 
stronger,  more  independent  watchdogs. 

-By  Mike  France  in  New  York 
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Snorts  Biz  Wrestl in 


lousing  Itself 
)ff  the  Mat? 

AVE  is  getting  a  second 
ind-but 
le  Street 
n't  sold  yet 


m  |  AYBE  VINCE  McMAHON  IS 

A  A   I  beaming  because  he's  about 
■  ■I  to  become  a  grandpa.  No 

W  II  one  is  suggesting  that  the 

^m  II  buff,  58-year-old  chairman 
World  Wrestling  Entertainment  Inc.  is 
oftie,  but  he  does  keep  a  book  called 
iat  Daas  by  his  computer.  Or  he  could 
basking  in  the  afterglow  of  taking  his 
>w  to  the  troops  in  Iraq  over  the  holi- 
es and  watching  tickets  sell  out  almost 
tantly  for  WrestleMania  XX,  scheduled 

Madison  Square  Garden  on  Mar.  14. 
>re  likely,  his  signature  snarl  has 
irphed  into  a  smile  because  of  the 
ind  once  again  swirling  around  this 
ster  of  organized  mayhem— buzz. 
(\fter  three  gut-slamming  years  of 
indling  live  audiences,  declining  TV  rat- 
;s,  and  a  struggling  crop  of  wannabe 
rs,  WWE  may  be  on  its  way  back.  The 
npan/s  narrowly  traded  stock  has 
a  84%  over  the  past  year,  to  almost  14. 
tings  have  steadied  and  remain  strong, 
vertising  is  up.  Thanks  partly  to  an  extra 
^-per-view  event,  pretax  profits  were 
7.2  million  in  the  last  quarter  vs. 
30,000  a  year  earlier,  and  revenues  in- 
ased  4.5%,  to  $94.4  million.  Even  the 
ltroversial  split  of  the  WWE's  Raw  and 
ackDown!  shows,  which  divided  what 
;d  to  be  one  continuous  storyline  and 
;nt  pool  into  two  separate  entities,  is 
rting  to  pay  off.  Because  stars  now  ap- 
ir  on  only  one  show,  it  has  freed  them 

to  do  more  international  live  events, 
d  wresders  such  as  rapper  John  Cena 
i  Randy  Orton  are  starting  to  elicit  the 
id  of  passion  from  fans  that  fuels  stars 
a  The  Rock. 

No  wonder  McMahon  and  his  wife, 
ida,  the  WWE's  president  and  CEO,  are 


BODY  BLOWS 

WWE  lost 
viewers  and 
star  power 


feeling  like  comeback  kids.  Their  slogan 
for  WrestleMania  is  "Where  It  All  Be- 
gins... Again."  Forget  rumors  about  the 
company  going  private.  Heck,  the  chair- 
man would  be  "delighted"  to  expand  the 
public  float  beyond  20%  at  some  point, 
not  because  the  McMahons  need  the  cash 
but  to  spread  the  joy  of  wresding  to  the 
investing  masses.  "This  is  literally  a  slice 
of  Americana,"  he  says.  "The  more  indi- 
viduals who  have  a  piece  of  it,  the  better." 
Still,  winning  fans 
on  Wall  Street  has 
proved  tough.  Even 
now,  WWE  stock  is 
well  off  the  34  peak 
it  hit  during  its  Oc- 
tober, 1999,  debut  on 
NASDAQ.  While  profits  are 
expected  to  rise  30%  in  fiscal 
2004,  ending  Apr.  30,  revenues  will 
be  down.  Linda  says  WWE  "has 
turned  a  corner."  But  even  Mario 
Cibelli,  whose  Marathon  Partners  LP 
owns  more  than  650,000  shares,  con- 
cedes that  "people  called  me  up  to  say 
'Are  you  crazy?'  when  we  bought  the 
stock.  There's  a  natural  aversion  to  tak- 
ing this  company  seriously." 

LET'S  GO  TO  THE  TAPES 

IT  PROBABLY  DOESN'T  help  that  the 
McMahon  family  regularly  appears  in  the 
ring— the  storyline  includes  Vince's  on-air 
mistresses  and  fistfights  with  daughter 
Stephanie.  The  company  has  also  grunted 
under  the  weight  of  several  well-publicized 
body  blows,  such  as  the  death  of  its  XFL 
Football  League,  a  joint  venture  with  NBC 
that  folded  after  one  season.  Both  Vince 
and  Linda  insist  it  could  have  paid  off  if 
given  time.  Says  Vince:  "I  think  our  pals  at 
the  NFL  went  way  out  of  their  way  to  make 
sure  this  was  not  a  successful  venture." 

Add  to  that  the  collapse  of  their  Times 
Square  restaurant,  competition  from  real- 
ity TV  shows  like  Fear  Factor,  and  the  dev- 
astating ruling  by  a  British  court  that 
their  original  WWF  (World  Wresding 
Federation)  acronym  belonged  to  the 
World  Wildlife  Fund.  That  decision  has 
cost  tens  of  millions  in  direct  costs  and 
lost  business.  Then  key  stars  like  Stone 
Cold  Steve  Austin  and  Dwayne  Johnson, 
a.k.a.  The  Rock,  either  were  out  with  in- 
juries or  spending  more  time  in  Holly- 
wood. The  March,  2002,  split  of  Raw  and 
SmackDown! ,  which  air  on  Spike  TV  and 
UPN,  respectively,  sharply  hurt  ratings  as 
fans  had  to  adjust  to  not  seeing  their  fa- 
vorite wresders  on  both  shows. 

But  there  have  been  victories,  too.  One 
was  acquiring  the  library,  brand,  and  ma- 
jor talent  of  former  archrival  World 
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Championship  Wrestling  from  AOL  Time 
Warner  Inc.  in  2001.  Dennis  B.  McAlpine 
of  McAlpine  Associates— the  lone  analyst 
still  covering  WWE— argues  that  "the 
[McMahons]  have  very  quietly  been 
gathering  up  every  tape  ever  made  on 
wrestling."  While  thafs  a  stretch,  they 
have  built  an  exhaustive  video  library  that 
could  lend  itself  to  a  cable  channel  and 
other  forms  of  revenue.  McAlpine  recent- 
ly raised  his  rating  from  sell  to  hold,  in 
part  because  of  signals  like  growing  pay- 
per-view  buys. 

FLICKS  AND  TOONS 

WHILE  ITS  FORTUNES  depend  on  creat- 
ing new  stars,  at  least  some  of  WWE's  im- 
proved results  come  from  fresh  talent  be- 
hind the  scenes.  "We  have  a  lot  of  people 
now  who  are  a  helluva  lot  smarter  than 
me,"  brags  Vince.  One  new  hire  is  Phil 
Livingston,  a  former  Oakland  Raider 
who  came  on  board  as  chief  financial  offi- 
cer a  year  ago.  He  has  moved  to  cut  costs 
and  display  statistics  on  the  company 
Web  site.  "We  have  to  be  our  own  analyst 
for  a  while,"  explains  Livingston. 

The  challenge  now:  Pump  up  sales 
again.  Among  the  initiatives  is  WWE 
Films,  which  is  doing  everything  from  an 
action-adventure  with  Stone  Cold  to  a  hor- 
ror flick  with  7-foot  villain  Kane.  A  cartoon 
series  for  the  2-to-ll  crowd  is  also  in  the 
works  and  could  air  next  year.  And  Vince  is 
interested  in  a  late-night  franchise  that  he 
describes  as  "a  litde  racier  and  a  little  more 
wild  West"  than  the  current  two  brands. 
With  increased 
global  pay-per- 
views  and  live 
events,  WWE  ex- 
pects international 
sales  to  grow  from 
14%  of  revenues  in 
2003  to  roughly 
18%  this  year. 
Moreover,  unlike 
some  media  com- 
panies, WWE  has 
virtually  no  debt 
and  $270  million  in 
cash.  "We  make  money  when  we're  not 
hot,"  says  Vince.  "When  we  are  hot,  if  s 
off  the  charts." 

Never  was  the  McMahon  empire  hotter 
than  in  the  last  Presidential  election 
year:  The  Rock  appeared  at  the  Republi- 
can National  Convention,  the  hype  about 
the  soon-to-debut  XFL  was  infectious, 
and  Vince  and  Linda  were  everywhere. 
Those  heady  days  may  not  be  back,  but  a 
WWE  that  knows  its  limitations  may  be  a 
healthier  company.  ■ 

-By  Diane  Brady  in  Stamford,  Conn. 
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Space  Travel:  Bringing  [ 
Costs  Down  to  Earth 

NASA  should  give  startups  room  to  maneuver 


MARS   OR   BUST.    THAT'S    THE    BANN 
that  President  Bush  wants  to  run 
the  White  House  flagpole.  Establishin 
an  outpost  on  Mars  is  a  fine  goal— if  yofc 
worry  about  the  sun  exploding  an* 
toasting  life  on  Earth  in  a  few  billion  years.  But  ft  j! 
now,  avoiding  the  "or  bust"  is  the  challenge. 


A  decade  ago,  NASA  calculated  it 
would  cost  close  to  $500  billion  to  head 
back  to  the  moon  as  a  stepping-stone  to 
Mars.  Today,  the  tab  could  top  an  astro- 
nomic $750  billion.  But  taxpayers 
would  get  handed  a  far  smaller  bill  if 
Washington  made  some  long- overdue 
changes.  Since  man  last  set  foot  on  the 
moon  in  1972,  NASA  has  enjoyed  a  mo- 
nopoly on  U.S.  manned  space  missions, 
doling  out  contracts  to  its  aerospace 
cronies.  As  a  result,  the  cost  of  putting 
people  into  orbit  is  about  the  same  now 
as  30  years  ago— roughly  $10,000  per 
pound,  although  cheaper  commercial 
launch  vehicles  are  available. 

To  get  more  boost  for  everyone's 
buck,  NASA  should  gracefully  exit  the 
space-ferry  game  and  get  back  to  the  fu- 
ture of  exploring  new  frontiers.  The 
agency  is  like  a  former  Olympic  athlete 
gorging  on  potato  chips  and  beer  while 
watching  videos  of  past  glories,  says 
Rick  N.  Tumlinson,  founder  of  Space 
Frontier  Foundation,  a  group  that  avid- 
ly promotes  opening  up  the  space  busi- 
ness. Getting  off  this  planet,  he  adds, 
"will  never  get  cheaper  if  the  govern- 
ment stays  in  control." 

Last  December,  two  small  companies 
showed  what  they  can  do  on  a  relative 
shoestring.  To  celebrate  the  100th  an- 
niversary of  the  Wright  brothers'  flight, 
Space  Exploration  Technologies  Corp. 
(SpaceX)  trucked  its  new  Falcon  I  rock- 
et from  El  Segundo, 
Calif.,  to  the  Smith- 


sonian Institution.  SpaceX  design 
and  built  the  seven-story-tall  rocket  Jo 
the  two  years  since  it  was  founded  I  b 
Elon  Musk,  who  made  a  mint  as  c  ti 
founder  of  PayPal  Inc.  A  bigger,  five-e  s 
gine  rocket  is  due  next  year.  His  inve  Id 
ment  so  far?  Less  than  $100  millic  ze 
And  SpaceX  has  signed  contracts  to  k  i 
satellites  at  a  cost  of  $1,500  a  poun  d 
That's  one-fourth  the  rate  for  the  cheai  n 
est  U.S.  "heavy-lift"  launcher— and  on  & 
sixth  the  cost  of  shuttle  launches. 

Last  month's  second  milestone  w.  l 
reached  on  the  West  Coast,  where  Jt 
small,  private  space  plane  thumbed  i 
nose  at  NASA  On  Dec.  17,  a  rocket-pr 
pelled  plane  dubbed  SpaceShipOi 
zoomed  to  68,000  feet  (just  under  1 
miles)  over  California's  Mojave  Desei 
How?  By  hitching  a  ride  on  a  jet  calk 
the  White  Knight  for  the  first  48,0C 
feet.  Thirteen  miles  high  is  only  on 
fifth  of  the  way  to  space,  but  the  plar 
might  have  gone  all  the  way  if  its  cnfej 
ator,  Scaled  Composites  LLC  in  Mojav  I 
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had  permission  for  more 
1  a  15-second  "burn"  of 

rocket  engine.   Scaled 
iposites  is  run  by  Elbert 

Burt"  Rutan,  the  stand- 
sh  designer  of  the  Voy- 

plane  that  circled  the 
Id  in  1986. 

retting  astronauts  and 
rists  into  space  on  the 
ap  is  the  notion  behind  a 
/ately  sponsored  race 
i  a  $20  million  reward, 
lounced  in  1996  by  en- 
>reneur  Peter  H.  Dia- 
ndis,  the  X  Prize  is  mod- 
1  after  the  $25,000 
eig  Prize  that  enticed 
pies  A.  Lindbergh  to  fry 
3  across  the  Atlantic  in 
7  To  win  the  X  Prize,  a 
/ately  developed  space- 
ft  capable  of  carrying 
ee  people  must  soar  to  62 
es,  then  pull  off  a  repeat 
hin  two  weeks.  That 
uld  show  the  plane's 
lity  to  operate  like  an  air- 
;r— and  potentially  make 
ee  travel  almost  as  rou- 
t  as  air  travel  has  become 
ce  Lindbergh's  feat, 
tutan  is  one  contender  for  the  X 
ze,  and  there  are  26  others  from  seven 
intries— several  financed  by  computer 
1  software  whiz  kids.  Paul  G.  Allen, 
o  made  billions  by  co-founding  Mi- 
soft  Corp.,  is  Rutan's  sugar  daddy. 
i  Armadillo  Aerospace  in  Mesquite, 
:.,  is  backed  by  video-game  million- 
•  John  Carmack,  creator  of  Doom  and 
ike.  Still,  most  X  Prize  entries  have 
:n  built  "on  budgets  that  wouldn't  pay 
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Rockets  propel 
SpaceShipOne 

Ready  for  Takeoff 

COMPANY/                              MODE  OF 
SPACE  PLANE                           OPERATION 

BRISTOL  SPACEPLANES 

(Bristol,  England)  Ascender 

Rocket  ascent  from  8  km, 
jet  horizontal  landing 

INTERORBITAL  SYSTEMS 

(Mojave,  Calif.)  Solaris  X 

Vertical  rocket  launch, 
horizontal  landing 

KELLY  SPACE  &  TECHNOLOGY 

(San  Bernardino,  Calif)  N/A 

Air  launch  from  Boeing 
747,  glide-in  landing 

PIONEER  ROCKETPLANE 

(Solvang,  Calif.)  XP 

Horizontal  launch  and 
landing  with  rockets 

for  one  NASA  viewgraph  study,"  says 
Henry  R.  Vanderbilt,  executive  director 
of  Space  Access  Society,  a  Phoenix  group 
that  advocates  privatization  of  space. 

Not  all  space  wannabes  are  vying  for 
the  X  Prize.  Another  Mojave  outfit,  Xcor 
Aerospace,  hasn't  entered  the  race  but  is 
flight-testing  a  plane  that  could  offer  the 
ultimate  roller-coaster  thrill:  suborbital 
space  hops.  And  SpaceDev  Inc.  in 
Poway,  Calif.,  has  developed  a  new  rock- 


et engine— the  one  that  powers  Space- 
ShipOne. 

There's  no  telling  what  such  newcom- 
ers could  achieve  if  Washington  were  to 
encourage  private  enterprise.  Already, 
the  entrepreneurs  have  been  showing  up 
NASA  and  its  heavyweight  contractors, 
says  James  W.  Benson,  the  ex-software 
entrepreneur  who  founded  SpaceDev. 
NASA's  attempts  to  come  up  with  some- 
thing better  than  the  aging  Space  Shuttle 
"have  been  billion-dollar  boondoggles," 
he  notes.  These  started  with  the  National 
Aero-Space  Plane  in  the  1980s,  then  went 
through  a  series  of  hyperfast  X  planes— 
down  to  the  Orbital  Space  Plane. 

NASA  says  it  is  trying  to  learn  from  the 
startups.  But  early  on,  the  agency  painted 
itself  into  a  corner  by  currying  political 
support  with  assurances  that  manned 
space  flight  could  be  virtually  as  safe  as  air- 
line flight,  says  Vanderbilt  of  Space  Access. 
That's  why  many  NASA  systems  sport 
triple  failsafe  features.  Even  some  NASA  al- 
lies think  the  agency  overplayed  safety. 
Space  is  risky,  notes  Elliot  G.  Pulham,  pres- 
ident of  the  Space  Foundation  in  Colorado 
Springs,  Colo.  "But  the  American  people 
understand— probably  better  than  some 
politicians— that  this  risk  is  worthwhile." 

So  NASA  now  has  another  space  race 
on  its  hands,  this  time  with  a  bunch  of 
nimble  companies  eager  to  commercial- 
ize space.  "There's  money  to  be  made 
with  cheap  space  transportation,"  insists 
Vanderbilt.  Apart  from  tourism,  the 
moon  holds  new  sources  of  energy,  and 
asteroids  have  huge  deposits  of  precious 
metals.  When  private  space  planes  begin 
poking  into  space,  warns  SpaceDev's 
Benson,  "the  government  won't  be 
needed  anymore."  That's  what  a  lit- 
tle competition  can  do.  ■ 
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INNOVATIONS 


Of  memory,  tubes, 
and  mosquitoes 

»A  new  potential  target  for 
Alzheimer's  drugs  has  been 
identified.  Bonnie  Firestein, 
an  assistant  professor  at 
Rutgers  University,  and  her 
team  have  zeroed  in  on  a 
protein  that  controls  the 
growth  of  brain-cell  branches, 
called  dendrites.  Impairment 
of  these  branches  has  been 
linked  with  several  brain 
disorders,  including  memory 
and  learning  problems. 
»  Michael  Crichton  may  be 
on  to  something.  In  his  novel 
Prey,  he  describes  swarms  of 
nanoparticles  that  attack 
their  creators.  Researchers 
at  the  University  of 
Rochester  have  found  that 
carbon  nanotubes 
measuring  35  nanometers 
(or  billionths  of  a  meter) 
in  diameter  could  be 
detected  in  the  brains 
of  rats  after  being  inhaled. 
Researchers  also  believe 
that  nanoparticles  in  diesel 
fuel  can  cause  respiratory 
problems  in  humans. 
» Mosquitoes  respond  to  a 
chemical  found  in  human 
sweat,  according  to  a 
research  team  from  Yale  and 
Vanderbilt  universities.  Called 
4-methyphenol,  it  is  one  of 
more  than  350  chemicals 
contained  in  sweat,  and  it 
strongly  activates  an  odor 
receptor  found  in  female 
mosquitoes,  which  are  the 
ones  that  feed  on  blood. 

-Catherine  Amst 


BIOTECH 


SYNTHETIC  BIOLOGY: 
REWIRING  MOTHER  NATURE 


ELECTRICAL  ENGINEERS  at 

Massachusetts  Institute  of 
Technology,  Princeton 
University,  and  elsewhere  are 
trying  to  program  biological 
cells  as  if  they  were  com- 
puters. The  goal  is  to  produce 
medical  treatments— and 
maybe  even  flowers  that 
bloom  on  command.  "We're 
trying  to  create  behavior  we'd 
like  to  see  happen,"  says 
Thomas  F.  Knight  Jr.,  a  senior 
scientist  at  MIT  in  this  new 
field,  called  synthetic  biology. 
The  research  is  still  fairly 
basic:  using  enzymes  to  cut 


DNA  from  bacteria  and 
mouse  cells,  then  putting  the 
pieces  back  together  in  new 
sequences.  But  the  resulting 
genetic  circuits  contain 
instructions  that  cause  cells 
to  behave  in  new  ways. 

Ron  Weiss,  an  electrical 
engineer  at  Princeton,  thinks 
body  cells  could  be  pro- 
grammed to  fix  even  dire 
injuries,  such  as  a  severed 
spine.  Critics,  meanwhile,  fret 
that  the  tools  could  fall  into 
bioterrorists'  hands.  That's 
bound  to  fuel  more  debates 
on  bioethics.        -Faith  Arner 


ROBOTICS 

SCIENTISTS 
IN  STEEL 
COLLARS 

SCIENCE  INVOLVES  plenty  of 
drudge  work  But  some  relief 
may  be  on  the  way.  The  Jan. 
14  issue  of  Nature  reports  that 
a  British  team,  led  by 
computer  scientist  Ross  D. 
King  of  the  University  of 
Wales  in  Aberystwyth,  has 
developed  a  "robot 
scientist"  that  not  only 
conducts  and 
analyzes  experi- 
ments but  also 
uses  the  results  to 
formulate  new 
\  or  revised  theories 


for  the  next  round  of  research. 

Computerized  research 
dates  back  at  least  to  the 
1950s,  when  artificial- 
intelligence  pioneers  at 
Carnegie  Mellon  University 
created  Logic  Theorist,  a 
program  for  finding  proofs  to 
geometry  theorems.  King's 
brainchild  goes  far  beyond 
that.  Its  first  job  was  to  find 
the  genes  in  yeast  that  make 
amino  acids.  When  its  perfor- 
mance was  compared  with 
that  of  humans,  including 
Aberystwyth's  head  of 
biological  sciences,  Michael 
Young,  the  robot  beat  them  all 
in  accuracy  and  selection  of 
the  optimum  sequence  of 
experiments.  Ultimately,  the 
team  hopes  its  robot  will  dis- 
cover something  entirely  new. 


MATERIALS 

WHAT'S 
THE  STICKY 
SECRET  OF 
MUSSELS? 

IF  YOU'VE  EVER  sailed  on  the 
high  seas  or  scuba  dived  in 
the  Caribbean,  you  probabh, 
know  how  hard  it  is  to  pry 
saltwater  mussels  off  a  boat 
bottom  or  an  underwater 
rock  They  produce  a  glue 
with  amazing  strength.  Anc 
now  its  recipe  has  been 
deciphered  by  Purdue 
University  researchers,  who 
believe  their  discovery  will 
lead  to  new  superglues  and 
rustproof  coatings  for  indus 
try.  Other  uses  might  includ 
adhesives  for  closing  surgic; 
incisions  or  even  reconnect- 
ing damaged  nerves. 

How  do  mussels  adhere? 
Chemist  and  scuba  diver 


Jonathan  Wilker,  who  has 
been  pursuing  their  secret  fi 
almost  five  years,  just 
published  his  surprising 
answer  in  the  Jan.  12  issue  o 
Angewandte  Chemie:  They 
use  iron  to  chemically  "cure 
their  glue— something  neve 
seen  before  in  a  biological 
process.  In  addition  to 
superglues,  Wilker  says  it 
may  be  possible  to  tweak  tin 
chemical  process  and  create 
new  classes  of  self-assemb- 
ling materials  with  controlle 
electronic,  magnetic,  or 
optical  properties. 


Before  we  talk  about 

the  growth  of  broadband, 

let's  talk  about 

infrastructure. 


Everyone  wants  to  know  what's 
behind  the  surprising  growth  in 
broadband  these  days.  Well  to  be 
perfectly  honest,  it's  not  all  that 
surprising.  Quietly,  behind  the 
scenes,  we've  been  hard  at  work 
building  the  only  nationwide 
broadband  DSL  network.  And  now 
that  the  infrastructure  is  in  place, 
and  broadband  is  growing  at  nearly 
40%  a  year,  the  best  is  yet  to 
come.  If  you  don't  know  us,  we're 
Covad,  the  company  supplying 
broadband  to  the  biggest  names 
in  communications.  And  every  day, 
we're  continuing  our  work  by 
simplifying  delivery  systems, 
improving  the  customer 
experience  and  providing  a  solid 
foundation  for  growth.  Hang  on 
tight,  because  unless  the 
world  suddenly  decides  that 
slower  is  better,  broadband  will 
only  get  bigger. 


To  learn  more  go  to  www.covad.com 


Making  broadband  better. 
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The  Most  Hated 
Company  in  Tech 

SCO's  huge  Linux  suit  against  IBM  is  a 
long  shot  that  may  yield  nothing  but  bile 


ME  CAN'T  SAY  HE  WASN'T 
warned.  In  June,  2002, 
when  Darl  McBride  was 
getting  ready  to  take  over 
as  chief  executive  at 
struggling  Caldera  Inter- 
national Inc.  in  Lindon, 
Utah— later  renamed  SCO  Group  Inc.— he 
mused  that  claiming  ownership  of  some 
of  the  underlying  code  in  the  popular  Lin- 
ux computer  operating  system  could 
keep  the  company  afloat.  Even  though 
Caldera's  revenues  were  declining,  it  was 
losing  $5  million  per  quarter,  and  its 
stock  had  slid  below  the  $1  NASDAQ 
delisting  price,  the  reaction  of  outgoing 
CEO  Ransom  Love  was  instantaneous. 
"Don't  do  it,"  Love  says  he  told  McBride. 
"You  don't  want  to  take  on  the  entire 
Linux  community." 

McBride  did  it  anyway.  Last  March,  he 
shook  up  the  computer  world  by  filing  a 
$3  billion  suit  against  tech  giant  IBM, 
claiming  Big  Blue  had  illegally  inserted 
more  than  800,000  lines  of  SCO-owned 
software  code  into  Linux.  Since  then, 
McBride  has  turned  up  the  heat.  In  De- 
cember, SCO  sent  letters  to  more  than 
1,000  Linux  customers  accusing  them  of 
illegally  using  SCO's  property.  Now,  the 
company  warns  that  it  will  sue  a  Linux 
user  within  days.  One  potential  target, 
SCO  says,  is  Internet  search  phenom 
Google  Inc.  The  company,  which  says  it 
has  not  talked  to  SCO  about  its  claims, 
uses  Linux  computers  and  is  on  the 
verge  of  its  initial  public  offering. 

As  a  result  of  all  this,  SCO  has  become 
the  most  hated  company  in  the  tech 
world,  surpassing,  at  least  temporarily, 
Microsoft  Corp.  SCO  has  infuriated 
dozens  of  businesses  and  thousands  of 
volunteer  programmers  who  helped  Lin- 
ux become  the  world's  second-most- 
popular   operating   system   for   server 
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computers,  with  tens  of  millions  of 
copies  in  use,  trailing  only  Microsoft's 
Windows.  Linux  is  open-source  software: 
free  in  its  most  basic  form  and  owned  by 
no  one.  Many  of  the  tech  world's  top 
companies— including  IBM,  Hewlett- 
Packard,  and  Dell— have  hitched  on  to 
this  rocket.  For  its  most  ardent  fans,  no 
words  are  too  harsh  for  SCO.  "They're  a 
cornered  rat,  and  I  think  they  have  rabies 
to  boot,"  jabs  the  normally  mild-man- 
nered Linus  Torvalds,  who  started  Linux 
as  a  college  student  in  1991. 

The  retribution  against  SCO  has  been 
fast  and  furious— a  volley  of  arrows  from 
all  sides.  Since  it  sued  IBM,  SCO  has  been 
slapped  with  two  countersuits,  one  by 
IBM  and  the  other  by  Red  Hat  Inc.,  the 
largest  seller  of  Linux  software.  SCO's 
Web  site  has  been  shut  down  three  times 
by  hackers.  And  McBride  has  even  re- 
ceived death  threats.  One  was  so  unnerv- 
ing that  SCO's  security  had  a  sharpshoot- 
er in  the  room  when  McBride  spoke  at  a 
tech  conference  in  Las  Vegas  in  Decem- 
ber. "The  theater  of  this— it's  sort  of  be- 
yond belief  for  all  of  us,"  he  says. 

"NO  IMPACT  SO  FAR" 

BUT,  IN  THE  END,  this  dispute  may 
amount  to  little  more  than  theater. 
While  emotions  are  running  high,  Busi- 
nessWeek interviews  with  SCO  executives, 
industry  leaders,  lawyers,  software  ex- 


Software 


perts,  and   corporate  tech  buyers 
point  to  a  single  conclusion:  SCO  10- 
won't  stop  Linux. 

Its  legal  case  against  IBM  and  Lir 
customers  is  not  clear-cut.  What  little 
idence  it  has  made  public  is  inconclus 
according  to  lawyers  and  soft- 
ware developers  who  have  ex- 
amined it.  While  there  are  simi- 
larities between  some  code  that 
SCO  claims  it  owns  and  material  in 
Linux,  if  s  not  clear  to  software  expe 
that  there's  a  violation.  To  win  ag; 
IBM,  SCO  will  have  to  prove  that  IBM 
grammers  placed  the  code  in  Lin 
which  may  be  hard  to  document.  Besi 
SCO  might  not  even  own  the  tech 
nology.  Software  maker  Novell  Inc., 
a  backer  of  Linux,  has  competing 
claims.  "There  are  real  flaws  in 
SCO's  arguments,"  says  Thomas  C. 
Carey,  partner  at  law  firm  Bromberg 
&  Sunstein  in  Boston. 

The  most  convincing  evidence  c 
Linux3  resilience  is  what's  happening 
the  marketplace.  Even  though  corpor 
tions  are  nervous  about  lawsuits,  th 
haven't  lost  their  hunger  for  Linux.  In  t 
third  quarter,  the  most  recent  for  whi 
data  are  available,  sales  of  compu 
servers  that  use  Linux  were  up  49.6 
from  a  year  ago,  to  $743  million,  far  oi 
stripping  the  2%  growth  for  the  rest 
the  market,  according  to  market 
searcher  IDC.  Red  Hat  landed  3,000  ci 
tomers  last  quarter,  up  from  1,000  in  t 
quarter  that  SCO  sued  IBM.  And  in 
new  wrinkle,  entire  countries,  in- 
cluding China  and  Israel,  have  an- 
nounced plans  for  widescale  adop- 
tion of  Linux  on  desktop  PCs.  "S( 
seems  to  have  had  no  impact  so  far,"  sa 
Dan  Kuznetsky,  an  analyst  at  IDC. 

There's  still  a  possibility  that  S( 
could  damage  Linux'  momentum.  Corp 
rate  tech  users  may  to  some  extent 
cowed  by  its  threats.  Despite  more  th 
20  attempts  by  BusinessWeek,  not  a  sing 
corporate  Linux  customer  would  talk  < 
the  record  about  SCO's  claims  for  fear 
drawing  legal  fire.  And  if  the  case  goes 
trial  as  scheduled  in  April,  2005,  it  will 
on  SCO's  home  turf  in  Salt  Lake  Ci 


A  Small  Company 
Making  Big  Threats 

SCO  Group's  $3  billion  lawsuit  against  IBM 
has  thrown  the  Linux  world  into  a  tizzy. 
Here's  the  lowdown  on  SCO: 


WHY  PEOPLE 
HATE  THEM: 

SCO's  claim  that  IBM  illfc 
put  some  of  SCO's  code|| 
the  Linux  operating  sys 
threatens  to  slow  adopt 
Linux,  which  many  tech  k 
companies  rely  on  for  gl 


LINUX  ENEMY  NO.  1 

CEO  McBride 
says  he  won't 
back  down 


ECT  ON 


nal.  Companies 
ing  it,  figuring  it's 
sk.  The  software  is 
>r  a  fraction  of  the 
jlar  operating 
d  performs  as  well. 


WHY  USERS  FEEL 
SECURE: 

Companies,  including  IBM  and 
Intel,  have  contributed  to  funds 
set  up  to  pay  for  customers' 
legal  defenses  if  SCO  sues.  Other 
companies  have  promised  to  fix 
Linux  if  need  be. 


WHO'S  BACKING 
SCO: 

Microsoft  has  licensed  software 
from  SCO,  drawing  the  ire  of 
Linux  supporters.  Also,  Sun 
Microsystems,  usually  a 
Microsoft  rival,  has  paid  fees  to 
SCO  since  it  distributes  Linux. 


SCO's  lead  lawyer,  famed  litigator  David 
Boies,  could  try  to  sway  the  jury  by  por- 
traying giant  IBM  as  a  bully  putting  the 
screws  to  a  small  Utah  outfit. 

A  win  would  be  a  huge  windfall 
for  SCO.  With  server-software  licenses 
costing  $699  per  machine,  Google 
alone,  if  found  liable,  could  be  on  the 
hook  for  $7  million  in  license  fees.  The 
market  for  Linux  servers  is  expected  to 
have  topped  $4  billion  in  2003.  Add  the 
fledgling  market  for  Linux  pes  and  Linux 
in  consumer  electronics,  and  you  have 
an  opportunity  not  seen  since  the  early 
days  of  the  PC. 

THE  MICROSOFT  FACTOR 

BUT  WHO  STANDS  to  gain  the  most  from 
an  SCO  win?  Microsoft.  Linux  is  the 
primary    force    standing 
between    Microsoft    and 
domination  of  the  comput- 
er world.  The  software  giant  is 
happily  fanning  customers'  fears 
with    an    anti-Linux    campaign 
while   pumping   money  into   SCO. 
Even  though  neither  company  has  dis- 
closed a  dollar  figure,  sources  close  to 
SCO  say  Microsoft  has  spent  more  than 
$12  million  on  SCO  licenses.  Microsoft 
says  it  needs  the  licenses  because  it  sells 
technology  that  allows  its  customers  to 
run  applications  that  were  designed  for 
Unix,  the  operating  system  Linux  was 
modeled  on.  Critics  believe  it  is  just  help- 
ing SCO  finance  its  lawsuit. 

In  SCO's  hometown,  below  the  snow- 
capped Wasatch  Mountains,  the  dispute 
has  pitted  neighbor  against  neighbor.  "I 
have  had  friends,  good  friends,  tell  me 
they  can't  believe  what  we're  doing,"  says 
Ralph  Yarro  III,  SCO's  chairman  and  the 
head  of  the  Canopy  Group,  a  private  in- 
vestment firm  that  also  has  backed  Utah 
Linux  companies. 

Canopy  manages  the  money  of  Ray 
Noorda,  former  CEO  of  Novell,  just  up 
the  road  in  Provo.  Noorda  is  now  retired 
after  years  as  a  bitter  rival  of  Microsoft, 
so  it's  ironic  that  his  money  is  backing  a 
company  aligned  with  his  bete  noire.  No- 
orda is  no  longer  active  in  Canopy  on  a 
day-to-day  basis,  and  some  of  his  long- 
time friends  are  appalled  at  how  his 
money  is  being  used.  "I  think  about  that, 
and  it  makes  my  stomach  churn,"  says 
one  Noorda  friend.  Yarro  agrees  the  situ- 
ation is  a  bit  awkward,  but  he  says  this  is 
about  SCO's  intellectual  property  claims, 
not  Microsoft.  Noorda  could  not  be 
reached  for  comment. 

McBride,  like  Yarro,  once  worked  for 
Noorda  at  Novell.  And  like  him,  he  feels 
no  discomfort  with  what  he's  doing.  He 
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Here's  how  software 
code  written  35 
years  ago  came  to 
potentially  threaten 
the  future  of  Linux. 


1969  Bell  Labs  scientists 
begin  work  on  Unix. 

1993  AT&T  sells  Unix  and 
its  copyrights  to  Novell. 

1995  Novell  sells  the  Unix 
business  to  another 
software  company,  Santa 
Cruz  Operation. 

1999  Linux  begins  to 
emerge  as  an  important 
operating  system. 

2001  Caldera  buys  the 
Unix  business  from  Santa 
Cruz  Operation. 

2002  Darl  McBride  is 
named  CEO  of  Caldera 
and  starts  thinking  about 
making  intellectual- 


property  claims  against 
Linux.  The  company  is 
renamed  SCO  Group. 

MARCH,  2003  SCO  sues 

IBM,  saying  it  inserted 
parts  of  Unix  into  Linux, 
which  IBM  denies. 

MAY,  2003  SCO  sends  a 
letter  to  Linux  customers, 
claiming  they're  violating 
its  copyrights. 

NOVEMBER,  2003  SCO 

says  it  will  sue  a  major 
Linux  customer  soon. 

JANUARY  8, 2004 

SCO  asks  Congress  to 
oppose  open-source 
software. 


argues  passionately  that  if  companies  al- 
low their  intellectual  property  to  be  in- 
serted into  open-source  products,  it  could 
destroy  the  software  industry.  "I  know 
people  want  us  to  go  away,  but  we  are  not 
going  to  go  away.  We're  going  to  see  this 
through,"  McBride  says. 

He  certainly  doesn't  look  the  part  of  a 
bogeyman.  A  jocular  father  of  seven  chil- 
dren, the  44-year-old  McBride  is  a  de- 
vout Mormon  who  worked  as  a  mission- 
ary in  Japan  and  returned  there  several 
years  later  to  start  Novell's  Japanese 
business.  After  Novell,  he  was  briefly 
president  of  Franklin  Covey  Co.'s  online 
planning  business  when  Caldera  re- 
cruited him. 

Since  taking  charge,  McBride  has 
done  right  by  his  shareholders.  SCO's 
market  capitalization,  around  $5  million 
when  he  arrived,  has  leaped  to  $219  mil- 
lion. In  its  most  recent  fiscal  quarter,  SCO 
had  $24-3  million  in  sales,  up  57%  from 
the  year  before,  owing  largely  to  license 
fees  from  Microsoft  and  Sun  Micro- 
sytems  Inc.  The  non-licensing  part  of  its 
revenues  is  mostly  sales  of  its  version  of 
the  Unix  operating  system.  Barring  a  $9 
million  charge  related  to  hiring  Boies,  the 
company  would  have  had  a  $7.4  million 
profit.  "There  may  be  a  bunch  of  angry 
Linux  people  out  there,"  says  McBride. 
"But  I  have  to  answer  to  a  bunch  of  an- 
gry shareholders." 

A  LEGAL  MORASS 

AT  THE  HEART  OF  this  dispute  are  the 
original  copyrights  to  Unix.  It's  a  high- 
performance  operating  system  sold  by 
the  likes  of  Sun  Microsystems,  IBM,  and 
HP.  Unix  was  originally  developed  at 
Bell  Labs,  but  AT&T  sold  the  copyrights 
and  a  version  of  Unix  to  Novell  in  1993, 


which  in  turn  sold  the  Unix  product  to 
Santa  Cruz  Operation  Inc.  That  company 
later  entered  a  joint  venture  with  IBM  to 
create  yet  another  version  of  Unix.  After 
that  deal  went  nowhere,  Caldera  in  2001 
acquired  the  Unix  software  business 
from  the  Santa  Cruz  Operation— hoping 
to  merge  elements  of  Unix  and  Linux— 
and  later  changed  its  name  to  SCO 
Group.  But  its  Linux  business  never 
took  off. 

To  law  and  software  experts,  SCO's  le- 
gal claims  are  not  strong.  First,  if  s  not 
clear  that  it  even  owns  the 
intellectual  property.  Novell 
claims  it  sold  Santa  Cruz 
Operation  the  right  to  sell 
its  Unix  software,  but  own- 
ership of  the  original  code 
stayed  with  Novell.  It  has  a 
contract  that  it  claims 
backs  up  that  assertion. 
SCO  has  an  addendum  to 
the  contract  that  it  says 
dealt  with  the  copyright  is- 
sue, but  lawyers  who  have 
studied  it  say  the  language 
is  ambiguous. 

Even  assuming  that  SCO  owns  the  soft- 
ware, the  few  pieces  of  code  it  has  made 
public  haven't  convinced  experts  that 
there  are  substantial  copyright  violations 
in  Linux.  One  small  piece  of  code  that  was 
clearly  part  of  Unix  has  been  removed. 
Software  industry  analysts  who  have  ex- 
amined pieces  of  SCO's  Unix  code  say 
they  see  some  similarities  between  it  and 
Linux.  Robert  Enderle,  principle  of  in- 
dustry consultant  the  Enderle  Group,  ex- 
amined about  100  lines  of  code  and  says 
some  similarities  were  "remarkable."  He 
believes  SCO's  claims  should  be  taken  se- 
riously but  cautions:  "Whether  they  can 


If  SCO  starts 
suing  Linux 
customers, 
tech  giants 
will  pay  for 
their  defense 


defend  ownership  of  the  code  is  still  '1 
determined." 

SCO  faces  an  uphill  battle  with  II 
too.  It  has  to  prove  IBM  actually  pro^ 
ed  copyrighted  code  to  the  Linux  cti 
munity.  IBM  says  this  didn't  happer 
says  it  has  always  had  a  strict  wall 
tween  its  Linux  developers  and  anyc 
working  with  proprietary  software 
can  prove  it  in  a  courtroom.  Also, 
may  not  even  have  a  right  to  sue.  I: 
countersuit,  IBM  claims  that  becai 
SCO  worked  on  and  sold  Linux  softwa 
it  must  abide  by  an  open-source  cont 
that  bars  a  company  that  sells  the  wc 
of  the  Linux  community  from  turni 
around  and  suing  the  companies 
distribute  that  work. 

If  SCO  starts  suing  customers,  th< 
customers  will  have  potent  defende 
Novell  and  Hewlett-Packard  Co.  have  i 
demnified  their  Linux  customers  agaii 
SCO's  legal  claims.  And  on  Jan.  12, 
Open  Source  Development  Labs, 
the  backing  of  companies  such  as  II 
and  Intel  Corp.,  announced  a  $10  milli^ 
legal  defense  fund  for  Linux  customer 
It  might  be  easier  to  shrug  off  SC< 
case  if  it  weren't  for  Boies.  After  all, 
brought  Microsoft  to  heel  for  the  Just 
Dept.  The  63-year-old  is  putting  his  rep 
tation  on  the  line.  He  likes  backing  Da\ 
against  Goliath.  "You  have  a  very  smj 
company  with  a  very  big  legal  issue, 
you  knew  that  that 
small  company  was  going  j 
be  confronting  the  giants  ] 
the  industry,"  Boies  say 
"Even  at  my  age,  it's  hard  I 
resist." 

Not  that  he's  doing  it 
free.  In  an  unusual  compel 
sation  arrangement,  SC| 
says  it  paid  Boies  and 
other  lawyers  $1  million 
cash  and  gave  them  400,0(| 
shares  of  the  compa 
now  worth  $15.77  apiecj 
Deutsche  Bank  estimates  the  share  pri| 
could  hit  $185  if  SCO  wins— and  if  so,  til 
lawyers  would  get  a  $74  million  paydal 
They  also  receive  20%  of  the  revenui 
from  SCO's  intellectual-property  licensinl 
Those  terms  make  SCO  look  more  lill 
a  lawsuit  than  a  normal  company.  In  thl 
litigious  society,  there's  not  much  shanl 
in  that.  But  unlike  the  case  with  regul;[ 
companies,  if  this  suit  doesn't  pan  od 
McBride  and  his  shareholders  may  be  le| 
with  very  little.  If  so,  a  weird  episode 
tech  history  will  end  with  a  whimper,  ar| 
a  lot  of  people  will  be  celebrating. 

-By  Jim  Kerstettl 
in  Lindon,  Utc\ 
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football,  skating, 
soccer  and  ballet. 

We  can  help 
manage  your 
financial  goals. 


For  a  free  copy  of  our  Smart  Money  Management  Workbook,  call 
1-877-MY-ECONOMY  or  visit  americanexpress.com/myeconomy. 


You  have  enough  to  do, 
let  alone  keep  track  of 
your  complex  finances. 
At  American  Express 
Financial  Advisors,  we 
recognize  that  getting 
your  financial  affairs  in 
order  is  perhaps  the 
hardest  part  of  managing 
your  personal  economy. 
That's  why  we've  put  together  this  Smart 
Money  Management  Workbook.  It's  the  first 
step  in  our  unique,  personal  approach  that 
helps  you  align  your  finances  with  your 
goals.  So  call  for  a  copy  of  the  free  workbook. 
Then  schedule  a  complimentary  initial 
consultation  with  an  American  Express 
financial  advisor.  Chances  are,  your  personal 
economy  could  be  doing  even  better. 

Managing  the  economy 
that  means  most:  yours. 
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WhyYou 
Belong 
In  Bonds 

Even  when  rates  rise,  bond  funds  provide  a  market 
cushion.  We've  done  the  math  to  find  the  best  ones 

for  right  now.  BY  LAUREN  YOUNG  AND  TODDI GUTNER 


«# 


<  + 


THE  FEAR  OF  RISING  INTEREST  RAT  r 
and  higher  inflation  has  sent  many  j], 
vestors  in  bond  funds  heading  for  the  e , 
its.  Investors  yanked  nearly  $4  billii  j 
from  bond  mutual  funds  in  October  ai  B 
November— the  latest  industry  dajj 
available— while  pouring  a  record  $<  t 
billion  into  stock  funds. 

Investor  concerns  are  valid,  but  dum  w 
ing  fixed-income  funds  could  be  a  mi , 
take.  Bonds  belong  in  most  portfolic^ 
They  provide  both  a  cushion  from  tl  y 
stock  marker's  bumps  and  a  steady  u  f 
come  stream.  T 

You  don't  want  to  be  out  of  bond  fun<  j, 
altogether,  but  you  want  to  be  in  tho:  \ 
best  suited  for  the  period  ahead.  Tl  t 
BusinessWeek  Mutual  Fund  Scoreboard 
which  starts  on  page  85,  can  help  you  gl 
your  fixed-income  plan  in  place.  These  tt 
bles  feature  all  the  bond  funds  with  tlL 
top  ratings,  either  compared  with  trf 
wider  bond-fund  universe  or  compareL 
with  their  peers.  Fund  data  and  rating 
are  prepared  for  BusinessWeek  by  Staif; 
dard  &  Poor's.  L 

To  come  up  with  a  rating,  which  gotl 
from  A  to  F,  we  start  with  funds  that  hav; 
at  least  five  years  of  returns.  We  measuiL 
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fund's  monthly  performance  for  the 
60  months.  When  a  fund  fails  to  beat 
eturn  for  U.S.  Treasury  bills,  it  earns 
tive  marks,  which  are  then  subtract- 
om  the  total  return.  We  rerank  the 
s  on  these  risk-adjusted  results.  Only 
unds  ended  up  on  the  A  list  for  over- 
>erformance  (taxable  and  tax-free 
s  are  rated  against  each  other).  We 
run  the  ratings  for  each  category  of 
s,  such  as  high-yield,  intermediate 
rnment,  or  short-term  municipals, 
result:  96  funds  rated  A  when  com- 
d  with  their  peers.  The  Scoreboard 
follows  features  all  funds  with  at 
\  one  A  rating  (66  funds  have  two  As), 
nteractive  version  of  the  entire  Score- 
d  can  be  found  at  http://bwnt.busi- 
week.com/mutual_fund/. 

/FEES,  HIGH  PERFORMANCE 

NDAL-WEARY  FUND  investors  take 
:  Only  a  handful  of  funds  from  firms 
ted  by  the  investigations  are  on  our  A 
Many  of  the  mutual-fund  groups 
se  funds  got  top  ratings  are  best 
vn  for  fixed-income  investing.  In 
rast,  most  improper  trading  in  mutu- 
nd  shares  occurred  at  companies  that 
ialize  in  growth-stock  and  interna- 
al  investing.  Even  so,  the  fund  scan- 
las  brought  one  issue  to  the  forefront 
has  a  big  impact  on  bond  funds:  fees. 
ly  after  study  shows  that  bond  funds 
i  low  fees  tend  to  be  better  perform- 
Returns  are  so  much  lower  than  re- 
s  on  equities,  so  any  cost  savings  go 
ght  to  the  bottom  line,  boosting  re- 
s.  You'll  find  plenty  of  offerings  here 
l  low-cost  giants,  such  as  Vanguard 
jp  and  Fidelity  Investments.  The  ex- 
;e  ratios  on  Fidelity's  municipal-bond 
Is,  for  example,  have  dropped  rough - 
%,  on  average,  since  1998.  Perhaps 
's  why  there  are  14  of  them  on  the 
all  A-list. 

ond  funds  are  classified  by  cate- 
es— such  as  general,  government,  or 
licipal— as  well  as  maturity.  Short- 
i  bond  funds  usually  have  average 
urities  of  two  to  five  years.  Intermedi- 
term  bonds  tend  to  be  concentrated  in 
isury  notes  and  other  securities  with 
urities  of  5  to  10  years.  Long-term 
Is  focus  on  bonds  with  maturities  as 
;  as  20  or  30  years. 

hese  are  crucial  distinctions  to  make 
e  rates  are  expected  to  climb.  If  you 
a  long-term  fund  as  rates  start  to  rise 
the  prices  of  the  bonds  decline,  you 
blame  only  yourself  for  any  losses. 


Of  course,  a  seasoned  fund  manager 
should  be  able  to  use  a  few  tricks  when 
interest  rates  start  to  move.  Many  of  the 
managers  at  the  A-rated  funds  on  our  list 
are  already  anticipating  higher  rates  and 
buying  shorter-term  debt. 

A  good  example:  the  $5.8  billion 
Dodge  &  Cox  Income  Fund.  The  A-rated 
portfolio  has  an  average  maturity  of  six 
years,  a  full  year  less 
than  the  Lehman 
Brothers  Aggregate 
Bond  Index.  The  score- 
board lists  funds'  aver- 
age maturities. 

One  way  to  mini- 
mize risk  is  to  seek 
bonds  that  are  less  sen- 
sitive to  U.S.  rates.  In- 
vestors are  doing  that 
today  by  looking  over- 
seas, especially  to 
emerging  markets. 
Global  economic 

growth,  higher  yields, 
and  country  debt  up- 
grades provide  good 
opportunities  for  fixed- 
income  investors.  Five 
years  ago,  95%  of  the 
emerging  market  na- 
tions were  junk-rated. 
Today,  over  50%  of  the 
group  is  investment- 
grade.  "It's  a  perfect 
world  for  emerging 
markets,"  says  Mo- 
hamed  El-Erian,  who 
runs  the  A-rated  PIM- 
CO  Emerging  Markets 
Bond  Fund  and  over- 
sees $12  billion  in 
emerging  markets 
debt.  Now,  worldwide 
demand  for  commodi- 
ties is  helping  the 
economies  of  resource- 
rich  nations  such  as  Russia  and  Brazil.  El- 
Erian  is  betting  heavily  on  both  coun- 
tries. His  fund  is  up  an  annualized  22.6% 
over  the  past  five  years. 

DEVELOPED  NATIONS.  TOO 

OVERSEAS  OPPORTUNITIES  go  beyond 
emerging  markets.  The  weaker  dollar 
makes  investing  even  in  sovereign  debt  of 
developed  countries  attractive.  Nearly 
40%  of  A-rated  Loomis  Sayles  Bond 
Fund  is  allocated  to  corporate  and  sover- 
eign bond  offerings  of  Canada,  New 
Zealand,  and  Sweden.  The  $2.2  billion 


fund  also  owns  euro-denominated  debt 
issued  by  U.S.  companies,  including 
AT&T  and  Xerox.  "These  euro  credits  are 
cheaper  than  what  you  could  buy  in  the 
U.S.,  plus  we  are  getting  a  credit  we  are 
comfortable  with,"  says  Kathleen 
Gaffney,  who  co -manages  Loomis  Sayles 
Bond  and  the  Strategic  Income  funds, 
which  is  also  A-rated. 


Bond  Fund  R 

CATEGORY 

eturns 

AVERAGE  ANNUAL  TOTAL  RETURN* 

2003 

2001- 
2003 

1999- 
2003 

1994- 
2003 

Emerging  Markets  Bond 

30.6% 

18.2% 

18.9% 

10.6% 

Convertibles 

26.0 

2.6 

7.5 

9.4 

Long  (General) 

6.9 

9.1 

6.5 

7.1 

Multisector 

17.1 

9.5 

6.5 

6.6 

Intermediate  (General) 

5.2 

7.1 

5.9 

6.3 

International  Bond 

13.9 

9.3 

5.6 

6.2 

Intermediate  Government  2.3 

6.2 

5.6 

5.9 

Long  Government 

2.2 

6.2 

5.5 

7.6 

Short  (General) 

3.6 

5.6 

5.2 

5.4 

Muni.  New  York  Long 

5.3 

6.1 

5.1 

5.3 

Short  Government 

1.6 

5.2 

5.1 

5.5 

Muni.  New  York  Interm. 

4.4 

5.8 

5.0 

5.2 

Muni.  Calif.  Long 

4.4 

5.6 

4.9 

5.4 

Muni.  National  Long 

5.4 

6.1 

4.9 

5.2 

Muni.  National  Interm. 

4.4 

5.8 

4.8 

5.1 

Muni.  Single-State  Interm.  4.5 

5.8 

4.8 

5.1 

Muni.  Single-State  Long 

5.1 

6.0 

4.8 

5.0 

Muni.  Calif.  Interm. 

3.8 

5.2 

4.7 

5.1 

Ultrashort 

1.6 

3.4 

4.1 

4.6 

High  Yield 

22.9 

7.7 

4.0 

5.7 

Muni.  High  Yield 

6.1 

5.7 

3.7 

4.9 

Muni.  Short 

2.2 

3.9 

3.7 

4.0 

All  Taxable  Funds 

8.6 

6.9 

5.8 

6.1 
5.6 

All  Bond  Funds 

6.7 

6.3 

5.3 

All  Tax-Free  Funds                4.6 

•Appreciation  plus  reinvestment  ot  dividends  and  capital  gains 

5.7 

4.8        5.1 

Data  Standard  &  Poor's 

Back  in  the  U.S.,  one  sector  that  is  get- 
ting attention  from  investors  is  tax-ex- 
empt municipal  bonds.  That's  because 
their  credit  quality  is  improving  as  states 
manage,  cut  expenses,  and  raise  some 
taxes.  "If  this  recovery  continues,  you'll 
see  even  more  improvement  in  the  states' 
financial  picture,"  says  Chris  Ryon,  who 
heads  Vanguard's  long  municipal  bond 
portfolios,  10  of  which  received  A  ratings. 

Still,  managing  municipal  bond  funds 
demands  rigorous  research.  While  thou- 
sands of  corporations  are  issuing  securi- 
ties, there  are  hundreds  of  thousands  of 
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debt. 


issuers  or  muni 
That's  why  Christine 
Thompson  and  her 
team  at  Fidelity  In- 
vestments select 
bonds  using  funda- 
mental research,  zero- 
ing in  on  a  municipality's  financial  per- 
formance and  issuance  plans.  "We  do  not 
allow  the  movement  of  interest  rates  to 
direct  our  portfolio,"  says  Thompson.  In 
fact,  she's  finding  good  opportunities  in 
securities  with  10-to-15-year  maturities. 

Intermediate-term  muni-bond  prices 
are  generally  less  volatile  than,  say,  U.S. 
government  bonds.  That's  because  a  ma- 
jority of  muni  bonds  are  stashed  in  the 
portfolios  of  individual  investors  who 
tend  to  buy  and  hold  them.  Still,  at  this 
point,  long-term  muni  funds  could  be 
risky.  But  investors  have  plenty  of  choices 
among  short-  and  intermediate-term 
funds. 

HOME-STATE  ADVANTAGE 

WHEN  SHOPPING  FOR  a  muni  fund, 
keep  in  mind  that  while  the  income  is  free 
from  federal  taxes,  it's  generally  subject  to 
state  income  taxes.  There's  one  big  ex- 
ception: States  don't  usually  tax  the  in- 
come from  bonds  issued  within  their  bor- 
ders. To  take  advantage  of  this,  fund 
companies  offer  state-specific  muni 
funds.  For  instance,  with  a  New  York 
muni  fund,  a  New  York  investor  would  be 
exempt  from  both  state  and  federal  taxes. 
Another  way  to  dampen  your  portfo- 
lio's interest-rate  risk  is  to  invest  in 


Wedonot 
allow  the 
movement 
ofinterest 
rates  to 
direct  our 
portfolio.55 

-Christine  Thompson, 
Fidelity  Investments 


bonds  that  behave  like 
stocks,  such  as  convert- 
ibles and  high-yield 
bonds.  Both  sectors  rallied 
along  with  the  stock  mar- 
ket in  2003,  each  gaining 
over  25%.  The  much-im- 
proved economy  bolsters  balance  sheets, 
and  that's  a  plus  for  convertible  and  high- 
yield  bond  investors.  Credit  ratings  are 
improving,  and  fewer  issuers  are  in  de- 
fault In  fact,  the  default  rate  for  high- 
yield  bonds  has  dropped  from  nearly  10% 
in  August,  2002,  to  just  over  5%  now. 
That  figure  should  continue  to  slide  as  the 
economy  expands. 


The  Largest  Bond  Funds 

Here's  how  BusinessWeek  rates  the  largest  bond  funds 

ASSETS/    OVERALL                                      CATEGORY 
FUND                                                                             BILLIONS    RATING     CATEGORY                  RATING 

AVG.  ANNUAL 
TOTAL  RETURN* 

Vanguard  GNMA 

$19.5 

B+ 

Interm.  Govt. 

B+ 

6.3% 

Vanguard  Total  Bond  Mkt.  Index 

16.8 

B+ 

Interm.  (General) 

B 

6.2 

Bond  Fund  of  America  A 

13.7 

B 

Interm.  (General) 

C 

6.7 
4.9 

Franklin  Calif.  Tax  Free  Inc.  A 

12.8 

C- 

Muni.  Calif.  Interm. 

D 

Vanguard  Short-Term  Corp. 

10.9 

B 

Short  (General) 

B+ 

5.8 

PIMCO  Total  Return  A 

8.3 

B 

Interm.  (General) 

C 

6.8 

Franklin  U.S.  Govt.  Securities  A 

7.1 

C 

Short  Govt. 

0 

5.8 

Vanguard  High  Yield  Corp.  Inv. 

6.9 

C- 

High  Yield 

B 

4.5 

Vanguard  Intermed.  Tax-Exempt 

6.9 

B+ 

Muni.  Natl.  Interm 

B+ 

5.2 

Fidelity  Intermediate  Bond 

6.8 

B+ 

Interm.  (General) 

B+ 

6.7 

American  High  Income  A 

6.6 

B 

High  Yield 

B+ 

6.8 

Franklin  Federal  Tax  Free  Inc.  A 

6.8 

C 

Muni.  Natl.  Interm. 

C- 

4.9 

Fidelity  Investment  Grade  Bond 

5.4 

B+ 

Interm.  (General) 

B 

6.4 

Dodge  &  Cox  Income                        5.4      A        Interm.  (General) 

•Ace-                     -vestment  of  dividends  and  capital  gans  before  taxes.  1999-2003 

A             7.3 

Data:  Standard  &  Peer's 

Managers  of  such  funds  have  to  thin  ■? 
lot  like  equity  investors,  looking  at  a  a 
pan/s  bonds  as  though  they  were  buy  p 
its  stock  Dianella  Lipper  Coules,  portfi 
manager  of  Neuberger  Berman's  H 
Yield  Income  Fund,  owns  bonds  in  H^ 
Marriott,  the  nation's  largest  lodging  i 
estate  investment  trust  (REIT).  "1 
companies  have  upscale  properties  wit 
high  barrier  to  entry  and  the  ability 
raise  cash  if  necessary,"  says  Lipj. 
Coules.  She's  also  anticipating  an  uptr 
in  the  travel  industry. 

Another  way  to  insulate  your  portfc 
from  higher  interest  rates  is  tnrougljjj 
fund  that  invests  in  Treasury  Inflat 
Protected  Securities  (TIPS).  Such  bor 
carry  lower  interest  rates  than  convt  f 
tional  Treasuries,  but  the  principal  is 
justed  upward  if  inflation  climbs.  Th«  J 
funds  are  relativelv  new,  and  there  are  - 
enough  of  them  yet  to  have  their  own  c  , 
egory.  Companies  that  offer  TIPS  fur  i 
include  American  Century,  PIMCO,  I 
Rowe  Price,  and  Vanguard. 

It's  impossible  to  predict  exactly  wh  J 
interest  rates  will  rise.  Instead,  the  sm  ( 
investor  is  prepared  for  that  move  by  1  b 
ing  in  the  right  sort  of  funds.  You  c 
shop  for  them  here.  ■ 

iHiainMnwiinm  For  interviews  wjth 

fund  managers,  see  www.businessweek.cor 
magazine/extra. htm,  and  for  complete  resu 
of  more  than  5,000  funds,  go  to 
http://bwnt.businessweek.cornAnutual_furL 
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tond  Fund  Scoreboard 


w  to  Use  the  Tables 

NESSWEEK  RATINGS  measure  risk 
ted  performance.  This  shows  how  well  a  fund 
rmed  relative  to  other  funds  and  relative  to 
vel  of  risk  it  took.  Risk-adjusted  performance 
ermined  by  subtracting  a  fund's  risk-of-loss 
r  (see  below)  from  its  historic  total  return, 
rmance  calculations  are  based  on  the  f  ive- 
ime  period  between  Jan.  1, 1999,  and  Dec.  31, 
.  For  BW  ratings,  funds  are  divided  into 
le  and  tax-exempt  funds.  Funds  are  also  rated 
»st  others  in  their  category.  Ratings  are  based 
normal  statistical  distribution  within  each 
p  and  awarded  as  follows: 


SUPERIOR 

'ERYGOOD 
iBOVE  AVERAGE 
AVERAGE 


C- BELOW  AVERAGE 

D   POOR 

F    VERY  POOR 


e  tables  list  A-rated  funds.  For  others,  go  to 
//bwnt.businessweek.com/mutualjund 

IAGEMENT  CHANGES  X  indicates  the  fund's 
ager  has  held  the  job  at  least  10  years; 
indicates  a  change  since  Dec.  31, 2002. 

[  The  risk-of-loss  factor  is  the  potential  for 
g  money  in  a  fund,  calculated  as  follows:  The 
thly  Treasury  bill  return  is  subtracted  from  the 
's  total  return  for  each  of  the  60  months  in  the 


rating  period.  When  a  fund  has  underperformed 
Treasury  bills,  the  result  is  negative.  The  sum  of 
these  negative  numbers  is  then  divided  by  the 
number  of  months  in  the  period.  The  result  is  a 
negative  number,  and  the  greater  its  magnitude, 
the  higher  the  risk  of  loss. 
PERFORMANCE  COMPARISON  The  tables 
provide  performance  data  over  three  time  periods. 
Here  are  equivalent  total  returns  for  the  Lehman 
Brothers  bond  indexes  during  those  periods: 

AGGREGATE  MUNI. 

2003  4.1%  5.3% 

3-year  average  (2001-2003)  7.6  6.7 

5-year  average  (1999-2003)  6.6  5.8 

FUND  CATEGORIES  General  bond  funds  are 
classified  long-term  (CL),  intermediate-term  (CI), 
short-term  (CS),  and  ultrashort  (UB);  government, 
long  (GL),  intermediate  (Gl),  and  short  (GS);  muni- 
cipal, national  long  (ML),  national  intermediate  (Ml), 
single-state  long  (SL),  single-state  intermediate 
(SI),  Calif,  long  (MC),  Calif,  intermediate  (MF),  New 
York  long  (MY),  New  York  intermediate  (MN),  short- 
term  (MS)  and  high-yield  (MH);  specialized  funds, 
convertible  (CV),  high-yield  (HY),  international  (IB), 
emerging  markets  (EB),  and  multisector  (MU). 

SALES  CHARGE  The  cost  of  buying  a  fund, 
commonly  called  the  "load."  Many  funds  take  loads 
out  of  initial  investments,  and  for  ratings  purposes, 


performance  is  reduced  by  these  charges.  Loads 
on  withdrawals  may  be  levied.  Funds  without  these 
charges  are  called  "no-load." 

EXPENSE  RATIO  Fund  expenses  for  2003  as  a 
percentage  of  average  net  assets.  The  measures 
show  how  much  shareholders  pay  for  fund 
management.  Footnotes  indicate  12(b)-l  plans, 
which  allocate  shareholder  money  for  marketing 
costs.  The  average  expense  ratio  is  0.95%  for 
taxable  funds,  0.83%  for  tax-free  funds. 
TOTAL  RETURN  A  fund's  net  gain  to  investors, 
including  reinvestment  of  dividends  and  capital 
gains  at  month-end  prices. 

YIELD  Income  distributions  during  2003 
expressed  as  a  percent  of  net  asset  value,  adjusted 
for  capital  gains. 

MATURITY  The  average  maturity  of  the  securities 
in  a  fund's  portfolio,  weighted  by  market  value. 
HISTORY  A  fund's  relative  performance  during  the 
five  12-month  periods  from  Jan.  1, 1999,  to  Dec.  31, 
2003.  The  numbers  designate  which  quintile  the 
fund  was  in  during  the  period:  1  for  the  top  quintile; 
2  for  the  second  quintile;  3  for  the  third  quintile;  4 
for  the  fourth  quintile;  and  5  for  the  bottom  quintile. 
No  number  indicates  no  data  for  that  period. 

TELEPHONE  NUMBERS  See  index  on  page  87. 


ID                                                                         RATING 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 

CATEGORY    RATING 

(RATING  COMPARES  FUND 
WITHIN  CATEGORY) 

SIZE 

ASSETS     %CHG. 
SMIL    2002-2003 

FEES 

SALES 
CHARGE  (%) 

EXPENSE 
RATIO  (%) 

PERFORMANCE 

TOTAL  RETURN (%) 
1YR.      3YR.      5YR. 

PORTFOLIO 

YIELD  MATURITY 
(%)     (YEARS) 

HISTORY 

RESULTS  VS. 
ALL  FUNDS 

\XABLE FUNDS 

M  FIVE  STAR  HIGH  YIELD  INSTITUTIONAL  AFHYX  A 

CESSOR  MORTGAGE  SECURITIES  ADV.  AMSFX  X  B 

.IANCEBERNSTEIN  AMERICAS  GOVT.  INCOME  A  ANAGX  A 
JANCEBERNSTEIN  EMERGING  MARKETS  DEBT  A  AGDAX  A 
IERICAN  CENTURY  INFLATION-ADJ.  BOND  INV.  ACITX      A 


HY 

A 

11.4 

18 

No  load 

1.08 

20.2 

10.6 

8.3 

4.4 

8.0 

GS 

A 

157.3 

-8 

No  load 

0.84 

2.3 

5.9 

6.0 

2.8 

NA 

IB 

A 

1024.6 

9 

4.25" 

1.28t 

15.1 

8.5 

10.3 

7.3 

10.0 

EB 

C 

142.4 

70 

4.25" 

1.46t 

38.8 

20.1 

20.4 

7.9 

13.4 

Gl 

A 

353.6 

9 

No  load 

0.51 

7.3 

10.0 

8.7 

3.6 

12.0 

DQDBD 

BBDBB 

uuunu 
odboo 

DOODD 


H  INFLATION  INDEXED  SECURITIES  N  BBHIX  X 

A 

Gl 

A 

382.1 

64 

No  load 

0.65 

7.2 

11.0 

9.9 

2.8 

10.1 

DDDDD 

FFALO  HIGH  YIELD  BUFHX 

A 

HY 

A 

244.7 

139 

0.00* 

1.03 

20.2 

11.4 

8.0 

4.5 

NA 

DBDBD 

LAMOS  CONVERTIBLE  A  CCVIX  X 

A 

CV 

B+ 

629.8 

40 

0.00" 

L20t 

25.0 

4.5 

10.6 

2.3 

5.9 

DDBBB 

LAMOS  GROWTH  &  INCOME  A  CVTRX(a)  X 

A 

CV 

A 

1513.0 

248 

4.75" 

1.30t 

27.6 

6.1 

14.3 

1.7 

5.7 

DQBBEJ 

LAMOS  MARKET  NEUTRAL  A  CVSIX  X 

A 

CV 

B 

422.1 

19 

4.75" 

1.50t 

9.4 

8.1 

9.7 

6.3 

5.8 

DBDDO 

LVERTINCOMEACFICXA 

A 

CI 

A 

1738.3 

17 

3.75" 

L21t 

13.6 

103 

8.9 

3.7 

9.2 

DUDBD 

LUMBIA  INCOME  Z  SRINX(b)& 

A 

CI 

A 

386.0 

15 

No  load 

0.84 

12.0 

9.4 

7.8 

S3 

8.8 

BBDDD 

LUMBIA  INTERMEDIATE  BOND  Z  SRBFX(c)  X 

B+ 

CI 

A 

717.3 

-1 

No  load 

0.80 

9.5 

8.1 

7.2 

5.1 

6.3 

BBDBD 

LAWARE  CORPORATE  BOND  INSTITUTIONAL  DGCIX 

A 

CI 

A 

79.8 

39 

No  load 

0.55 

13.0 

12.2 

7.9 

5.9 

11.6 

BBDDD 

LAWARE  EXTENDED  DURATION  BOND  INSTL  DEEIX 

A 

CL 

B+ 

36.8 

-29 

No  load 

0.55 

15.4 

14.5 

8.6 

6.3 

17.1 

BBDDD 

DGE&  COX  INCOME  DODIX  X 

A 

CI 

A 

5402.3 

72 

No  load 

0.45 

6.0 

9.0 

7.3 

4.6 

6.0 

BBDDB 

EYFUS  BASIC  U.S.  MORTGAGE  SECURITIES  DIGFX 

B+ 

Gl 

A 

259.4 

-1 

No  load 

0.65 

3.5 

6.7 

6.7 

3.8 

5.7 

DBDBD 

EYFUS  INVESTMENT  GRADE  INTERMEDIATE  INV.  DRITX  A 

CI 

A 

814.5 

1 

No  load 

0.82 

7.6 

63 

7.6 

4.3 

6.0 

DDBDD 

)ERATED  INTERNATIONAL  HIGH  B  IHIBX 

A 

EB 

F 

77.5 

28 

0.00" 

L91t 

29.3 

16.8 

12.2 

7.9 

103 

DBDBD 

ELITY  ADVISOR  EMERGING  MARKETS  T  FAEMX 

A 

EB 

C 

78.8 

46 

3.50" 

1.46t 

30.2 

16.1 

19.3 

6.8 

NA 

DDBDD 

ELITY  ADVISOR  STRATEGIC  INCOME  T  FSIAX  &. 

A 

MU 

B+ 

476.0 

77 

3.50" 

1.13t 

19.1 

1L5 

8.8 

5.3 

NA 

DBBBD 

IELITY  CONVERTIBLE  SECURITIES  FCVSX 

A 

CV 

B+ 

1767.3 

24 

No  load 

0.85 

28.3 

3.6 

11.4 

3.5 

NA 

DDBBD 

IELITY  MORTGAGE  SECURITIES  FMSFX 

B+ 

Gl 

A 

1294.1 

3 

No  load 

0.60 

3.6 

6.8 

6.6 

2.5 

2.1 

DBDBD 

IELITY  NEW  MARKETS  INCOME  FNMIX 

A 

EB 

B 

799.6 

100 

0.00* 

1.00 

31.6 

17.3 

20.4 

5.7 

NA 

DDDDD 

ELITY  STRATEGIC  INCOME  FSICX  &. 

A 

MU 

B+ 

2112.3 

224 

No  load 

0.84 

18.7 

11.6 

9.0 

5.5 

NA 

DBBOD 

icludes  redemption  fee.  "Includes  deferred  sales  charge.  fl2(b)-l  plan  In  effect.  NA=Not  available. 

I  Formerly  Calamos  Convertible  Growth  &  Income  A.  (b)  Formerly  Liberty  Income  Fund  Z.  (c)  Formerly  Liberty  Intermediate  Bond  Fund  Z. 


:  Standard  &  Poor's 
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FUND                                                                         RAl 

ING 
ANCE 

CATEGORY    RATING 

(RATING  COMPARES  FUND 

SIZE 

ASSETS 

%CHG. 

FEES 

SALES 

EXPENSE 

PERFORMANCE 

TOTAL  RETURN (%) 

PORTFOLIO 

YIELD  MATURIT 

HISTOF 

(COMPARES  RISK-ADJUSTED  PERFORM 

Y     RESULT? 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

WITHIN  CATEGORY) 

SMIL 

2002-2003 

CHARGE  (%) 

wno(%) 

1YR. 

3YR. 

5YR. 

(%) 

(YEARS) 

ALL  FUN 

FIRST  AMERICAN  HIGH  INCOME  BOND  A  FJSIX  (d) 

■+ 

HY 

42.0 

bo 

475" 

L06t 

22.7 

Ill 

7.8 

6.7 

63 

DQ0B  r 

FRANKLIN  CONVERTIBLE  SECURITIES  A  FISCX  X 

CV 

309.5 

72 

5.75" 

L00- 

35.4 

43 

10.0 

3.6 

NA 

dobe  r 

FREMONT  BOND  FBOFX 

CI 

851.9 

-27 

No  load 

0.59 

77 

83 

7.6 

51 

63 

Boon  r 

GMO  CORE  PLUS  BOND  III  GUGAX 

B+ 

CS 

432.7 

55 

No  load 

0.38 

117 

9.0 

7.3 

2.7 

4.1 

bdoq  r 

GMO  EMERGING  COUNTRY  DEBT  III  GMCDX 

EB 

9663 

41 

No  load 

0.65 

36.4 

23.0 

25.0 

93 

17.0 

ddod  r 

GMO  INFLATION  INDEX  BOND  III  GMIIX 

GL 

B+ 

474.3 

92 

No  load 

0.25 

8.0 

10.2 

9.3 

2.8 

113 

aaaa  v 

HSBC  INVESTOR  FIXED  INCOME  RFXIX 

CI 

110.4 

-62 

No  load 

0.56 

4.8 

9.4 

7.6 

4.8 

7.3 

BBDB  ^ 

HARBOR  BOND  INSTITUTIONAL  HABDX  X 

B* 

CI 

15275 

11 

No  load 

0.58 

5.3 

8.3 

7.1 

2.5 

5.8 

BBDD  P 

ING  INTERMEDIATE  BOND  A  IIBAX 

B+ 

CI 

205.1 

118 

4.75" 

L14- 

57 

107 

87 

3.0 

63 

BBDD  1" 

LOOMISSAYLES  BOND  INSTITUTIONAL  LSBDX  X 

MU 

1882.4 

52 

No  load 

0.75 

29.2 

14.6 

10.4 

6.0 

12.5 

DBBD 

LOOMIS  SAYLES  GLOBAL  BOND  INSTITUTIONAL  LSGBX  X 

IB 

1033 

131 

No  load 

030 

217 

15.3 

9.7 

4.0 

7.7 

OBBD 

LOOMIS  SAYLES  INVESTMENT  GRADE  BOND  Y  LSIIX  (e) 

MU 

B+ 

10.1 

25 

No  load 

0.55 

19.6 

118 

10.0 

5.5 

111 

DBBD 

LOOMIS  SAYLES  STRATEGIC  INCOME  A  NEFZX  (f) 

MU 

166.6 

88 

4.50" 

178; 

34J 

15.6 

11.8 

6.0 

12.0 

OBBD 

LOOMIS  SAYLES  U.S.  GOVT.  SECURITIES  INSTL  LSGSX  X 

B+ 

Gl 

8.7 

-27 

No  load 

0.50 

3.0 

77 

6.7 

43 

35 

BDBD 

MFS  EMERGING  MARKETS  DEBT  A  MEDAX 

EB 

■+ 

15.1 

955 

4.75" 

L41T 

281 

2L7 

22.3 

53 

161 

DQDD 

MFS  HIGH  YIELD  OPPORTUNITIES  A  MHOAX 

HY 

145.0 

129 

4.75" 

L01: 

25.4 

11.4 

83 

7.7 

8.8 

DBBB 

MAINSTAY  CONVERTIBLE  B  MCSVX 

CV 

473.1 

5 

0.00" 

212; 

21.5 

L5 

87 

03 

12.1 

DBBB 

MAINSTAY  GLOBAL  HIGH  YIELD  A  MGHAX 

EB 

35.6 

86 

4.50" 

L70t 

3L7 

18.4 

16.5 

6.6 

12.3 

DBDD 

MANAGERSBONDMGFIXX 

CI 

1673 

42 

No  load 

LOO 

10.8 

10.5 

83 

4.5 

1L7 

DBDD 

MANAGERS  INTERM.  DURATION  U.S.  GOVT.  MGIDX  X 

B+ 

GS 

95.1 

25 

No  load 

0.88 

3.4 

6.7 

61 

2.5 

2L0 

BBDB 

MERRILL  LYNCH  WORLD  INCOME  1  MAWIX(g)X 

IB 

X- 

483 

108 

4.00" 

171 

36.1 

11.8 

35 

7.1 

NA 

DBBB 

J.P.  MORGAN  FLEMING  EMERGING  MKTS.  DEBT  SEL  JEMDX 

EB 

62.6 

23 

No  load 

175 

32.8 

15.8 

17.6 

7.3 

NA 

DDBD 

MORGAN  STANLEY  INSTL  EMERGING  MKTS.  DEBT  A  MSIEX 

EB 

53.2 

5 

0.00* 

L06 

283 

16.5 

18.3 

7.3 

14.4 

aaaa 

MORGAN  STANLEY  INTERM.  DURATION  INSTL  MAIDX 

B+ 

CS 

23.8 

-65 

No  load 

034 

3.4 

7.3 

63 

4.0 

6.8 

BDOBI 

MORGAN  STANLEY  INSTL  INVESTMENT  GRADE  MPFDX  X 

B+ 

CS 

564.3 

0 

No  load 

031 

43 

7.7 

6.4 

47 

13.6 

MORGAN  STANLEY  INSTL  UNITED  DURATION  MPLDX  X 

UB 

698.8 

47 

No  load 

0.43 

2.2 

57 

5.4 

2.6 

5.3 

OQOBI 

NEUBERGER  BERMAN  HIGH  INCOME  BOND  INV.  NBHIX 

HY 

NA 

NA 

No  load 

LOO 

118 

91 

7.3 

6.3 

43 

DBDDI 

OPPENHEIMER  INTERNATIONAL  BOND  A  OIBAX 

IB 

501.3 

150 

4.75" 

172T 

253 

15.8 

13.0 

5.7 

57 

DDBD! 

PIMCO  EMERGING  MARKETS  BOND  A  PAEMX 

EB 

B* 

196.8 

459 

4.50" 

177t 

32.0 

24.0 

22.6 

4.5 

1L7 

ODDD 

PIMCO  REAL  RETURN  BOND  A  PRTNX 

GL 

1742.4 

45 

3.00" 

031; 

8.0 

111 

10.1 

3.2 

127 

DDDDI 

u 
u 

PIMCO  TOTAL  RETURN  MORTGAGE  D  PTMDX 

B+ 

GS 

103.0 

6 

No  load 

030T 

33 

7.4 

77 

27 

2.3 

DBDBI 

PAYDEN  EMERGING  MARKETS  BOND  R  PYEMX 

EB 

55.0 

-31 

0.00* 

0.85 

18.4 

133 

15.5 

6.3 

NA 

DDDDI 

PHOENIX-GOODWIN  EMERGING  MARKETS  BOND  B  PEMBX 

EB 

44.7 

-5 

0.00" 

2.33T 

303 

151 

16.3 

7.0 

NA 

OBBOI 

PHOENK-GOODV/MMUiri-SECTDRSHORTTERMA  NARAX  X 

ft* 

CS 

234.8 

166 

275 

L23- 

97 

87 

77 

4.4 

NA 

DDOaii 

PIONEER  HIGH  YIELD  A  TAHYX 

HY 

3420.0 

134 

4.50" 

L03| 

321 

14.5 

16.6 

61 

6.6 

DDOBf  j 

T.ROWE  PRICE  EMERGING  MARKETS  BOND  PREMX 

EB 

C- 

243.8 

21 

No  load 

1.14 

26.1 

14.7 

16.4 

6.1 

11.8 

DDDBI  | 

SEI  EMERGING  MARKETS  DEBT  A  SITEX 

EB 

578.4 

21 

No  load 

L35 

34.6 

18.7 

19.6 

6.0 

13.6 

DDDDI  i 

SCUDDER  EMERGING  MARKETS  INCOMES  SCEMX 

EB 

c- 

140.8 

16 

No  load 

L66 

30.3 

173 

17.4 

5.7 

121 

DBDDI  I 

SCUDDER  PRESERVATION  PLUS  INCOME  INV.  DBPIX 

UB 

1536.1 

100 

0.00* 

1.00 

33 

5.0 

5.6 

33 

4.7 

DBBBr  l 

SCUDDER  U.S.  BOND  INDEX  PREMIER  BTUSX 

CI 

1403 

43 

No  load 

015 

3.7 

7.3 

7.3 

33 

7.0 

BDDDe 

I 

TCW  GALILEO  EMERGING  MARKETS  INCOME  1  TGEIX 

EB 

47.7 

-43 

No  load 

1.10 

297 

19.3 

19.8 

63 

8.7 

DBDDI  1 

TCW  GALILEO  TOTAL  RETURN  BOND  1  TGLMX  X 

B+ 

Gl 

1443 

11 

No  load 

0.70 

3.1 

73 

77 

7.0 

31 

□none  i 

UBS  PACE  GOVT.  SECURITIES  FIXED  INCOME  P  PCGTX 

B+ 

Gl 

218.7 

9 

No  load 

0.83 

3.0 

6.5 

6.4 

23 

2.5 

BBDDE  1 

VANGUARD  CONVERTIBLE  SECURITIES  VCVSX 

CV 

B* 

8177 

181 

No  load 

035 

3L6 

43 

9.4 

37 

5.0 

DBBBI 

VANGUARD  INTERMEDIATE  TREASURY  INV.  VFITX  X 

B+ 

Gl 

2318.6 

-12 

No  load 

078 

2.4 

73 

6.7 

47 

5.4 

aoaai 

■ 

VANGUARD  SHORT  TERM  FEDERAL  VSGBX 

GS 

2704.5 

-3 

No  load 

076 

2.0 

6.0 

5.8 

3.0 

13 

dbdeh 

WM  HIGH  YIELD  8  CBHYX 

HY 

84.6 

79 

0.00" 

L78| 

27.1 

107 

7.8 

7.4 

6.6 

DBBBD. 

WESTCORE  PLUS  BOND  VVTIBX 

B+ 

CI 

563 

11 

0.00* 

0.55 

116 

8.5 

77 

5.8 

7.0 

BBBDlT 

WESTERN  ASSET  CORE  BOND  1  WATFX  (h)  X 

CI 

1922.5 

60 

No  load 

0.49 

7.8 

8.7 

7.4 

4.0 

38 

BDDBE  | 

WESTERN  ASSET  CORE  PLUS  BOND  1  WACPX  (i) 

CI 

2622.7 

79 

No  load 

0.45 

9.5 

9.4 

7.7 

47 

103 

BDDBE 

1 

TAX-FREE  FUNDS 

L 

AMERICAN  CENTURY  ARIZONA  BOND  INV.  BEAMX 

SI 

66.5 

-5 

No  load 

031 

33 

6.1 

5.3 

3.7 

7.0 

BBBBE 

* 

AMERICAN  CENTURY  CAUF.  H.Y.  MUNI.  INV.  BCHYX  X 

MC 

3403 

-4 

No  load 

0.54 

5.7 

6.6 

5.7 

57 

2L0 

□DBBE 

AMERICAN  CENTURY  FLORIDA  MUNI.  BOND  INV.  ACBFX 

SI 

57.6 

-10 

No  load 

0.51 

4.0 

6.0 

5.4 

4.0 

8.0 

BBBBE 

1 

AMERICAN  CENTURY  HIGH  YIELD  MUNI.  INV.  ABHYX 

MH 

52.1 

28 

No  load 

0.64 

6.3 

7.6 

53 

5.1 

18.0 

BDBDE 

- 

AMERICAN  CENTURY  TAX  FREE  BOND  INV.  TWTIX 

Ml 

B+ 

6033 

14 

No  load 

0.51 

4.1 

61 

5.4 

3.4 

8.0 

BBBBE 

1 

ARISTATA  COLORADO  QUALITY  TAX  EXEMPT  A  ACOTX 

B+ 

SI 

13.1 

-12 

No  load 

0.86 

3.4 

57 

5.3 

3.3 

NA 

DDDBE 

t 

COLORADO BONDSHARES  HCOX  X 

B+ 

SI 

280.1 

31 

4.75 

0.61 

6.7 

6.7 

67 

53 

8.5 

ODBDE 

COLUMBIA  MANAGED  MUNICIPALS  Z  SRMMXQ) 

ML 

•+ 

4127 

-5 

No  load 

0.76 

5.7 

6.3 

5.5 

47 

133 

DDBBEL 

COMMERCE  MISSOURI  INTERMEDIATE  T/F  INSTL  CFMOX 

B* 

SI 

184.8 

14 

No  load 

0.65 

4.7 

6.0 

5.2 

3.6 

8.5 

BBBBEf 

COMMERCE  NATIONAL  INTERMEDIATE  T/F  INSTL  CFNLX 

Ml 

■* 

175.4 

4 

No  load 

0.70 

5.0 

6.2 

5.3 

3.7 

8.7 

BBBBE 

FIDELITY  SPARTAN  ARIZONA  MUNI.  FSAZX 

SL 

74.6 

6 

0.00* 

0.52 

57 

6.6 

5.7 

3.7 

133 

BBBDE 

FIDELITY  SPARTAN  CALIFORNIA  MUM.  FCTFX 

MC 

■» 

1522.5 

-10 

0.00* 

0.47 

43 

6.0 

5.4 

47 

14.0 

DDBBEt 

FIDELITY  SPARTAN  CONNECTICUT  MUNI.  -  CNX 

SI 

437.5 

-4 

0.00* 

0.46 

5.0 

6.7 

5.7 

41 

13.1 

BBBDEf 

FIDELITY  SPARTAN  FLORIDA  MUNI.  FFUX 

B* 

SI 

549.5 

0 

0.00* 

0.47 

43 

6.5 

5.3 

4.0 

13.7 

□BBBE1 

FIDELITY  SPARTAN  INTERMEDIATE  MUNI.  FLTWX  & 

A 

Ml 

1786.3 

4 

0.00* 

0.42 

57 

6.6 

5.5 

3.6 

8.0 

BBBBE 

•Includes  redemption  fee.  "Includes  deferred  sales  charge.  |12(b)-l  plan  in  effect.  NA=Not  available. 

(d)  Formerly  First  American  Strategic  Income  A.  (e)  Formerly  Loomis  Sayles  Investment  Grade  Bond  Instl.  (f)  Formerly  CDC  Nvest  Strategic  Income  Fund  A. 
(g)  Formerly  Merrill  Lynch  World  Income  Fund  A.  (h)  Formerly  LM  Instl.  Western  Asset  Mgmt.  Core  I.  (i)  Formerly  LM  Instl.  Western  Asset  Mgmt.  Core  Plus  I. 
(j)  Formerly  Liberty  Managed  Municipals  Fund  Z. 


Data:  Standard  &  Poor 
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RATING      CATEGORY    RATING    SIZE 


FEES 


PERFORMANCE 


PORTFOLIO         HISTORY 


(COMPARES  RISK-ADJUSTED  PERFORMANCE     (RATING  COMPARES  FUND 

ASSETS 

%CHG 

SALES 

EXPENSE 

TOTAL  RETURN (%) 

YIELD 

MATURITY     RESULTS  VS. 

OF  EACH  FUND  AGAINST  ALL  FUNDS)              WITHIN  CATEGORY) 

SMIL. 

2002-2003 

CHARGE  (%) 

RATIO  (%) 

1YR. 

3YR. 

5YR. 

(%) 

(YEARS) 

ALL  FUNDS 

UTY  SPARTAN  MASSACHUSETTS  MUNI.  FDMMX            i 

k               SL 

1836.3 

-6 

0.00* 

0.46 

5.3 

6.5 

5.7 

4.2 

15.3 

BBQOB 

LITY  SPARTAN  MARYLAND  MUNI.  SMDMX                     / 

\               SI 

95.3 

-3 

0.00* 

0.52 

5.0 

6.1 

5.4 

35 

14.7 

BBBBB 

UTY  SPARTAN  MICHIGAN  MUNI.  FMHTX                       / 

k              SI 

556.4 

0 

0.00* 

0.48 

55 

6.8 

5.7 

4.2 

12.7 

BBBOB 

UTY  SPARTAN  MUNI.  FHIGX                                            / 

k              ML 

4756.4 

0 

0.00' 

0.46 

5.5 

7.0 

6.0 

4.0 

15.1 

BDBOB 

UTY  SPARTAN  NEW  JERSEY  MUNI.  FNJHX                    / 

I              SL 

548.9 

-4 

0.00* 

0.47 

5.4 

6.4 

5.7 

4.1 

14.5 

BBQOB 

LITY  SPARTAN  NEW  YORK  MUNI.  FTFMX                         1 

k              MY 

1424.4 

-3 

0.00* 

0.47 

5.4 

65 

55 

4.1 

14.5 

□ODDB 

UTY  SPARTAN  OHIO  MUNI.  FOHFX                                / 

k              SL 

427.9 

0 

0.00" 

0.49 

5.6 

6.6 

5.6 

4.2 

14.4 

□BBBB 

LITY  SPARTAN  PENNSYLVANIA  MUNI.  FPXTX                 i 

k               SI 

291.3 

-1 

0.00* 

0.49 

45 

6.2 

5.4 

3.8 

13.8 

BBQBB 

UTY  SPARTAN  SHORT  INTERM.  MUNI.  FSTFX  A           1 

1              MS 

1823.7 

12 

0.00' 

0.45 

25 

5.0 

4.6 

2.5 

3.3 

DBBBQ 

(T  AMERICAN  MISSOURI  TAX  FREE  Y  ARMIX  X              ( 

1+            SL 

164.7 

-2 

No  load 

0.70 

5.1 

6.2 

5.2 

35 

14.7 

BBQBB 

.T  AMERICAN  TAX  FREE  Y  FYNTX                                    / 

k              ML 

B* 

450.5 

-5 

No  load 

0.70 

6.1 

6.6 

5.4 

4.4 

155 

saaaB 

T  INVESTORS  INSURED  TAX-EXEMPT  II  EIITX  X           / 

k              ML 

B+ 

79.3 

30 

5.75" 

1.00t 

5.0 

7.5 

6.7 

3.2 

17.0 

BDBOB 

RIS  INSIGHT  INTERM.  TAX-EXEMPT  BOND  N  HIXAX        i 

k              Ml 

11.9 

-21 

No  load 

0.52 

4.4 

6.4 

5.8 

3.7 

8.8 

BBBBB 

RIS  INSIGHT  TAX-EXEMPT  BOND  N  HXBAX                    J 

k              Ml 

25.2 

88 

No  load 

0.56 

5.5 

7.5 

6.5 

4.1 

135 

QDBOB 

3MASONMARYLANDTAX-FREEWCOMEPWM.  LMMDX       1 

1+             SL 

167.6 

1 

No  load 

0.70f 

4.8 

55 

5.0 

4.0 

142 

BBBBB 

(GAN  STANLEY  INSTL.  MUNICIPAL  MPMFX  A                / 

k              Ml 

358.5 

49 

No  load 

0.50 

5.6 

6.6 

5.9 

4.0 

12.1 

BBBBB 

<G  AN  STANLEY  TAX-EXEMPT  SECURITIES  D  TAXDX        / 

k              ML 

B* 

1071.8 

-6 

No  load 

0.49 

5.7 

6.3 

5.4 

4.7 

15.0 

□BBBB 

tTHERN  CALIFORNIA  TAX  EXEMPT  NCATX                        / 

k              MC 

112.2 

-9 

No  load 

0.85 

45 

6.2 

5.6 

35 

14.7 

□OBDB 

(THERN  INTERMEDIATE  TAX  EXEMPT  NOITX                   i 

k              Ml 

637.6 

-6 

No  load 

0.85 

4.6 

7.2 

5.6 

3.1 

NA 

BBOBB 

THERN  TAX  EXEMPT  NOTEX                                            / 

k              ML 

B+ 

531.1 

-5 

No  load 

0.85 

5.3 

6.6 

5.4 

35 

NA 

QOBOB 

'EEN  N.Y.  INSURED  MUNI.  BOND  R  NINYX                        / 

k              MN 

252.4 

-2 

No  load 

0.67 

5.8 

6.6 

5.6 

4.5 

18.3 

BBQDB 

EEN  N.Y.  MUNICIPAL  BOND  R  NTNYX                              / 

k              MN 

■» 

148.6 

3 

No  load 

0.67 

6J 

6.5 

5.5 

5.0 

18.8 

□BBBB 

OWE  PRICE  SUMMIT  MUNI.  INCOME  PRINX  X                / 

k              Ml 

93.3 

5 

No  load 

0.50 

6.0 

6.8 

5.5 

4.5 

16.0 

□OBBB 

OWE  PRICE  MARYLAND  TAX  FREE  MDX8X  X                  / 

k               SI 

1313.7 

0 

No  load 

0.49 

45 

6.4 

5.4 

4.4 

14.4 

□BBBB 

OWE  PRICE  VIRGINIA  TAX  FREE  PRVAX                           I 

k               SI 

408.2 

4 

No  load 

0.52 

5.0 

6.5 

5.5 

4.2 

14.0 

QOBDB 

ECO  MUNICIPAL  BOND  INV.  SFCOX  X                             / 

k              ML 

560.1 

2 

No  load 

0.61 

55 

7.1 

5.6 

4.6 

22.1 

BOBDB 

CLASSIC  FLORIDA  TAX-EXEMPT  BOND  T  SCFTX  (k)          / 

k               SI 

170.7 

34 

No  load 

0.71 

4.1 

6.1 

5.4 

3.1 

7.1 

BBBOB 

IDDER  HIGH  YIELD  TAX  FREE  ADVISOR  S  SHYTX              / 

k              MH 

B+ 

5355 

-4 

No  load 

0.77 

6.2 

65 

5.4 

5.2 

12.6 

BBBBB 

IDDER  MASS.  TAX  FREE  S  SCMAX  X                              / 

k               SI 

494.2 

-5 

No  load 

0.74 

5.1 

6.7 

5.6 

4.5 

9.8 

BBBOB 

TE  FARM  MUNICIPAL  BOND  SFBDX  X                            / 

k              Ml 

438.6 

5 

No  load 

0.14 

4.8 

6.4 

5.6 

4.4 

8.5 

BBBBB 

IA  TAX  EXEMPT  LONG  TERM  USTEX                              / 

k              Ml 

B+ 

2220.4 

2 

No  load 

0.54 

7.0 

7.0 

5.5 

4.6 

16.3 

BOBOO 

IA  TAX  EXEMPT  NEW  YORK  USNYX                                 / 

k              MY 

B+ 

126.4 

2 

No  load 

0.68 

5.6 

6.5 

5.6 

4.5 

165 

BOBBB 

IA  TAX  EXEMPT  VIRGINIA  USVAX                                   I 

I*             SI 

4995 

2 

No  load 

0.59 

5.6 

6.4 

5.4 

4.2 

16.5 

BOBBB 

IGUARD  CALIF.  INTERM.  TAX-EXEMPT  INV.  VCAIX  A      / 

k              MF 

1489.5 

-9 

No  load 

0.17 

4.1 

55 

5.5 

4.0 

5.4 

BBBBB 

IGUARD  CAUF.  LONG  TERM  TAX-EXEMPT  INV.  VCITX  X  / 

k             MF 

1286.1 

-11 

No  load 

0.18 

45 

55 

5.8 

4.5 

7.5 

□OBBB 

IGUARD  FLORIDA  LONG  TERM  TAX  EXEMPT  VFLTX  X     / 

\               SI 

714.1 

-5 

No  load 

0.18 

5.7 

7.0 

6.2 

4.2 

8.3 

□ODDB 

IGUARD  INSURED  LONG  TERM  TAX  EXEMPT  VILPX          i 

k              Ml 

1933.0 

1 

No  load 

0.18 

5.8 

6.7 

6.0 

4.5 

7.7 

BOBDB 

IGUARD  LONG  TERM  TAX  EXEMPT  VWLTX  X                  / 

k              ML 

114L1 

-7 

No  load 

0.17 

5.2 

6.6 

5.8 

4.5 

92 

BOBDB 

IGUARD  MASSACHUSETTS  TAX  EXEMPT  VMATX  A       I 

k               SI 

414.2 

11 

No  load 

0.14 

5.1 

6.2 

5.5 

4.3 

6.8 

□OBBB 

IGUARD  N.J.  LONG  TERM  TAX-EXEMPT  INV.  VNJTX  A    I 

k               SI 

920.3 

-4 

No  load 

0.18 

5.2 

6.5 

5.8 

4.4 

7.0 

BDBOB 

IGUARD  N.Y.  LONG  TERM  TAX-EXEMPT  INV.  VNYTX  X    / 

k              MN 

1321.0 

-1 

No  load 

0.18 

5.3 

6.7 

6.0 

4.2 

7.6 

QOQOB 

IGUARD  OHIO  LONG  TERM  TAX  EXEMPT  VOHIX  A          / 

k              SI 

496.6 

-6 

No  load 

0.14 

5.3 

65 

6.0 

4.4 

6.6 

□DBOB 

IGUARD  PENN.  LONG  TERM  TAX  EXEMPT  INV.  VPAIX  X  I 

k               SI 

1522.7 

-5 

No  load 

0.18 

5.6 

6.8 

6.0 

4.4 

6.2 

BOBDB 

TORY  NATIONAL  MUNICIPAL  BOND  A  VNMAX                  / 

k              Ml 

82.4 

31 

2.00" 

0.88 

4.0 

6.3 

6.5 

2.3 

5.2 

BBBBB 

:ludes  redemption  fee.  **lncludes  deferred  sales  charge.  fl2(b)-l  plan  in  effect.  NA=Not  available. 
Formerly  STI  Classic  Florida  Tax  Exempt  Bond  Trust. 


Data:  Standard  &  Pcxjr's 


ephone 
mbers 

FIVE  STAR  FUNDS 

43-9865 

SSOR FUNDS 

59-3504 

NCEBERNSTEIN 
S 

21-5672 

IICAN  CENTURY 
S 

45-2021 

ATA  FUNDS 

44-8595 

UNDS 

25-5759 

M0 FUNDS 
92-8332 

MOS FUNDS 

23-9943 


CALVERT  FUNDS 

800317-2274 

COLORADO  FUNDS 

800572-0069 

COLUMBIA  FUNDS 

800345-6611 

COMMERCE  FUNDS 

800995-6365 

DELAWARE  FUNDS 

800231-8002 

DODGE  &  COX  FUNDS 

800621-3979 

DREYFUS  FUNDS 

800645-6561 

FEDERATED  GLOBAL 

FUNDS 

800341-7400 

FIDELITY  ADVISOR  FUNDS 

800522-7297 

FIDELITY  FUNDS 

800  544-8888 


FIDELITY  SPARTAN  FUNDS 

800522-7297 

FIRST  AMERICAN  FUNDS 

800677-3863 

FIRST  INVESTORS  FUNDS 

800423-4026 

FRANKLIN  INVESTOR 
FUNDS 

800342-5236 

FREMONT  FUNDS 

800548-4539 

GMO  TRUST  FUNDS 

N/A 

HARBOR  FUNDS 

800422-1050 

HARRIS  INSIGHT  FUNDS 

800982-8782 

HSBC  FUNDS 

800782-8183 

ING  FUNDS 

800992-0180 


LEGG  MASON  FUNDS 

800822-5544 

LM  INSTITUTIONAL  FUNDS 

877534-4627 

LOOMISSAYLES  FUNDS 

800633-3330 

MAINSTAY  FUNDS 
800624-6782 

MANAGERS  FUNDS 

800835-3879 

MERRILL  LYNCH  FUNDS 

800637-3863 

MFS FUNDS 

800225-2606 

J.P.  MORGAN  FUNDS 

800348-4782 

MORGAN  STANLEY  FUNDS 

800869-6397 

MORGAN  STANLEY  INSTL. 
FUNDS 

800548-7786 


NEUBERGER  BERMAN 
FUNDS 

800366-6264 

NORTHERN  FUNDS 

800595-9111 

NUVEEN  FUNDS 

800257-8787 

OPPENHEIMER  FUNDS 
800525-7048 

PAYDENFUNDS 

800572-9336 

PHOENIX-GOODWIN  FUNDS 

800243-4361 

PIMCO  FUNDS 

800927-4648 

PIONEER  FUNDS 

800821-1239 

T.ROWE  PRICE  FUNDS 

800  638-5660 

SAFECO  FUNDS 

800  528-6501 


SCUDDER  FUNDS 

800621-1048 

SEI  INTERNATIONAL  FUNDS 

800342-5734 

STATE  FARM  FUNDS 

800447-0740 

STI  CLASSIC  FUNDS 
800874-4770 

TCW  GALILEO  FUNDS 

800  386-3829 

UBS  PACE  FUNDS 

800647-1568 

USAA  TAX  EXEMPT  FUNDS 

800  531-8722 

VANGUARD  FUNDS 

800662-2739 

VICTORY  FUNDS 

800539-3863 

WESTCORE  FUNDS 

800  392-2673 

WM  FUNDS 

800222-5852 
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Personal  Business  Health 


There's  Entrancing  News 
About  Hypnosis 

It's  gaining  credibility  as  a  treatment  for  a  multitude  of  troubles,  from  nicotine 
addiction  to  post-traumatic  stress  disorder.  BY  KATE  MURPHY 


HYPNOSIS  HELPED 
James  Williams  cut 
back  on  his  drinking 
eight  years  ago.  So 
when  he  developed  a 
fear  of  flying  after  Sep- 
tember 11,  he  again 
sought  hypnotic  relief.  "I  had  always 
thought  hypnosis  was  a  stage  show  kind  of 
thing.  But  I've  found  it  incredibly  effective 
at  getting  me  to  focus  on  what  I  want  to 
accomplish,"  says  Williams,  56,  a  vice- 
president  of  Polyonics,  a  Westmoreland 
(N.H.)  maker  of  bar-code  stickers.  Indeed, 
today  he  travels  by  plane  without  anxiety. 
Although  still  not  well  understood, 
hypnosis  has  gained  credibility  in  the  past 
five  years  because  of  research  using  the 
latest  brain-imaging  technology.  PET, 
MRI,  and  EEG  scans  show  that  hypno- 
tized subjects  have  altered  sensory  per- 
ception—and they're  not  just  pushovers, 
play-acting,  or  highly  imaginative,  as 
once  thought.  Studies  show  hypnosis  can 
help  treat  a  multitude  of  disorders  from 
asthma  to  warts.  But  it  is  not  a  cure-all 
and  can  even  be  dangerous  if  you  go  to  a 
practitioner  who  lacks  adequate  training. 

TUNING  THINGS  OUT 

HYPNOSIS  IS  A  TRANCELIKE  State  that 
arises  when  your  conscious  mind  takes  a 
backseat  to  your  unconscious,  usually  in- 
duced by  relaxing  patter.  Forget  the 
swinging  watches.  You'll  more  likely  be 
asked  to  shut  your  eyes  or  focus  on  a  fixed 
object,  such  as  a  doorknob.  You  tune  out 
everything,  including  your  own  inhibi- 
tions. This  makes  you  highly  attentive 
and  open  to  suggestion. 

Some  people  are  more  susceptible  than 
others.  "It's  a  blue-eyes,  brown-eyes  kind 
of  thing,"  says  Dr.  Elliot  Wineburg,  a  neu- 
ropsychiatrist  at  ML  Sinai  School  of  Med- 
icine in  New  York.  "You're  either  born  with 
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the  ability  or  you're  noL"  Hypnotizability 
has  nothing  to  do  with  intelligence  or 
gullibility.  But  it  does  correlate  to  whether 
you're  the  type  who  gets  totally  absorbed 
reading  a  book  or  watching  a  movie. 

The  treatments  usually  last  30  min- 
utes, and  many  patients  report  improve- 
ment after  just  one  session.  Jennie  Lauria, 


HYPNOSIS  HOW-TO 

Suppose  you  want  to  quit  smoking: 

1Y0U  TALK  to  the  therapist  about  your 
unwanted  habit  and  general  lifestyle. 
Typical  questions:  When  are  you  most 
likely  to  smoke?  What  is  it  about  smoking 
that  you  enjoy?  Why  do  you  want  to  stop? 
What  activities  give  you  pleasure? 


2  YOU  SIT  in  a  comfortable  chair.  In  a 
soothing  voice,  the  therapist 
encourages  you  to  relax  by  imagining 
a  peaceful  scene.  You  stare  at  a  doorknob 
while  the  therapist  tells  you  your  limbs  are 
getting  heavy. 


3  WHEN  YOU'VE  REACHED  a  trancelike 
state,  the  therapist  starts  making 
suggestions.  If  you  like  to  smoke  after 
dinner  but  also  enjoy  green  tea,  the  therapist 
might  suggest  that  you  crave  the  tea  instead 
of  a  cigarette.  The  therapist  tells  you  the 
results  of  not  smoking:  "You'll  have  whiter 
teeth.  You  won't  smell  like  an  ash  tray." 


4  AFTER  ABOUT  30  minutes,  the 
therapist  slowly  brings  you  out  of  the 
hypnotic  trance  by  gently  making  you 
more  aware  of  your  surroundings.  You  feel 
groggy  as  if  you've  just  woken  from  a  nap. 
You  remember  the  session  only  hazily. 


5 


YOU  GET  A  TAPE  of  the  session  to  take 
home  and  play  as  you  are  falling  to 
sleep  at  night. 


a  Queens  (N.Y.)  lab  technician,  says 
kicked  a  pack-a-day  smoking  habit  af 
single  visit  with  a  hypnotherapist.  N 
likely,  you'll  have  to  go  three  or  four  ti 
and  maybe  also  get  tapes  of  hypnotic 
gestions  to  play  at  night  before  you 
asleep.  The  suggestions  are  usually  at 
positive  things  that  will  result  from  s 
ping  a  bad  habit,  such  as  how  good- 
will feel  and  look  if  you  lose  weight.  ^ 
awareness  of  pain  might  be  dullec 
suggestions  that  you  are  floating  in  si 
in  absolute  comfort. 

PAIN  MANAGEMENT 

VARIOUS  BRAIN  SCANS  of  hypnotizec 
dividuals  show  they  actually  perc 
what  they  are  told  is  reality  even  wht 
clearly  is  not.  A  2000  study  in  The  Am 
can  Journal  of  Psychiatry  revealed 
when  hypnotized  subjects  were  tol 
black-and-white  picture  was  in  cr 
their  brain  activity  was  consistent 
seeing  colors.  Other  studies  india 
brain  activity  congruent  with  heai 
noises  when  there  were  none,  or  not  f 
ing  pain  when  subjects'  hands  were  s 
merged  in  painfully  hot  or  cold  water. 
It's  not  surprising,  then,  that  hypnos 
often  used  to  treat  chronic  pain  and  r 
women  give  birth  without  resorting 
medication.  Researchers  at  Harvard  I 
versity  have  found  it  diminishes  the  n 
for  anesthesia  during  invasive  procedil 
such  as  angioplasty  and  breast  reconstrl 
tion  and  speeds  post-operative  healil 
Hypnosis  may  also  be  effective  in  treat| 
asthma,  irritable-bowel  syndrome, 
matitis,  warts,  hives,  hemophilia,  nau 
associated  with  chemotherapy  or  pr 
nancy,  undesirable  traits  such  as  smok 
or  overeating,  anxiety,  phobias,  and  p< 
traumatic    stress    disorder,    says    E 
Cardena,  president  of  the  Society  for  C 
ical  &  Experimental  Hypnosis  (SCEH)  A 


professor  of  psychology  at  the  University 
of  Texas-Pan  American  in  Edinburg.  He 
adds  that  the  effects  of  hypnotherapy  gen- 
erally are  lasting,  though  some  patients 
might  relapse  after  a  period  of  months  or 
years   and   require 


party  to 
sit  in  on 
sessions 


"Yoll  /-»ot-»  more       treatment. 

^      wcui  j^e  success  rate  de- 

BSK  ci  pends  on  your  hyp- 

-i    •  notizability,  motiva- 

tnirCl  tion,  and  disorder. 

For  phobias,  studies 
indicate  it's  around 
50%  after  one  visit. 
Hypnosis  is  most 
effective  when  used 
with  psychotherapy 
and  other  support- 
ive measures. 
Hypnosis  can  be  disorienting  or  tap 
emotions  buried  in  your  subconscious. 
Furthermore,  you  are  vulnerable  in  the 
hypnotic  state.  For  these  reasons,  it 
should  be  practiced  by  a  licensed  profes- 
sional who  operates  under  a  recognized 
code  of  professional  ethics.  Look  for 
medical  doctors,  psychiatrists,  psycholo- 
gists, or  social  workers  who  are  certified 
by  the  SCEH  or  the  American  Society  of 
Clinical  Hypnosis  (ASCH).  Referrals  are 
available  at  asch.net,  or  send  an  e-mail  re- 
quest to  sceh@mspp.edu.  Treatment 
ranges  anywhere  from  $50  to  $300  per 
hour,  depending  on  who  you  see.  For 
some  diagnoses,  your  health  insurance 
may  pick  up  the  cost. 

HYPNOTIC  SUGGESTIONS 

HYPNOSIS  IS  ONLY  as  effective  as  your 
therapist's  knowledge  of  you  and  your 
disorder.  For  example,  Williams'  psychol- 
ogist hypnotherapist  recognized  that  his 
excessive  drinking  had  a  lot  to  do  with 
job-related  stress.  Therefore,  the  hypnot- 
ic suggestions  Williams  received  encour- 
aged him  not  only  to  stop  drinking  but 
also  to  avoid  getting  "so  worked  up  about 
stuff  at  work,"  Williams  says. 

It's  unlikely  someone  could  get  you  to 
do  anything  that  goes  against  your 
deeply  held  values  while  you're  under 
hypnosis.  But  if  you  feel  vulnerable,  you 
can  ask  that  a  third  party  be  present  at  the 
session  to  keep  tabs  on  the  therapist.  Al- 
though hypnosis  can  have  powerful  ef- 
fects, it  probably  isn't  anything  you 
haven't  already  experienced  when  you've 
stared  off  into  space.  Mt.  Sinai's  Wine- 
burg  says  hypnosis  is  on  the  same  spec- 
trum, neurologically  and  experientially,  as 
daydreaming  and  meditating.  With  hyp- 
nosis, however,  there  could  be  a  remedy 
in  your  reverie.  ■ 
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Personal  Business  Footnotes 


EDITED  BY  CAROL  MARIE  CROPPER 


INVESTING 


Weighing  Options 

WITH  THE  STOCK  MARKET  off  to  a  solid  start  this  year  after  sharp  gains  in  2003,  you  may 
find  that  your  employee  stock  options  are  worth  something  again.  One  good  way  to 
check  on  their  value  is  myStockOptions.com,  one  of  a  few  such  sites  that  has  kept 
growing  while  some  rivals  went  dark.  Along  with  a  slew  of  educational  materials,  the 
site  offers  a  free  record  keeper  and  options  calculator.  (Premium  memberships,  with 
more  articles  and  calculators,  plus  graphing  and  modeling  tools,  cost  $79  a  year.) 
The  basic  calculator,  which  lets  you  specify  federal,  state,  and  local  tax  rates,  will 
figure  aftertax  proceeds  if  you  sell  holdings  at  a  given  price.  You  can  track  each  type 
of  employee  incentive— nonqualified  stock  options,  incentive  stock  options, 
restricted  stock,  and  employee  stock  purchase  plans.  Site  creator  Bruce  Brumberg 
says  a  frequent  reader  question  is:  "Can  you  exercise  underwater  options  and  in-the- 
money  options  at  the  same  time  and  have  them  net  each  other  so  there's  no  tax 
gain?"  Sadly,  no.  Tax  rules  don't  allow  it.  How  to  handle  options  after  losing  a  job 
also  remains  an  area  of  keen  interest.  -Robert  Barker 


TIME  OFF 

LAS  VEGAS  MAY  BE  BETTER  KNOWN  for  slots  and  show 
girls  than  the  loftier  arts,  but  the  Bellagio  Gallery  of  Fine  Art 
(bgfa.biz)  is  out  to  change  that.  From  Jan.  30  to  Sept.  13,  the 

gallery,  on  the  Bellagio  hotel's 
casino  level,  will  display  21 
paintings  by  Claude  Monet  on 
loan  from  tne  Museum  of  Fine 
Arts,  Boston.  Included 
are  depictions  of  Rouen 
cathedral,  water  lilies,  and  his 
wife,  Camille.  Admission  is  $15, 
but  it  may  well  be  worth  it  for  a 
respite  from  casino  clatter. 
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EXCHANGE-TRADED 

DIVING 

INTO 

DIVIDENDS 

THANKS  TO  THE  NEW  MAXIMUM  federal  t 
rate  of  15%,  dividend  income  is  more 
valuable  than  ever.  Here's  an  easy  way 
get  a  slug  of  dividend-payers  into  youj 
portfolio:  iShares  Dow  Jones  Select 
Dividend  Index  Fund.  It's  an  exchang«T 
traded  fund  that's  listed  on  the  New  , 
York  Stock  Exchange  under  the  ticker'  if 
symbol  DVY.  „ 

This  ETF  invests  in  50  of  the  higher 5,: 
paying  stocks  in  the  Dow  Jones  U.S. 
Total  Market  Index.  The  fund's  advisa  d 
Barclays  Global  Investors,  also  scm : 
the  companies  for  their  financial 
strength  and  dividend-paying  history,  pi 
the  recent  price  of  $54.38,  the  payout    . 
just  3.8%.  Still,  compared  with  the 
1.53%  yield  on  the  Standard  &  Poor's    .. 
500,  it's  downright  plump. 


LARGEST  HOLDINGS 


Altria 

Bank  of  America 
General  Motors 
FPL  Group 

Comerica 


5.07^1 

4.05 

3.70 

3.68 

3.53 

•As  of  Jan.  20. 200 


APPAREL 

INFLATABLE 
YOU 

YOU  WONT  NEED  LAYERS  to  fend  off  the 

chill  with  W.  L  Gore's  Airvantage  adjustab 

insulation  (airvantage.com).  Blow  into  a 

tube  to  increase  the  insulating  propertie 

trapping  body-heated  air  in  a  maze  insic  - 

the  garment  As  you  work 

up  a  sweat,  release  the 

air  to  stay  comfortable 

It's  built  into  jackets 

and  vests  from 

Boathouse  (right), 

Columbia,  Lands' 

End,  Oakley,  and 

others. 


le  Barker  Portfolio 


BY  ROBERT  BARKER 


Satellite  Radio:  Clear 
Growth,  Far-Off  Profits 


sstments  in  outer  space  don't  pay  off? 
telling  that  to  shareholders  of  the  two 
ipanies  licensed  to  beam  down  radio 
gramming  from  way  up  there:  Sirius 
dlite  Radio  and  XM  Satellite  Radio 
dings.  Their  shares  have  soared  into 
h  orbit,  and  the  market  has  been 
ping  up  fresh  offerings  of  their  shares. 

see  why,  you  need  only  check  satellite  radio's  growth, 
dme  last  year,  XM  counted  360,000  subscribers.  Now  it 
early  1.4  million.  Sirius,  which  got  a  later  start,  saw  its 
rribership  in  2003  swell  772%,  to  261,061.  Bulls  expect 
out-of-sight  gains  are  merely  a  start,  figuring  that  some 
le  chunk  of  America's  100  million  households,  200 
>n  cars,  and  millions  more  trucks,  boats,  recreational 
les,  trains,  jets,  stores,  and  offices  one  day  will  be  tuning 
ws,  weather,  sports,  and  talk  shows,  plus  commercial- 
nusic,  via  XM  for  $9.99  a  month  or  Sirius  for  $12.95. 

,  BEFORE  WE  ALL  AGREE  that  satellite  radio's  only  limit  is 
<y,  prospective  investors  may  want  to  consider  a  few 
lrrals.  First,  there's  the  plain  fact  that  for  all  of  satellite 
's  success  today,  XM  and  Sirius  are  losing  tons  of  money 
mrning  cash.  Wall  Street  expects  XM  this  year  to  post  a 
>efore  interest,  taxes,  depreciation,  and  amortization  of 
million  on  revenue  of  $259  million;  at  Sirius,  analysts 
egative  EBITDA  of  $313  million  on  $72  million  in 
iue.  Both  companies  expect  that  at  some  point  next  year 
will  produce  more  cash  than  they  consume.  That's  the 


Satellite  Radio: 

Watch  Out  for  Dilution 

SIRIUS 
SATELLITE  RADIO 

XM  SATELLITE 
RADIO  HOLDINGS 

bol 

SIRI 

XMSR 

e 

3.15 

26.79 

mated  Earnings  Per  Share,  2003 

-0.27 

-4.91 

mated  Earnings  Per  Share,  2004 

-0.41 

-3.80 

rent  Shares  Outstanding 

1,083  million 

149  million 

■ntially  Dilutive  Shares 

^^^^HH   Stock  prices  as     Jan 

361  million 

16           Data;  _'J''.;. 3".  1 

156  million 

sports.  Standard  &  Poor's 

best  case— meaning  bottom-line  profits  are  nowhere  in  view. 

Invisible  net  earnings  make  price-earnings  ratios 
meaningless.  But  a  quick  check  of  price-sales  ratios  is  helpful. 
Satellite-TV  distributor  EchoStar  Communications,  a  once- 
small  media  outfit  that  pushed  new  technology  and  eventually 
brought  big  gains  to  investors,  makes  a  reasonable 
comparison.  According  to  Morningstar  data,  since  1995, 
when  it  had  sales  of  just  $164  million,  the  highest  price-sales 
multiple  EchoStar  has  traded  for  was  14.  Today,  XM  sells  for 
60  times;  at  392  times,  Sirius  is  off  the  scale. 

For  kicks,  let's  assume  that  America  and,  eventually, 
Canada  get  hooked  on  satellite  radio  and  new  digital 
technologies  which  can 
improve  AM  &  FM 
broadcasts,  don't  crimp 
satellite's  growth.  Sirius 
figures  it  needs  2 
million  subscribers  to 
break  even  on  cash 
flow;  for  XM,  the  figure 
is  3.5  million. 
Combined,  that's  more 
than  triple  their 
subscribers  now.  Given 
their  recent  growth 
rates,  though,  that 

milestone  appears  reachable.  O.K.  But  meaningful  growth  in 
real  per-share  profits  could  be  more  elusive. 

Here's  why:  To  finance  operations,  both  companies  have 
ladled  out  buckets  of  stock  options,  warrants,  convertibles, 
and  other  securities  so  that  lenders,  partners,  and  suppliers 
can  participate  in  satellite  radio's  upside  (table).  In  December, 
Sirius  arranged  to  broadcast  National  Football  League  games 
starting  next  season.  The  deal  calls  for  Sirius  to  pay  the  NFL 
$188  million  in  cash  over  seven  years,  plus  $32  million  in 
stock,  plus  warrants  to  buy  50  million  more  shares  at  $2.50 
each.  That's  one  of  many  such  deals.  All  told,  Sirius  has 
committed  to  issuing  enough  common  stock  that  its  current 
total  of  outstanding  shares  could  grow  by  a  third.  XM  has 
been  even  more  liberal  with  its  equity.  Its  total  shares 
outstanding  could  more  than  double,  diluting  $1  in 
hypothetical  earnings  per  share  into  49$. 

Satellite  radio  will  surely  grow.  Just  remember  that  the 
risks  surrounding  any  investment  in  outer  space  are  so  steep 
that  President  Bush,  in  unveiling  his  vision  of  space  travel  on 
Jan.  14,  felt  compelled  to  say:  "Our  efforts  will  be  repaid  many 
times  over."  Only,  perhaps,  not  in  our  lifetimes.  ■ 

E-mail:  rb@businessweek.com 
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BY  GENE  G.  MARCIAL 

AN  EARLY  O.K.  FROM  THE  FDA  COULD  BOOST  CV  THERAPEUTICS.  I 
ALLIANCE  DATA  SYSTEMS  KEEPS  PUMPING  OUT  CREDIT  CARDS. 
TO  SURVEY  THE  FUTURE  OF  TECH,  GLANCE  UP  AT  MICROVISION. 


ALLURINGLY 
CHEAP 


DOLLARS 


CV  Investors:  Take  Heart 

LATELY,  CV  THERAPEUTICS  (CVTX)  is  bouncing  around 
on  rumors  of  what  the  Food  &  Drug  Administration 
might  do  about  Ranexa,  CV's  angina  treatment.  The 
stock  has  dropped  from  18  in  November  to  12  on  Dec.  8,  when 
an  FDA  panel  sought  more  data  on  the 
drug.  Quickly,  most  analysts  cooled  on 
CV.  But  lately,  the  stock  has  perked 
up— to  15.17  on  Jan.  21.  That  may  be 
due  to  the  Jan.  21  issue  of  the  Journal  of 
the  American  Medical  Assn.,  which  said 
Ranexa  significantly  reduced  angina 
frequency.  Some  investors  now  say  it 
may  get  early  FDA  approval.  (Five  of 
the  11  FDA  panel  members  urged  an 
outright  O.K.)  With  the  stock's  low 
price  and  better  prospects,  CV  is 
buyout  bait,  say  some  pros.  In  late 
2000,  as  takeover  talk  swirled,  CV  soared  to  80.  One  New 
York  fund  manager,  who  asked  not  to  be  identified,  is  buying 
shares  because  he  expects  a  bid.  Big  drugmakers  are 
snapping  up  biotechs  to  fill  their  pipelines  (in  December, 
Pfizer  bought  Esperion).  CV  has  yet  to  make  money,  but  if 
Ranexa  is  approved,  it  could  be  a  home  run.  He  notes  that 
CV'S  stock  price  is  equal  to  its  cash  stash  of  $15  a  share. 
Thomas  Wei  of  Piper  Jaffray  rates  the  stock  outperform.  He 
foresees  approval  in  2006— or  earlier.  Piper  has  done  banking 
for  CV.  Oren  Levy,  head  of  biotech  research  at  White 
Mountain  Capital,  has  upped  CV  from  hold  to  buy.  He  says  it 
has  promising  drugs  and  ample  finances. 
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Alliance  Is 
Charging  Ahead 


ALLIANCE  DATA  SYSTEMS  (ADS)  is  an  odd  duck:  not 
quite  a  tech  outfit,  yet  not  a  bank.  More  than  70%  of  its 
sales  and  earnings  come  from  credit  cards  and  related 
services.  That  has  fueled  rapid  growth  in  recent  years  and  has 
hiked  shares  from  14  last  March  to  2710  currently.  David 
Scharf  of  JMP  Securities  sees  the  stock  at  36  in  a  year.  "The 
likelihood  of  an  upside  remains  strong,"  he  says,  "based  on 
our  customer  survey  of  sales  growth.''  The  company  issues 
private-label  credit  cards  for  such  stores  as  AnnTaylor, 
Victoria's  Secret,  and  J.  Crew,  and  it  also  services  those 
accounts.  In  addition,  it  handles  billings  for  utilities  like  Duke 
and  TXU  and  the  air-miles  program  of  Air  Canada.  Scharf 


figures  it  will  earn  91<t  a  share  on  sales 
of  $1  billion  in  2003,  and  $1.05  on  $1.2 
billion  in  2004.  Alliance  may  look 
pricey  at  25  times  2004  earnings,  but  it 
posted  an  annual  growth  rate  of  26% 
in  the  past  four  years,  notes  Chief 
Financial  Officer  Ed  Haffernan.  And 
Dris  Upitis  of  Credit  Suisse  First 
Boston,  who  rates  Alliance  outperform, 
says  the  stock  is  "attractively  valued." 
Credit  Suisse  did  banking  for  Alliance. 


SET  FOR  A 
NEWADVANCI 
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Microvision  Puts  a  Scanner 
On  Your  Cap 

MICROVISION  (MVIS),  a  leader  in  scanners,  keeps 
luring  big  customers.  CEO  Richard  Rutkowski  has 
signed  up  Honda  Motor,  Boeing,  Stryker,  and  the 
Army.  Microvision  makes  Nomad,  an  enhanced-vision  systt 
mounted  on  a  baseball  cap.  It  uses  a  scanning  mirror  and  a 
beam  of  light  to  project  images  on  the  user's  retina.  An  autc 
mechanic  wearing  Nomad,  for  example,  could  keep  his  han 
and  eyes  at  work  on  the  car,  without  looking  away  at  a  sen 
refer  to  any  computer  data  he  might  need.  Likewise  aircraft 
teenies,  surgeons,  or  tank  commanders. 
Alliance  also  has  orders  from  Volks- 
wagen to  supply  Nomad's  gear  in  its 
cars,  so  drivers  can  view  dashboard 
numbers  on  the  windshield.  Nomad 
will  also  go  into  Canon  cameras, 
upping  the  viewfinder's  resolution 
eightfold.  The  market  for  Nomad  tops 
$1  billion,  estimates  James  Mcflree  of 
C.E.  Unterberg  Towbin,  who  rates  Mi- 
crovision a  long-term  buy.  The  stock 
has  sprinted  from  3.43  last  March  to 
754  on  Jan.  21.  Mcflree  has  a  12 -month 
target  of  950  to  1150.  Rutkowski  says  the  Big  Three  carmaj? 
are  testing  the  Nomad  system.  He  figures  sales— estimated  s 
$15.3  million  in  2003— will  hit  $200  million  in  "several  yea 
The  company  is  in  the  red,  but  he  sees  profits  in  2005. 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  the 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investm 
banking  or  other  financial  relationships  with  them. 
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Can  you  build  a  dream  house  with  oilseeds? 
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If  you  ask  the  right  questions,  nature  will  answer. 

By  finding  natural  alternatives  for  many  of  the  things  we  use  every  day 

we're  making  the  world  less  harmful  to  people  and  more  friendly  to  the  environment. 

Nature  has  answers.  Is  anyone  listening? 

Yes. 
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Personal  Business  Figures  of  the  Wee 
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COMMENTARY 

The  earnings  season  gathered 
steam  in  the  week  ended  Jan.  21 
as  blue  chips  GE,  3M,  and 
Citigroup  reported  strong  profits 
and  projected  optimism  for 
2004.  Investors  decided  to  sell 
on  the  news,  but  soon  returned 
to  the  markets  to  push  prices 
even  higher.  The  Dow  and  the 
S&P  500  each  ended  at  their  52- 
week  highs,  with  the  NASDAQ 
Composite  not  far  off  the  mark. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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Data:  Standard  &  Poor's 


U.S.  MARKETS 

JAN.  21 

WEEK 

S&P  500 

1147.6 

1.5 

Dow  Jones  Industrials 

10,623.6 

0.8 

NASDAQ  Composite 

2142.5 

1.5 

S&P  MidCap  400 
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600.6 
284.2 
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1.6 

Wilshire  5000 
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1.6 
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0.7 
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2.2 
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0.1 
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121.6 

2.2 

GSTI  Internet 
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2.1 

PSE  Technology 

748.8 

2.6 

%  CHANGE 

YEAR  TO     LAST12 
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3.7 
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GLOBAL  MARKETS 

S&P  Euro  Plus  (U.S.  Dollar) 

London  (FT-SE 100) 

Paris  (CAC  40) 
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Hong  Kong  (Hang  Seng) 
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First  Call  Earnings  Surprise* 
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TECHNICAL  INDICATORS  jan.m 

S&P  500  200-day  average  1008.2 

Stocks  above  200-day  average  91.0% 

Options:  Put/call  ratio  0.56 

Insiders:  Vickers  NYSE  Sell/buy  ratio    5.65 
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BEST-PERFORMING 
GROUPS 
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Wireless  Services 
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Employment  Services 
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4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
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2.2 
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EQUITY  FUNDS 
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3.1 

% 

Large-cap  Blend 
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LEADERS 

28.5 
% 
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30.8 
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29.3 
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25.8 
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151.6 

Rydex  Dynam.  Vent.  100 

-13.4 

Rydex  Dynam.  Vent.  100 

-64.5 

ProFunds  UltSh.  OTC  Inv.  -13.4 
Rydex  Dyn.  Tempest  500  -7.7 
ProFunds  UltraBear  Inv.       -7.7 


ProFunds  UltSh.  OTC  Inv.  -64.4 
ProFunds  UltraBear  Inv.  -45.2 
Rydex  Dyn.  Tempest  500    -45.1 


WORST-PERFORMING 
GROUPS 


LAST 
MONTH* 
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Health-Care  Distributors 

-4.2 

Trading  Cos.  &  Distribs. 

Gold  Mining 
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IT  Consulting 
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Health-Care  Distributors 

INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
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2-Year  Treasury  Notes 
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BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


General  Obligations 


10-YR.  BONO 

3.35% 


30- YR.  BOr. 
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Taxable  Equivalent 
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Insured  Revenue  Bonds 
Taxable  Equivalent 
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THE  WEEK  AHEAD 


FOMC  MEETING  Tuesday,  Jan. 
27,9  a.m.  EST  »  The  Federal 
Reserve  Board's  Open  Market 
Committee  will  meet  for  two  days 
to  set  monetary  policy.  Economists 
expect  the  Fed  will  keep  the  federal 
funds  rate  at  1%. 
CONSUMER  CONFIDENCE 
Tuesday,  Jan.  27, 10  a.m. 
EST  »  The  Conference  Board's 
December  confidence  index  likely 
rose  to  92  from  91.3  in  November, 
says  the  median  forecast  of 


economists  surveyed  by  Informa 
Global  Markets.  But  a  surprisingly 
big  jump  in  the  University  of 
Michigan's  index  of  consumer 
sentiment  bodes  well  for  a  larger- 
than-expected  rise  in  confidence. 
DURABLE  GOODS  ORDERS 
Wednesday,  Jan.  28,  8:30 
a.m.  EST  »  New  orders  for 
durable  goods  probably  increased 
1%  in  December,  after  a  2.5%  drop. 
EMPLOYMENT  COST  INDEX 
Thursday,  Jan.  29,  8:30  a.m. 


EST  »  Compensation  in  the 
fourth  quarter  of  2003  is  forecast 
to  have  grown  by  0.9%,  slower  than 
the  1%  gain  in  the  prior  quarter. 
Given  the  slack  labor  market,  rising 
benefits  costs  should  continue  to 
outstrip  wages  again  in  2004. 
GROSS  DOMESTIC  PRODUCT 
Friday,  Jan.  30,  8:30  a.m. 
EST  »  The  economy  probably 
grew  by  an  annual  rate  of  4.2%  in 
the  fourth  quarter,  after  an  8.2% 
leap  in  the  third  quarter. 


The  BusinessWeek  production  ind 
grew  to  214.1  for  the  week  end1" 
Jan.  10,  an  increase  of  10%  from  t 
prior  year.  Before  calculation  of  t 
four-week  moving  average,  howev 
the  index  to  declined  to  213.1. 


BusinessWeek  on  I  in! 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.comAiiagazine^xtra.! 
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Put  Away  the 
Wallet,  Mr.  Bush 


THERE  ARE  TIMES  WHEN  RUNNING  A 
federal  budget  deficit  is  the  right  thing  to 
do.  Under  President  George  W.  Bush,  the 
government  sharply  increased  spending 
for  the  war  in  Iraq  and  homeland 
security.  At  a  time  when  the  economy  was  struggling 
to  recover  from  the  2001  recession,  trying  to  cover 
those  emergency  costs  by  raising  taxes  would  have 
been  pure  folly.  Instead,  Bush  pushed  through  deep  cuts  in 
income  taxes,  which  revived  economic  growth  by  giving 
consumers  increased  spending  power.  That  was  the 
appropriate  solution  for  the  economy,  even  though  it  left  the 
government  with  a  deficit  that  could  amount  to  nearly  half  a 
trillion  dollars  in  the  current  fiscal  year. 

Now,  though,  the  economy  is  growing  again,  so  the  time 
has  come  for  the  U.S.  to  get  its  house  in  good  financial  order. 
That  means  the  President  must  take  steps  toward  balancing 
the  budget  to  avoid  an  economic  stall.  Unfortunately,  there 
are  signs  that  he  still  hasn't  made  fiscal  restraint  a  priority. 

In  his  State  of  the  Union  address  on  Jan.  20,  Bush  called  on 
Congress  to  make  the  tax  cuts  enacted  over  the  past  three 
years  permanent.  While  the  cuts  provided  a  valuable  stimulus 
to  the  economy  and  smart  incentives  for  investment,  locking 
all  of  them  in  place  indefinitely  with  no  opportunity  for 
trimming  would  make  it  difficult— if  not  impossible— to 


balance  the  overall  budget.  Another  budget-buster  is  the 
President's  proposal  to  divert  a  portion  of  Social  Security  I 
intb  personal  savings  accounts.  The  diversion  would  1< 
tax  money  to  pay  current  recipients  of  Social  Security  cht 
If  Bush  doesn't  want  to  default  on  obligations  to  today's 
seniors,  he  or  his  successors  will  have  no  choice  but  to  siph 

money  from  other  government 
programs— or  borrow  massive 
sums  to  keep  the  pay-as-you-gc 
WllO  CUtS  system  from  collapsing. 

A  President  with  so  many  id* 
for  cutting  taxes  has  an  obligat 
to  propose  equal  or  greater  cuts 
spending.  He  hasn't.  Bush  has 
never  vetoed  a  spending  bill.  In 
State  of  the  Union  address,  he 
moved  to  revive  the  narrowly 
defeated  energy  bill,  which  was 
chock-full  of  subsidies  for  produ 
of  oil,  natural  gas,  coal,  nuclear 
power,  and— the  favorite  of  agribusiness— the  gasoline 
additive  ethanol.  Although  he  didn't  mention  it  in  his  spee< 
Bush  has  also  floated  the  costly  idea  of  establishing  a  lunar 
colony,  with  eventual  manned  trips  to  Mars.  And  last  year, 
asked  for  and  got  an  expensive  Medicare  prescription-druf 
benefit— without  demanding  cost-saving  reforms  in  the 
structure  of  Medicare. 

Bush's  free-spending  ways  have  outraged  conservatives 
his  own  party.  Yet  Democrats  are  hardly  blameless.  They  ai 
traditionally  quick  to  fix  the  budget  deficit  with  higher  taxe 
but  slow  to  make  politically  difficult  cuts  in  spending. 

President  Bush  has  a  chance  to  reassert  the  GOP's  role  a 
the  party  of  fiscal  responsibility  on  Feb.  2,  when  he  propose 
budget  for  the  fiscal  year  beginning  in  October.  We  hope  he 
will  seize  the  opportunity. 


A  President 

cuts 
taxes  is 
obligated  to 
propose  cuts 
in  spending 


When  Scandals 
Go  Global 


THE  COCKROACH  THEORY  OF  FINANCIAL 
scandals  says  that,  for  every  one  you  see, 
hundreds  more  are  hiding  in  the 
woodwork.  So  it  was  in  the  U.S.,  when 
the  scandal  at  Enron  was  followed  by 
blowups  at  WorldCom,  HealthSouth,  and  elsewhere. 
And  so  it  is  now  abroad:  first  Dutch  grocer  Ahold, 
then  Italian  dairy-products  company  Parmalat,  and 
now  Hollinger  International  Inc.,  the  newspaper  company 
controlled  by  Conrad  M.  Black,  a  Canadian-born  British  lord. 

Scandals  break  out  in  bunches  because  they  have 
common  causes.  They  occur  when  insiders  take  advantage 
of  weak  corporate  governance,  feeble  government  oversight, 


and  a  financial  system  that  too  often  looks  the  other  way.  I 

Indeed,  Parmalafs  failure  reflects  badly  on  what  were  soi 
of  the  biggest  names  in  international  finance  in  the  '90s.  Bai 
of  America,  Chase  Manhattan,  Bank  of  Boston,  Deutsche 
Bank,  Barclays,  and  Merrill  Lynch  sold  billions  of  dollars  in 
Parmalat  debt  over  the  years.  While  there's  no  evidence  that 
the  financial  giants  broke  rules,  a  little  skeptical  probing 
would  have  revealed  the  rot  at  the  heart  of  Parmalat  years  ag 
The  slow-motion  fall  of  Conrad  Black  appears  to  be  a  casH 
of  high-handedness  and  questionable  governance.  The  pres 
baron  is  denying  allegations  in  a  lawsuit  that  he  arranged 
payments  to  himself  and  others  that  weren't  properly 
authorized  by  the  board  of  directors.  If  the  board  let  Black  n 
Hollinger  for  his  own  benefit,  it  reflects  badly  on  luminary 
directors  such  as  Henry  A  Kissinger  and  Richard  N.  Perle. 
There  is  obvious  harm  to  these  companies'  shareholders 
and  creditors,  such  as  Parmalat  bondholder  AFLAC  Inc.  Les: 
visible  but  more  serious  is  the  destruction  of  trust,  which 
makes  it  harder  for  honest  companies  to  raise  the  money  tin 
need  to  grow.  Overseas,  as  in  the  U.S.,  the  solutions  are  cleai 
Transparency.  Accountability.  Tough  audits.  And  criminal 
penalties  for  those  who  cheat.  Halfway  measures  are  an 
invitation  to  more  cheating. 
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THE  ALL-NEW  265-HP  NISSAN  MAXIMA.  Happiness  is  a  six-speed  manual  transmission, 
chrome-tip  exhaust  and  quick-response,  drive-by-wire  electronic  throttle.  For  more  information,  call  800-NISS« 
or  visit  NissanUSA.com. 


SE  model  shown.  Nissan,  (he  Nissan  Brand  Symbol.  "SHIFT. "  taghne  and  Nissan  model  names  are  Nissan  trademarks.  Always  wear  your  seal  bett,  and  please  don't  dnnkand  drive, 
c  2003  Nissan  North  Amenca.  Inc. 
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Harriott 

HOTELS  &  RESORTS 


NO  SHIRT?  NO  SHOES?  IMPECCABLE  SERVICE. 
Over  the  years,  our  guests  have  provided  us  with  many 
challenges.  Misplaced  passports,  lost  luggage,  the  odd 
forgotten  pair  of  dress  shoes.  In  every  case,  we  do 
everything  we  can  to  help.  Even  if  it  means  offering  the 
shirt  off  our  back.  Or  size  ten  black  wingtips  off  our  feet. 
IT'S  THE  MARRIOTT  WAY. 


Call  1-800-MARRIOTT 
or  visit  Marriott.com 
to  learn  more 
about  Marriott's 
Look  No  Further™ 
Best  Rate  Guarantee. 

D  2004  Marriott  International,  Inc. 
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in  the  world  for  under  s100» 


Sizzling  performance.  Refreshing  price.  Not  only  does 
the  Xerox  Phaser  8400  deliver  24  pages  per  minute  in 
black  and  white,  but  it  produces  brilliant  color  prints 


at  the  same  dazzling  speed.  For  under  S1000!  Coloi 
consistently  clear  and  vivid,  print  after  print.  Your 
first  page  prints  out  at  an  industry-leading  6  seconc 


Learn  more:  xerox.com/offfice/1963   Or  call:  1-877-362-6567  ext.  1963 

*  Based  on  rnanutacturers  rated  speed  and  estimated  renal  price 

O  2004  XERGK  CORPORATION.  Al  nojits  reserved  XERCOCTThe  Document  Company*  Phaser  and  There's  a  new  way  to  look  at  k  are  trademarks  of  XEROX  CORPORATION 


1 


tox  Phaser9  8400  is  the  fastest  color  printer 
lere's  a  new  way  to  look  at  it. 


when  it  comes  to  convenience,  nothing  is  cooler 
the  Xerox  Phaser  8400's  unique  and  reliable 
l-ink  technology  which  makes  adding  ink  fast, 


simple,  and  clean.  In  fact,  our  entire  line  of  color 
printers  is  based  on  the  hot  idea  that  color  printing 
should  be  easy.  To  learn  more,  contact  us,  today.  Cool. 
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YOUR  EGO  WILL  BE  SAF 


INSIDE  THE  REDESIGNED  2004 


6ALANT,  YOU'RE  SURROUNDED 


FIG.  1:  THAT'S  ONE  STRONG  CHASSIS. 


FIG.  3:  OUR  AIR  BAGS  < 
TELL  THE  DIFFERENC 

BETWEEN  A  PERSON  A 
A  BAG  OF  GROCERIE 


NOT  JUST  BY  STYLE,  BUT  BY  SAFETY  ADVANCES  AS  WELL.  For  starters,  the  Galant's 


body  is  reinforced,  with  each  door  augmented  by  two  steel  anti-intrusion  beams. 


And  overall,  the  chassis  is  twice  as  stiff  as  before.  Which  helps  explain  why  the 


Galant  received  a  5-star  frontal  crash  test  rating  from  NHTSA*  Of  course,  a  stronger 


chassis  makes  for  better  handling,  and  the  new  Galant  GTS  delivers,  outperforming 


the  Toyota  Camry  and  the  Honda  Accord  in  evasive  maneuvers!  And  with  our 


10-YR/100, 000-mile  Powertrain  Limited  Warranty'1 


even  your  investment  is  protected.  The  2004  Galant. 


Safety  is  now  beautiful,  mitsubishicars.com 
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FIG.  2:  AVAILABLE  ANTI-LOCK  BRAKES  HELP  YOU 
MAINTAIN  CONTROL  WHEN  BRAKING  ANO  STEERING.' 


•Based  on  AMCI-Certided  testing  results  of  2004  Mitsubishi  Galant  GTS  vs  2004  Toyota  Camry  XLE  V6  and  Honda  Accord  EX  V6  "See 
retailer  tor  Powertrain  Limited  Warranty  details  'Available  on  LS  and  GTS  only  'Awarded  by  National  Highway  Traffic  Safety  Administration 
to  the  2004  Galant.  'Right  front  air  bag  will  deploy  if  sensor  detects  66  lbs  of  weight  or  more  on  the  front  passenger's  seat  Place  infant 
in  rear-facing  infant  seat  in  rear  Always  transport  children  up  to  12  years  in  the  rear  seat  with  appropriate  child  restraints  Always 
buckle  safety  belt  Keep  at  least  10"  between  center  of  the  front  air  bag  and  your  breastbone.  Sit  well  back  and  upright,  without  leaning 
against  window  or  door  "2004  Galant  OE  starting  at  $17,997  MSRP  2004  Galant  GTS  shown.  $25,977  MSRP.  Prices  exclude  $595 
-/handling  (Alaska  $720).  tax.  title,  license,  etc  Vehicle  availability  may  vary  Actual  prices  set  by  retailers  1-888-MITSU-2004 
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ID  SOUND  ON  THE  INSIDE. 
D  SOUND  ON  THE  OUTSIDE. 


WING  SAVES  LIVES.  And  nothing  thinks  quicker  than  the  sensors  linked  to  the  Galant's  air  bags.  In  a  collision,  driver's  seat  sensors 
stermine  how  far  back  the  seat  is.  Front-mounted  impact  sensors  tell  how  much  force  the  air  bag  needs  to  deploy.  And  front  passenger 
irs  only  deploy  the  air  bag  when  there's  a  grown-up  in  the  seat'  In  short,  the  Galant  thinks  about  your  safety  as  much  as  you  do. 


2004   GA  L  A  NT  starting  under  $18,000" 
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day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 
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The  right  software  can  transform  your 
infrastructure  into  an  on-demand  environment. 

The  best  way  to  survive  any  business  crisis  is  to  avoid  it  altogether.  That's  why 
our  management  software  is  designed  to  make  your  business  more  responsive 
than  ever.  It  lets  you  align  your  IT  to  fit  your  business  needs.  And  it's  seamlessly 
integrated.  As  a  result,  you  can  maximize  your  resources  and  increase 
profitability.  To  find  out  more  about  transforming  your  IT  environment  for 
business  success,  go  to  ca.com/management1. 

©  2003  Computer  Associates  International,  Inc.  ICA).  All  rights  reserved. 
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WebEx  Communications  Expert 


Give  your  sales  team  a  leg  up  on  the  competition,  and  plug  them  into  the  New  Ringy  Dingy. 
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faster.  For  your  personal  guided  tour  of  WebEx  services  and  a  free  trial  meeting,  visit 
webex.com/freemeeting.  Or  call  877-GO-WEBEX.  Turn  it  on  today! 
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PITZER'S 

URPRISING 

lONORUST 

EW  YORK  Attorney  General 
liot  Spitzer's  crusade  to 
ean  up  Wall  Street  has 
;lped  raise  his  profile  in 
ivance  of  a  possible  run  for 
avernor.  According  to  recent 
ew  York  state  election 
ings,  his  campaign 
rganization,  Spitzer  2006, 
as  almost  $3.6  milhon. 
hat's  more  than  double  his 
kely  rival,  current  Governor 
eorge  Pataki.  But  an 
lamination  by  BusinessWeek 
>und  that  a 
umber  of 
onations  are 
om  law  firms 
^presenting 
ients  caught  up 
1  Spitzer's  probe 
f  the  mutual- 
md  industry. 
On  Nov.  25, 
unpaign  records 
low  Spitzer 
jceived  $1,000 
om  defense 
iwyer  Gerald 
hargel.  That  was 
le  same  day 
hargel's  client, 
/illiam  Kenyon, 
ic-president  of 
ecurity  Trust,  was 
rraigned  for 
rand  larceny 
ad  fraud, 
enyon  allegedly 
^tedasa 
uddleman  to 
icilitate  market 
ming  for  hedge 
ind  Canary 


SPITZER  Donations 
from  law  firms 


Capital  Partners.  Shargel  has 
been  a  longtime  Spitzer 
donor,  but  admits:  "On  the 
same  day  that  I'm  having 
heated  discussions  with  his 
office,  they're  [Spitzer's 
fundraisers]  calling,  saying, 
Where's  my  check?'" 

New  York  law  firm  Kramer, 
Levin,  Naftalis,  and  Frankel, 
which  represented  Canary 
Capital  head  Edward  Stern 
(page  62),  has  given  a  total  of 
$12,000  to  Spitzer.  Campaign 
filings  show  that  $2,000  was 
contributed  before  the  Canary 
case  arose,  and  $10,000  more 
was  given  in  November— after 
Stern  reached  a  $40  million 
settlement  with  the  AG. 
Kramer  Levin  and  Spitzer 

declined  comment. 

New  York  state 
election  law  does 
not  preclude  such 
giving,  and  legal 
experts  say 
donations  from 
law  firms  to 
politicians  are 
commonplace. 
Cynthia  Darrison, 
managing  director 
of  Spitzer  2006, 
says  it  does  not 
accept  money  from 
anyone  with  a 
"matter  presendy 
pending"  with  the 
AG's  office.  But  she 
says  that  doesn't 
apply  to  lawyers: 
"Every  law  firm 
does  work  with  the 
Attorney  General's 
office."  If  Spitzer 
wants  to  keep  his 
rep  as  a  crusader, 
he  may  want  to 
rethink  that  policy. 
-Brian  Hindo 


BRANDING  BATTLES 

Punchy  New  Ads 
From  Adidas 

TIRED  OF  BEING  the  perennial  also-ran  to  Nike,  Adidas-Salomon 

plans  to  pump  more  than  $50  million  into  an  ambitious  new 
ad  campaign.  On  Feb.  5,  Adidas  will  kick  off  a  series  of  TV, 
print,  and  Internet  ads  featuring  Muhammad  Ali  and  his 
daughter,  boxer  Laila  Ali,  BusinessWeek  has  learned.  Adidas 
even  has  a  new,  Nike-like  theme:  "Impossible  is  Nothing." 

Some  ads  will  include  star  Adidas  athletes  with  Ah  or  in  their 
own  spots.  Others  will  highlight  nontraditional  sports  such  as 
skateboarding  and  athletes  overcoming  physical  handicaps. 
"The  challenge  for  Adidas  is  daunting,"'  says  Jeffrey  Bliss, 
president  of  sports  marketers  Javelin  Group.  "They  have  to 
overcome  their  own  previous  marketing  missteps  and  then  take 
on  Nike,  which  is  showing  no  sign  of  stumbling." 

The  ads  are  part  of  Adidas'  efforts  to  reenergize  its  business 
in  North  America.  It  wants  to  nearly  double  its  U.S.  market 
share,  to  20%.  Despite  strong  sales  of  its  new  Tracy  McGrady 
basketball  sneaker,  total  North  American  sales  have  dropped 
16%  in  the  first  nine  months  of  2003.  With  Nike  controlling 
41%  of  the  U.S.  footwear  market,  Adidas  execs  will  need  to 
believe  their  own  advertising.  -Stanley  Holmes 
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HIDE  AND  SEC 

HEDGE  FUNDS: 
THORNY  FOR 
SMALL  FRY 

WANT  TO  FIND  OUT  which 

hedge  funds  accept  money 
from  small-fry  investors?  The 
Securities  &  Exchange 
Commission  seems  a  good 
place  to  start, 
since  funds  must 
register  with  the 
agency  before  they 
can  take  money 
from  anyone 
earning  less  than 
$200,000  a  year 
and  worth  under 
$1  million.  Good 
luck.  Although  the 
SEC  wants  more 
disclosure  from  hedge  funds, 
the  agency  is  not  releasing 
data  or  tracking  it  in  a  way 
that  might  help  investors  in 
this  murky  world. 

Most  hedge  funds  don't 
register,  preferring  to  work 

OVER  THERE 

CONTINENTAL 
SHIFT  IN 
CEO  SALARIES 

AFTER  YEARS  of  lagging 
behind  the  U.S.,  European 
CEOs  have  closed  the 
compensation  gap  in  one 
area:  cash.  At  companies  with 
sales  of  at  least  $35  billion, 
U.S.  and  European  chiefs 
earn  salaries  and  bonuses  of 
$2.4  million  on  average,  says 
a  Hay  Group  study. 

For  those  keeping  score, 
U.S.  CEOs  still  receive  more 
than  twice  as  much  in  stock 
and  options.  Thars  partly 
because  European  companies 
tend  to  spread  stock  and 
option  wealth  evenly  among 
top  execs.  In  the  U.S.,  the 
imperial  CEO  still  takes  the 
lion's  share.       -Louis  Lavelle 


with  only  a  few  high  rollers. 
But  more  advisers  are 
registering  under  the  1940 
Investment  Company  Act  so 
they  can  pool  investors' 
money  and  put  it  into  hedge 
funds.  That  bypasses  the 
salary  minimum,  but  triggers 
SEC  reporting  requirements. 
Trouble  is,  the  SEC's  data 
is  sketchy.  When  funds 
register  they  may  not  identify 
themselves  as 
hedge  funds  or  as 
funds  that  invest 
in  them,  so  SEC 
gumshoes  guess. 
The  list  "is 
developed  for  staff 
use.  We  don't  have 
confidence  in  it," 
says  SEC 
spokesman  John 
Nester.  The  SEC 
worries  that  if  it  distributes 
the  list,  it  could  appear  to  be 
endorsing  firms.  Still,  a  list 
would  tell  investors  which 
funds  are  open  to  them  and 
which  have  an  extra  set  of 
eyes  on  them.  -Faith  Arner 


TAX  TROUBLES 

PAYDAY  When  a  resident  of  South  Euclid,  Ohio, 
won  the  Mega  Millions  lottery  on  Jan.  6,  the 
budget-strapped  city  of  23,000  thought  it  had  , 
hit  the  jackpot,  too.  The  town,  which  has  a  1.5% 
income  tax,  believed  it  was  entitled  to  $1.4  mil- 
lion of  the  $94  million  lump-sum  payment  But 
the  joy  was  fleeting  because  of  the  fine  print-c 
lack  thereof.  Turns  out  the  town  had  failed  to 
amend  its  tax  code  so  that  lottery  winnings 
could  be  considered  income.  On  Jan.  26,  the 
city  council  voted  to  fix  the  oversight.  It  had 
reason  to  hurry:  Three  unclaimedlottery  tickets 
totaling  $375,000  have  been  sold  in  town.  But  i 
those  ticketholders  aren't  residents,  the  city  wil 
be  out  of  luck-again.  -Robert Bern* 


DIE- HARP  SK&PTIC  DAKA,  FALOOT  DOESN  Y  BELIEVE  6LOBAL  WARM1N6  CAUSES  ABMORM 
WEATHER,  DESPITE  A  RECENT  BRAIN  CONCUSSION  FRCM  A  107-POUND  SNOWFUKE. 
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The  Broker  to  Beat" — SmartMoney  magazine,  August  2003 


Times  change.  Is  your  investment  plan 
keeping  up?  Find  out  at  TD  Waterhouse. 


FREE  PORTFOLIO  REVIEW 


Make  an  appointment  with  an 

Investment  Consultant  for  your 

free  portfolio  review.  To  find 

the  branch  office  nearest  you: 


CONTACT  US  AT: 
1.866.600.PLAN 

tdwaterhouse.com/plan 

Online  trades  as  low  as  S9.95 


Knowing  your  risk  is  the  first  step 
towards  protecting  your  financial  future. 
Which  is  why  getting  a  free,  personal 
portfolio  review  from  TD  Waterhouse 
makes  so  much  sense.  One  of  their 
Investment  Consultants  can  help  evaluate 
your  risk  level,  so  you  can  adjust  it  to 
meet  your  financial  goals. 

They  can  also  provide  you  with  a 
personal  portfolio  plan.  A  plan  which 
includes  specific  recommendations  based 
on  your  individual  financial  needs,  so  you 
can  balance  your  portfolio  and  feel 
comfortable  with  your  level  of  risk.  This 
service  is  normally  $200.  However,  the 
fee  is  waived  when  you  deposit  $25,000 
in  a  new  account,  or  if  you're  already  a 
Premier  Customer  at  TD  Waterhouse. 


If  you're  looking  for  someone  who 
can  manage  your  investments  for  you, 
TD  Waterhouse  can  even  refer  you  to  an 
independent  investment  advisor.  Someone 
who  can  help  you  plan  and  execute  your 
financial  strategy. 

Knowledge,  planning  and  control 
make  TD  Waterhouse  the  ideal  place 
to  position  your  portfolio  and  keep  it 
risk-adjusted  for  the  future.  Call  now  for 
your  free  portfolio  review.  And  protect 
your  future. 

TD  Waterhouse — the  alternative 
to  higher-priced  brokers  like  Merrill 
and  Schwab. 

Waterhouse 

You're  in  Control. 


)20W  TDWatErtxuse  Investo  Services,  Inc .  is  a  registered  iwestmert  aJ^ 

atet  conditions,  system  perlbrniancealcf  other  reasons.  Online  market  orde^ 

mmesion  tee  schedule  Participation  by  a  particular  advisor  in  l^eAdwsaOired  program  dc«  not  oonsWute  a  reco<nmerxJa1^  •Ranked#1  tor  Basic  Discourt  Brokers;  SmartMboey,  The  Walt  Street  Journal 

boazne  of Personal  Business,  August  2003,SmartMoney  is  a  jomt  put*sr«ig  ventre  of  DwJor^&tornpany.^ 
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CORBIS  IS 
GETTING 
THE  PICTURE 

Ever  wonder  what  happened 
to  the  other  company  Bill 
Gates  started— the  one  that's 
not  worth  $300  billion?  Well, 
Corbis  is  doing  well,  thank 
you.  The  Seattle  archive  of 
70  million  photos  and  artwork 
images  saw  its  revenue  jump 
20%  last  year,  to  $140  mil- 
lion, and  it  expects  to  make  a 
profit  by  yearend.  Corbis  is 
second  only  to  Getty  Images 
in  the  $1.5  billion  market. 

It's  lucky  that  Gates  is  a 
patient  investor.  He  started 
Corbis  in  1989  with  the 
original  dream  of  supplying 
images  that  people  could 
show  on  electronic  screens  at 
home,  as  he  does  at  his  own 
$50  million  manse. 

While  that  piece  of  the 
business  is  still  small,  Gates 
is  doing  his  part  to  boost  it. 
He  changes  the  images  on 
the  30  screens  in  his  home 
weekly,  most  recently  to  show 
wedding  photos  for  his  10th 
anniversary.  He's  also  keen  on 
World  War  II  images  and 
works  by  American  artists. 
"Corbis  is  a  business  that's 
doing  neat  things,  and  it's  fun 
for  me,"  says  Gates.  It  may  be 
even  more  fun  when  it's 
profitable.        -Steve  Hamm 


Front 


THE  WORKPLACE 

GOT  WORRIES? 
TELL  THEM  TO 
THE  CHAPLAIN 

WHILE  PRESIDENT  BUSH  wants 
to  use  government  money  for 
faith-based  initiatives,  many 
CEOs  are  spending  company 
money  on  one  of  their  own: 
the  corporate  chaplain.  To 
provide  emotional  support 
and  guidance  to  workers 
wrestling  with  personal 
problems,  employers  such  as 
poultry  giant  Tyson  Foods  are 
hiring  part-time  chaplains. 
"We're  not  equipped  to  help 
cope  with  those  kinds  of 
problems,"  says  David 
Congdon,  president  of  Old 
Dominion  Freight  Line,  a 
Thomasville  (N.C.)  trucking 
company  that  has  a  chaplain. 

Most  companies  already 
have  employee  assistance 
programs,  which  initially 
involve  telephone  counseling. 
Since  corporate  chaplains  are 
often  onsite,  it  can  be  easier 
for  employees  to  build 
relationships  with  them  and 
seek  help  in  times  of  need. 


TELECOM  TALES 

A  WIDE-OPEN 

WIRELESS 

FRONTIER 

FOR  A  TELECOM  industry 

thaf  s  hungry  for  growth, 
sub-Saharan  Africa  is 
emerging  as  a 
surprising  oppor- 
tunity. With  650 
million  people,  it's 
now  the  fastest- 
growing  market  for 
mobile-phone 
service.  Last  year, 
mobile  subscribers 
shot  up  37%,  to  34.4 
million,  vs.  a  32% 
rise  in  Eastern 


AFRICA  CALLING 

37%  growth 


The  demand  has  given  rise 
to  rent-a-chaplain  firms  such 
as  Marketplace  Ministries  and 
Corporate  Chaplains  of  America. 

They  charge  from  $250  to 
$100,000  a  month, 
depending  on  the  number  of 
workers.  "The  industry  is 
growing  dramatically,"  says 
Mark  Cress,  president  of 
Raleigh  (N.C.)  Corporate 
Chaplains.  This  year,  he 
expects  to  double  his 
workforce  to  100  chaplains. 
Marketplace  Ministries 
boasts  244  clients— 30% 
more  than  in  2002— 
including  Pilgrim's  Pride, 


Europe,  the  No.  2  growth 
area,  says  researcher  Gartner. 

Sellers  of  wireless 
networks  including  Ericsson, 
Alcatel,  and  Motorola  are 
starting  to  take  notice. 
"[They]  are  looking  for  their 
next  billion  customers,  and  a 
lot  of  those  could  come  from 
Africa,"  says  Yankee  Group 
analyst  Matt 
Hatton.  The  World 
Bank  estimates  that 
sub-Saharan  Africa 
will  spend  $3.2 
billion  annually 
over  the  next  five 
years  on  wireless 
infrastructure.  That 
could  help  narrow 
the  Digital  Divide. 
-Andy  Reinhardt 


another  poultry  producer  I 
spent  $1  million  on  chapla 
last  year.  Most  of  the  growt 
is  in  the  South,  followed  b> 
the  Northeast. 

Critics  caution  that  these 
chaplains,  unlike  traditiona 
counselors,  are  not  as  boun< 
by  confidentiality  laws.  Cres 
says  that  if  his  chaplains  lea 
of  a  potential  problem— say 
worker  confesses  to  a  drug 
habit  that  might  create  a 
safety  issue— it  will  be 
reported  to  the  company.  Oi 
higher  power  these  chaplain 
answer  to  may  be  the  CEO. 
-Michael  Eia 


The  percentage 
of  the  $1.3  trillion  in 

U.S.  outlays  for 
health  care  that 
was  devoted  to 
administrative 
paperwork  in  2003. 

Data:  harvard  Medical  School  Public  Citizen 
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Amazon.com  knows  the  power  of  SAS  software... 


How  does  Amazon.com  provide 
millions  of  customers  such  a  large 
selection  and  such  low  prices? 


n 


\ 


Jeff  Bezos,  Founder  and  CEO,  Amazon.com 


ENTERPRISE  intelligence 


SUPPLIER  INTELLIGENCE 


ORGANIZATIONAL  INTELLIGENCE 


CUSTOMER  INTELLIGENCE 


INTELLIGENCE  architecture 


It  begins  with  your  first  visit  to  Amazon.com  and  continues  through  the  arrival  of  every  order. 
The  unique  online  shopping  experience  you  deserve,  the  selection  you  demand  and  the  low 
prices  that  keep  you  coming  back  again  and  again.  SAS  is  proud  to  provide  the  analytic 
software  that  helps  Amazon.com  keep  costs  low-  and  pass  savings  on  to  its  customers- while 
providing  excellent  service.  To  learn  more  about  Amazon.com  and  other  SAS  success  stories, 
call  toll  free  1  866  270  5740  or  visit  our  Web  site. 

www.sas.com/amazon 


The  Power  to  Know* 


§S3S 


nazon.com  and  the  Amazon.com  logo  are  registered  trademarks  ot  Amazon.com,  Inc.  SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and 

other  countries.  ®  indicates  USA  registration.  ©  2003  SAS  Institute  Inc.  All  rights  reserved.    243229US.0703 
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Readers  Reoort 


Without  empire-builders 
like  Rupert  Murdoch,  we 
would  nave  fewer  points 
of  view  and  more  media 
control  of  information" 


BSfiSS.-SSKfe— 


-Edward  A.  Porter 
Scituate,  Mass. 


RUPERT  MURDOCH'S 
BIG  ADVENTURE 

APPARENTLY  THE  authors  of  "Ruperfs 
world"  (Cover  Story,  Jan.  19)  couldn't  resist 
the  opportunity  to  color  their  description 
of  Fox  News.  A  statement  such  as  "there's 
little  doubt  that  he  has  made  Fox  News  a 
soapbox  for  a  collection  of  shrill,  right-of- 
center  commentators  like  Bill  O'Reilly  and 
Sean  Hannity"  just  reinforces  the  truth  of 
Bernard  Goldberg's  points  about  the  arro- 
gance and  left-leaning  bias  of  the  Estab- 
lishment media.  To  write  that  the  network 
is  "jingoistic"  in  its  coverage  of  the  Iraq 
war  is  a  "liberal"  opinion,  not  a  fact.  Iron- 
ically, without  empire-builders  like  Mur- 
doch, we  would  have  fewer  points  of  view 
and  more  media  control  of  information. 
-Edward  A.  Porter 
Scituate,  Mass. 
Editor's  note:  What  BusinessWeek  said  was, 
"  Coverage  on  Fox  and  in  the  New  York  Post 
during  the  Iraq  war  was  widely  criticized 
for  being  outright  jingoistic  and  for  es- 
chewing the  usual  journalistic  distance." 


IN  "THE  IMPACT  OF  Rupert's  empire" 
(Editorials,  Jan  19),  you  reject  the  idea 
that  the  success  of  media  companies 


should  be  determined  by  a  free  mark 
Instead,  you  insinuate  that  somethi 
ought  to  be  done  to  curb  Murdocl 
achievements.  In  a  free  society,  the  ovw 
er  of  a  media  company  has  the  right 
promote  his  or  her  personal  opinio 
about  politics.  Viewers  may  enjoy  it  ai 
watch  regularly  or  they  can  stop  watc 
ing  if  they  find  it  objectionable.  Furtht 
more,  media  rivals  can  state  their  oppc 
ing  views  and  attempt  to  attract  viewe 
-Barry  A.  Liebli 
NewYc 

THANK  YOU  FOR  the  juxtaposition 
"Rupert's  world"  with  "What's  beyond  1 
Bed  Bath  &  Beyond?"  (Corporation,  Ja 
19).  Both  articles  deal  with  the  issue  of  si 
cession,  a  major  challenges  facing  fam 
firms,  which  represent  more  than  80% 
all  enterprises  in  the  U.S.  There  are  hu 
dreds  of  thousands  of  family  business 
struggling  through  the  successi( 
process.  At  Bed  Bath  &  Beyond,  the  kit 
decided  to  go  it  alone  "to  keep  the  peaci 
("Like  father,  like  son,"  The  Corporatio 
Jan.  19),  while  the  Murdochs  focus  on  tl 
transition  to  the  next  generation. 

-James  C.  Barroc 
Madison,  N 
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iORRECTIONS  &  CLARIFICATIONS 

n  "Alliance  is  charging  ahead,"  (Inside 
Vail  Street,  Feb.  2),  the  name  of  Alliance 
)ata  Systems  Chief  Financial  Officer 
dward  Heffernan  was  misspelled.  Also, 
he  following  item,  "Microvision  puts  a 
scanner  on  your  cap,"  should  have  said 
hat  Microvision,  not  Alliance,  has  orders 
rom  Volkswagen  to  supply  its  Nomad  gear 
in  cars. 

n  "Big  media  will  get  even  bigger" 
Industry  Outlook,  Jan.  12),  Coca-Cola  Co. 
should  have  been  credited  with  embedding 
its  products  into  Fox  Entertainment 
Group  Inc.'s  American  Idol  last  year,  not 
PepsiCo  Inc. 

"Can  India  parlay  its  prosperity  into 
power?"  (International  Outlook,  Jan.  19) 
overestimated  India's  Muslim  population. 
'The  1991  census  puts  the  Muslim 
population  in  India  at  120  million. 
It  is  estimated  at  160  million  today,  not 
200  million. 


■IE  SIDE  EFFECTS 

F  GREENSPAN'S  POLICY 

I  "THE  FED:  Too  soon  for  a  victory 
p?"  (News:  Analysis  &  Commentary, 
n.  19),  Rich  Miller  aptly  asked:  "Why  is 
reenspan  smiling?"  Greenspan  had 
eviously  observed  that  it  is  impossible 
know  when  you  are  in  a  bubble.  His 
elf- congratulatory"  speech  defends  his 
lands-off '  policy  during  a  bubble  that 
:  didn't  know  existed.  As  to  the  success- 
1  "strategy  of  addressing  the  bubble's 
msequences"— primarily  due  to  a  45- 
:ar-low  federal  funds  rate  of  1% — tell 
at  to  savers  being  penalized  by  negative 
al  aftertax  rates.  Meanwhile,  big-money 
ayers  can  borrow  at  rock-bottom  rates 
id  invest  those  funds  in  higher-yielding 
mds.  How  many  more  "successful"  out- 
lines could  be  in  the  offing? 

-Fred  Plemenos 
Lexington,  Mass. 

0  INFLATION?  Maybe  the  price  of 
rerything  else  hasn't  changed,  but  it 
ems  to  me  that  the  cost  of  housing  is 
:ry  much  affecting  most  people's  cost  of 
zing  at  an  alarmingly  increasing  rate. 
-Arnold  H.  Wuhrman 
Mission  Viejo,  Calif. 

IPPING  THE  SCALES 

JR  SCHREMPP  AND  NEELEMAN 

DUR  PORTRAYAL  OF  Jurgen  E. 
:hrempp  and  DaimlerChrysler  lacks 
irness  and  balance.  ("The  worst  man- 


agers," Special  Report,  Jan.  12).  Schrempp 
and  DaimlerChrysler  are  in  the  process  of 
creating  a  powerful  global  transportation 
company.  The  strategy  of  globalization 
has  been  discussed  in  great  detail  and 
agreed  upon  by  the  supervisory  board. 
You  have  taken  a  snapshot  of  a  long-term 
process,  emphasized  every  negative,  and 
eliminated  the  positives. 

This  company  has  exciting  new  prod- 
ucts in  every  brand,  technology  leadership, 
high  positive  cash  flow,  a  strong  balance 
sheet,  stable  credit  ratings,  consistent 
earnings,  solid  global  positioning,  an  able 
management  team,  and  a  restructured 
Chrysler  Group  and  Freightliner  LLC  busi- 
ness. In  a  word,  we  respectfully  ask  for 
greater  balance. 

-Robert  J.  Lanigan,  Chairman  Emeritus 

Owens-Illinois  Inc. 

Toledo 

-L.R.  Wilson,  Chairman  of  the  Board 

Nortel  Networks  Corp. 

Toronto 

Editor's  note:  Both  writers  are  members 

of  DaimlerChrysler' s  supervisory  board. 

DAVID  NEELEMAN  OF  JetBlue  Airways 
Corp.  has  created  and  run  an  airline  that  is 
soaring  in  the  industry's  worst  downturn 
in  history.  In  an  industry  hell-bent  on  find- 
ing the  lowest  denominator  in  customer 
service,  this  is  a  manager  who  "gets  it": 
Take  care  of  your  employees,  and  they  in 
turn  will  take  care  of  your  customers.  As 
for  the  public-relations  snafu,  Business- 
Week recognized  that  Neeleman's  swift, 
decisive  response  was  to  be  commended. 
By  that  test,  it  seems  he's  one  of  the  best. 
-Stefan  Borowicz 
Exeter,  N.H. 

THERE  ARE  NO 
COMPLETELY  SAFE  DRUGS 

THE  155  DEATHS  and  16,000  adverse  re- 
actions to  Ephedra  are  tragedies,  to  be 
sure  ("Ephedra:  One  down,  more  to  go," 
News:  Analysis  &  Commentary,  Jan.  19). 
But  that  pales  in  comparison  with  the 
100,000  or  more  who'll  die  this  and  every 
year  from  prescription  meds.  Even  "safe" 
drugs  like  aspirin  and  acetaminophen  kill 
many  more  every  year.  Talk  with  your 
doctor  and  stay  clear  of  any  pills,  pre- 
scription or  otherwise,  that  may  affect 
you  adversely.  And  leave  me,  my  Vitamin 
C,  and  other  supplements  in  peace. 

-Bob  Kane 
Doylestown,  Pa. 

WHY  HAS  THE  FOOD  &  Drug  Administra- 
tion not  banned  the  over-the-counter  cold 
medicines   that   contain   pseudoephed- 


rine?  Pseudoephedrine  is  a  synthetic  form 
of  ephedra  and  is  also  a  stimulant. 

-David  Chapman 
Charlotte,  NC. 

PORSCHE  HAD  BETTER  REV  UP- 
ON THE  RACETRACK 

I  LIKED  "THIS  SUV  can  tow  an  entire  car- 
maker" (International  Businessman.  19), 
but  it  missed  a  significant  point:  Racing  is 
the  heart  and  soul  of  Porsche.  Racing 
provides  the  performance  aura  that 
Porsche  buyers  are  purchasing.  Unless 
Porsche  returns  to  racing  in  a  meaningful 
way,  relatively  soon,  the  aura  will  disap- 
pear, and  the  company  will  wither.  I  have 
a  Cayenne,  and  it's  everything  I  hoped  it 
would  be.  It's  the  seventh  Porsche  in  our 
family  since  1978.  However,  Porsche's 
commitment  to  racing,  or  lack  of  it,  is 
enough  to  test  one's  loyalty. 

-William  E.  Reichmuth 
Salinas,  Calif. 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


Bushes  Cynical 
Immigration  Gambit 


President  George  W.  Bush's  immi- 
gration plan  would  allow  some 
workers  currently  in  the  U.S.  illegally 
to  qualify  for  guest-worker  status,  and 
to  retain  their  Social  Security  credits 
when  they  return  home.  In  theory, 

everyone  would  gain.  Undocumented  workers  could  come, 
as  Bush  put  it,  "out  from  the  shadows  of  American  life." 
With  fewer  people  entering  the  U.S.  illegally,  this  approach 
"will  help  protect  our  homeland,"  Bush  declared  in  his  State 
of  the  Union  address,  "allowing  Border  Patrol  and  law 


enforcement  to  focus  on  true  threats  to  our  national 
security."  And,  of  course,  businesses  would  benefit  greatiy. 
It  sounds  great.  But  every  premise  of  the  plan  falls  apart 
upon  close  examination.  According  to  Bush,  his  scheme 
would  "match  willing  foreign  workers  with  willing  employe 
when  no  American  can  be  found  to  fill  the  job."  But  what  d 
that  really  mean?  Supposedly,  there  are  millions  of  jobs  that 
Americans  won't  perform.  But— funny  thing— when 
employers  pay  decendy,  American  workers  wait  in  line  ah 
night  to  apply.  In  my  office,  there's  a  terrible  shortage  of 
competent  research  assistants  willing  to  work  for  $6  an  houi 
There's  no  shortage  of  $14-an-hour  research  assistants. 
Having  an  army  of  legal  foreign  workers  will  mainly  batter 
down  wages  in  the  service  sector.  Wal-Mart  Stores  Inc.  will 
enjoy  even  lower  labor  costs— at  U.S.  workers'  expense. 


T.Rowe  Price.  No-load  funds  with 

proven 

performance: 

1  year 

5  year 

10  year 

Growth  Stock  Fund 

Lipper  Large-Cap  Core  Funds  Average 

31.23% 

25.59% 

2.23% 
-1.75% 

11.22% 

8.78% 

Equity  Index  500  Fund 

Lipper  S&P  500  Funds  Average 

28.31% 

27.78% 

-0.83% 

-1.12% 

10.76% 

10.64% 

Blue  Chip  Growth  Fund 

Lipper  Large-Cap  Core  Funds  Average 

29.75% 

25.59% 

-0.32% 

-1.75% 

11.13% 

8.78% 

Balanced  Fund 

Lipper  Balanced  Funds  Average 

21.71% 

19.09% 

3.77% 
2.35% 

8.81% 

8.09% 

Spectrum  Growth  Fund 

Lipper  Multi-Cap  Core  Funds  Average 

34.09% 

29.89% 

3.75% 

2.49% 

9.80% 

9.79% 

Average  annual  total  returns  are  as  of  12/31/03. 

Mutual  funds  are  subject  to  market  risk,  and  past  performance  can't  guarantee 
future  results.  When  assessing  performance,  investors  should  consider  both 
short-  and  long-term  returns. 

Fof  more  information  including  risks  fees,  and  expenses  request  a  fund  profile  or  prospectus;  read  it  carefully  before  investing 
Foi  updated  performance  information,  please  visit  our  Web  site  or  contact  a  1.  Rowe  Price  representative.  Average  annual  total 
return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Investment  return  and  principal 
value  will  vary  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase.  All  lunds.  including  separate 
share  classes,  more  than  six  months  old  as  of  9/30/03.  are  included  in  this  study.  (Source  for  data:  Lipper  Inc.)  T.  Rowe  Price 
Investment  Services.  Inc.  Distributor.  IRA0684I3 


The  program  is  also  dubious  as  a  means  of  normalizing  the 
arus  of  undocumented  workers.  Under  Bush's  plan, 
mployers  can  obtain  permits  for  legal  guest  workers.  But  the 
ermit  belongs  to  the  employer.  Qualifying  workers  must 
;ave  within  three  years.  (This  term  could  sometimes  be 
mewed  once.)  Social  Security  credits  would  be  transferred 
nly  when  the  worker  went  home. 
Employers  already  enjoy  great  leverage  over  low-wage 
workers— witness  how  Wal-Mart  has  no  trouble  attracting 
'orkers  despite  dismal  pay— but  this  plan  would  make 
nmigrant  workers  something  close  to  indentured  servants. 
Jnlike  workers  with  green  cards,  they  would  lose  their  guest- 
/orker  status  if  they  lost  their  jobs.  And  Bush's  plan  denies 
iese  guest  workers  the  ability  to  apply  for  permanent 
isident  status,  much  less  citizenship. 

The  limited  appeal  of  this  program  to  immigrant  workers 
uggests  why  Bush's  plan  also  fails  as  a  solution  to  the 
>roblem  of  illegal  immigration.  Often,  extended  families 
bllow  initial  immigrant  breadwinners.  When  Bush's  guest 
vorkers  are  supposed  to  return  home,  they  and  their  families 
nay  choose  to  remain  illegally.  Germany  ended  its  guest- 
vorker  program  two  decades  ago  when  unemployment 
.urged.  But  as  the  Turkish  neighborhoods  of  Berlin  attest, 
nany  guest  workers  find  ways  to  stay  indefinitely. 

There  is  substantial  opposition  to  this  plan  in  Congress 
imong  both  Republican  conservatives  and  nearly  all 
Democrats.  Informed  observers  believe  Bush  does  not  really 
•xpect  this  legislation  to  pass.  Rather,  he  wants  to  signal 
•ompassion  to  Mexican-American  voters,  many  of  whom 
lave  relatives  here  illegally,  while  appealing  to  corporations 


seeking  low-wage  workers.  He  also  is  eager  to  offer  some- 
thing to  beleaguered  Mexican  President  Vicente  Fox.  But 
every  major  Mexican-American  group  opposes  this 
contrived  bill,  and  support  in  Mexico  has  also  been  scant. 
The  pity  is  that  sensible,  bipartisan  immigration-reform 
bills  are  pending  in  Congress,  including  the  so-called 
AgJOBS  bill  (the  Agricultural  Job  Opportunity  Benefits  & 
Security  Act),  co-sponsored  by  the  unlikely  alliance  of  two 

liberals,  Senator  Edward  M. 
Kennedy  (D-Mass.)  and 
Representative  Howard  L.  Berman 
(D-Calif),  and  two  conservatives, 
Senator  Larry  E.  Craig  (R-Idaho) 
and  Representative  Chris  Cannon 
(R-Utah).  The  AgJOBS  bill  is  a 
grand  bargain  that  would  fully 
"nPTlHlTlP*  legalize  about  a  half-million 

r  o  undocumented  farmworkers  in 

■™™^^™  return  for  employer-friendly 

revisions  to  the  current  H2-A 
guest-worker  program.  The  idea  is  to  ease  the  shortage  of 
farmworkers  while  giving  normalized  workers  full  rights  to 
bargain  for  better  wages. 

This  politically  serious  approach  commands  wide  support 
among  growers  and  immigrant  groups  alike.  Instead,  Bush 
cynically  chose  an  unworkable  scheme  of  purely  symbolic 
value— one  that,  mercifully,  stands  little  chance  of  enactment.  ■ 

Robert  Kuttner  is  co-editor  of  The  American  Prospect  and  au- 
thor o/Everything  for  Sale. 
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LOW-COST  MUTUAL  FUNDS 


Maybe  it's  time 

to  switch  to  T.  Rowe  Price  for  your  IRA. 

At  T.  Rowe  Price,  we  can  help  you  feel  confident  you've  made  the  right 
choice  for  your  IRA.  We  have  a  broad  selection  of  no-load  funds  that 
have  outperformed  their  1-,  5-,  and  10-year  Lipper  averages  as  of 
12/31/03.  One  reason  these  funds  have  performed  well  over  time  is  our 
consistent,  disciplined  approach  to  investing.  We  are  also  committed  to 
keeping  our  costs  low:  100%  of  our  funds  for  individual  investors  have 
expense  ratios  below  their  Lipper  averages,  and  there  are  no  sales 
charges  or  commissions.* 

Our  Investment  Guidance  Specialists  can  help  you  choose  the 
fund  that's  right  for  your  goals  and  tolerance  for  risk.  If  you  want, 
we  can  even  help  you  open  an  account  or  transfer  your  IRA  right 
over  the  phone. 

Make  your  2003  IRA  contribution  before  the  April  15,  2004,  deadline. 
Call  our  Investment  Guidance  Specialists  to  open  or  transfer  your  IRA. 


TROWEPRICE.COM/IRA 


866-349-5897 
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Books 


Hail  to  the  King- er,  Chief 

AMERICAN  DYNASTY  Aristocracy,  Fortune,  and  the  Politics  of  Deceit  in  the  House  of  Bush 

By  Kevin  Phillips;  Viking;  397pp;  $25.95 


In  America,  anyone  can  grow  up  to  be 
President,  right?  Sadly,  some  families 
are  now  more  equal  than  others  in 
getting  to  the  White  House,  asserts  Kevin 
Phillips  in  American  Dynasty:  Aristocracy, 
Fortune,  and  the  Politics  of  Deceit  in  the 
House  of  Bush.  The  former  Nixon  White 
House  strategist,  who  35  years  ago,  in 

The  Emerging  Republican  Majority,  correctly  predicted  a  virtual 
Republican  lock  on  the  South,  has  a  startling  new  thesis:  The 
Bush  family  has  systematically  used  four  generations  of  old- 
boy  networking,  national  security  involvement,  and  political 
deception  to  establish  an  American  family 
aristocracy  of  sorts.  Indeed,  after  his  father's 
stinging  reelection  defeat  in  1992,  the  worst 
shellacking  for  an  incumbent  Republican 
President  since  that  of  William  Howard  Taft  in 
1912,  George  W.  Bush's  election  as  President  in 
2000  bears  an  eerie  resemblance  to  an  old-style 
European  restoration  of  a  royal  family,  argues 
Phillips.  It's  a  dark,  populist  vision  of  the  Bush 
Presidency  that  may  strike  some  as  over-the-top. 
But  if  s  well-researched  and  compelling.  Now  that 
the  book  is  a  best-seller,  the  President  had  better 
worry  because  its  portrait  of  the 
House  of  Bush  is  devastating. 

Bush-haters  will  love  it,  all  right,  but 
Phillips  isn't  primarily  addressing 
Democrats.  Instead,  the  author  of  such  works  as 
Wealth  and  Democracy  and  The  Politics  of  Rich  and  Poor  is 
speaking  to  Main  Street  America— entrepreneurs,  political 
independents,  and  Republicans,  such  as  Pat  Buchanan,  who 
used  to  taunt  Bush's  father,  calling  him  "King  George." 
Phillips  gets  right  to  the  heart  of  why  figures  ranging  from 
Ross  Perot  to  Bob  Dole,  John  McCain,  George  Soros,  and  most 
recently  former  Treasury  Secretary  Paul  O'Neill  all  came  to 
harbor  a  bitterness  and  distrust  toward  the  Bushes.  For 
behind  their  likable  facade,  he  says,  lies  a  "culture  of  secrecy, 
deceit,  and  disinformation  [that]  have  become  Bush  political 
hallmarks."  Remember  Dole  yelling  at  Bush  in  1988  to  "stop 
lying  about  my  record?"  Or  Ross  Perot's  seemingly  paranoid 
complaints  that  Bush  I  White  House  operatives  tried  to 
sabotage  his  daughter's  wedding?  Their  anger  and  fears  will 
make  much  more  sense  after  reading  Phillips'  book. 

Phillips  starts  with  an  intriguing  question:  Why  was  it  that 
the  Bushes— not  such  other  political  tribes  as  the  Kennedys, 
the  Roosevelts,  or  the  Tafts— produced  the  first  father-son 
Presidency  since  John  Adams  and  son  John  Quincy  Adams 


family's  past,  concluding  that  the  Adams  family  would  be 
shocked  at  the  way  the  Bushes  have  achieved  their  ambitior 
No  author  has  plumbed  the  history  of  the  Bush  family  in 
such  detail,  starting  with  George  W's  great  grandfathers, 
George  Herbert  Walker  and  Samuel  Prescott  Bush, 
continuing  through  his  grandfather  Prescott  Bush,  his  fathe 
former  President  Bush,  and  on  to  the  current  President. 
Phillips  reveals  some  intriguing  history,  such  as  the  strong 
business  relations  that  investment  banker  Prescott  Bush  anc 
such  partners  as  Averell  Harriman  maintained  with  Nazi 
Germany  right  up  to  Pearl  Harbor.  Were  they  gathering 
intelligence  or  just  profiting?  Phillips  says  they  might  have 
been  doing  both.  The  thread  is  clear:  From  the  1890s  right  c 
through  to  the  1989  invasion  of  Panama,  the  Gulf  War,  and 
most  recently  the  U.S.  invasion  of  Iraq,  no  American  family 
has  "more  fully  epitomized  and  risen  alongside  the  hundred 
year  emergence  of  the  U.S.  military-industrial 
complex,"  Phillips  writes. 

So  what,  some  readers  will  say— Phillips' 
strong  anti-elitism  and  dark  suspicions  about 
the  national  security  apparatus  are  overdrawn 
for  a  nation  now  engaged  in  a  war  on  terrorisn 
revealing  more  about  his  own  distaste  for 
wealth,  privilege,  and  secret  societies  than  any 
real  Bush  conspiracies.  But  the  author  himself 
is  a  Harvard  Law  School  graduate,  and  his  mai 
point  is  that  the  Bushes  are  not  the  down-hom 
up-by-the-bootstraps,  regular  guys  that  they 
would  have  Americans  believe. 

When  in  1952,  Prescott  Bush  emerged  as  a 
public  figure  with  his  election  as  a  Senator  froi 
Connecticut,  he  was  coming 
from  the  top  investment  bank  c 
its  day,  Brown  Brothers 
Harriman— "rich,  full  of  Skull 
and  Bonesmen  [from  the  elite 
secret  society  at  Yale] . . . 
politically  influential,  and 
intimately  wired  through 
several  of  its  top  partners  to  the 

postwar  birthing  of  the  CIA." 

^^^^^^^™  Small  wonder  that  George  H.W 

Bush  rose  so  easily  to  become 
agency  director  after  a  brief  detour  into  Texas  oil  drilling. 
Even  in  the  Lone  Star  State,  Phillips  notes,  the  young  go- 
getter  wasn't  really  striking  out  on  his  own:  "Half  of  his 
friends  in  the  oil  business  were  Ivy  Leaguers,"  Phillips 
reports.  "Midland's  newly  paved  streets  were  named  after  Ivy 
League  colleges. 

What  does  all  this  have  to  do  with  Dubya?  The  Bushes  trul 
think  their  blood  is  blue,  Phillips  asserts,  noting  how  the 
family  takes  great  but  hushed  pride  in  tracing  its  lineage  bac 


Phillips  says 
the  father-son 
Presidential 
succession  is 
no  accident 


almost  200  years  ago?  To  find  the  answer,  he  investigates  the  to  the  Tudors  and  Plantagenets  of  British  monarchy.  Bush 
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RIVE  TO  BE  YOUR  BEST 

^*    ^  No  other  ED  treatment  fc  proven  to  work 

^  better  the  first  time*  than  LEVJTiRA 


LEVITRA  is  a  treatment  for  erectile  dysfunction 
(ED)  that  consistently  improves  erection  quality 
for  most  men: 

•  LEVITRA  works  the  first  time,  time  and  again 
Some  men  may  require  additional  attempts 

•  LEVITRA  works  to  improve  the  quality  of 
erectile  function 

LEVITRA  improves  duration,  hardness,  and 
the  ability  to  attain  an  erection 

•  LEVITRA  works  fast 


Ulenge  is  on  the  field 
■and  something  that  works  for  me,  LEVITRA. 

-  Mike  Ditka,  NFL  Hall  of  Fame  player  and  coach 


•  Among  orally  administered  ED  treatments. 
Individual  results  may  vary. 

Please  see  adjacent  Patient  Information  for  more  about 
LEVITRA  (2.5  mg.  5  mg.  10  mg.  and  20  mg)  tablets. 


LEVITRA  is  a  medicine  that  may  be  used  up  to  once  a  day  to  treat 
erectile  dysfunction  (E0).  LEVITRA  is  for  use  by  prescription  only. 
Vlen  taking  nitrate  drugs,  often  used  to  control  chest  pain  (also 
known  as  angina),  should  not  take  LEVITRA.  Men  who  use 
alpha-blockers,  sometimes  prescribed  for  high  blood  pressure  or 
prostate  problems,  also  should  not  take  LEVITRA.  Such 
combinations  could  cause  blood  pressure  to  drop,  to  an  unsafe 
level.  The  most  commonly  reported  side  effects  are  headache, 
[lushing,  and  stuffy  or  runny  nose.  Men  who  experience  an 
erection  for  more  than  four  hours  should  seek  immediate 
medical  attention.  You  should  not  take  LEVITRA  if  your  doctor 
determines  that  sexual  activity  poses  a  health  risk  for  you. 
LEVITRA  does  not  protect  against  sexually  transmitted  diseases. 
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and  is  used  under  license  bv  GlaxoSmithKline. 


Ask  your  doctor  if  a  free  sample 
of  LEVITRA  is  right  for  you. 
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STAY  IN  THE  GA 

1.866. LEVITRA 
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LEVITRA®  (Luh-VEE-Trah) 
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Read  the  Patient  Information  about  LEVITRA  oefore  you  start  taking  it 
and  agam  each  time  you  get  a  refill.  There  may  be  new  information. 
You  may  also  find  it  hetpfuTto  share  this  information  with  your  partner. 
This  leaflet  does  not  take  the  place  of  talking  with  your  doctor  You 
and  your  doctor  should  talk  about  LEVITRA  when  you  start  taking  it 
and  at  regular  checkups  If  you  do  not  understand  the  information,  or 
have  questions,  talk  with  your  doctor  or  pharmacist 

WHAT  IMPORTANT  INFORMATION  SHOULD  YOU  KNOW  ABOUT 

LEVITRA' 

LEVITRA  can  cause  your  blood  pressure  to  drop  suddenly  to  an 

unsafe  level  if  it  is  taken  with  certain  other  medicines.  With  a  sudden 

drop  in  blood  pressure,  you  could  get  dizzy,  faint  or  have  a  heart 

attack  or  stroke 

Do  not  take  LEVITRA  if  you: 

•  take  any  medicines  called  "nitrates 

•  use  recreational  drugs  called  poppers'  like  amyl  nitrate  and 
butyl  nitrate. 

•  take  medicines  called  alpha-blockers. 
(See  "Who  Should  Not  Take  LEVITRA?! 

Tell  all  your  healthcare  providers  that  you  take  LEVTTRA.  If  you 
need  emergency  medical  care  for  a  heart  problem,  it  will  be  important 
for  your  healthcare  provider  to  know  when  you  last  took  LEVITRA. 

WHAT  IS  LEVITRA? 

LEVITRA  is  a  prescription  medicine  taken  by  mouth  for  the  treatment 
of  erectile  dysfunction  (ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when 
a  man  is  sexually  excited,  or  when  he  cannot  keep  an  erection.  A  man 
who  has  trouble  getting  or  keeping  an  erection  should  see  his  doctor 
for  help  if  the  condition  bothers  him.  LEVITRA  may  help  a  man  with 
ED  get  and  keep  an  erection  when  he  is  sexually  excited 

LEVTTRA  does  not 

•cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases, 
including  HIV  Speak  to  your  doctor  about  ways  to  guard  against 
sexually  transmitted  diseases. 

•  serve  as  a  male  form  of  birth  control 

LEVITRA  is  only  for  men  with  ED.  LEVITRA  is  not  for  women  or 
children  LEVITRA  must  be  used  only  under  a  doctor's  care. 

HOW  DOES  LEVTTRA  WORK' 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical 
response  is  to  increase  blood  flow  to  his  penis.  This  results  in  an 
erection.  LEVITRA  helps  increase  blood  flow  to  the  penis  and  may 
help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity.  Once  a  man  has  completed  sexual  activity,  blood  flow  to  his 
penis  decreases,  and  his  erection  goes  away 

WHO  CAN  TAKE  LEVITRA? 

Talk  to  your  doctor  to  decide  if  LEVITRA  is  right  lor  you. 
LEVTTRA  has  been  shown  to  be  effective  in  men  over  the  age  of  18 
years  who  have  erectile  dysfunction,  including  men  with  diabetes  or 
who  have  undergone  prostatectomy. 

WHO  SHOULD  NOT  TAKE  LEVTTRA? 
Do  not  take  LEVTTRA  if  you: 

•  take  any  medicines  called  "nitrates  iSee  "What  important  infor- 
mation should  you  know  about  LEVITRA?").  Nitrates  are 
commonly  used  to  treat  angina.  Angina  is  a  symptom  of  heart  dis- 
ease and  can  cause  pain  in  your  chest,  jaw.  or  down  your  arm. 
Medicines  called  nitrates  include  nitroglycerin  that  is  found  in 
tablets,  sprays,  ointments,  pastes,  or  patches.  Nitrates  can  also  be 
found  in  other  medicines  such  as  isosorbide  dinitrate  or  isosorbide 
mononitrate.  Some  recreational  drugs  called  "poppers"  also  contain 
nitrates,  such  as  amyl  nitrate  and  butyl  nitrate.  Do  not  use  LEVITRA 
if  you  are  using  these  drugs.  Ask  your  doctor  or  pharmacist  if  you 
are  not  sure  if  any  of  your  medicines  are  nitrates. 

•  take  medicines  called  "alpha-blockers."  Alpha-blockers  are  some- 
times prescribed  for  prostate  problems  or  high  blood  pressure.  If 
LEVITRA  is  taken  with  alpha-blockers.  your  blood  pressure  could 
suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy  and  faint 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual 
activity  because  of  health  problems.  Sexual  activity  can  put  an 
extra  strain  on  your  heart,  especially  if  your  heart  is  already  weak 
from  a  heart  attack  or  heart  disease. 

•  are  allergic  to  LEVTTRA  or  any  of  its  ingredients.  The  active  ingre- 
dient in  LEVITRA  is  called  vardenafil  See  the  end  of  this  leaflet  for  a 
complete  list  of  ingredients. 

WHAT  SHOULD  YOU  DISCUSS  WITH  YOUR  DOCTOR  BEFORE 
TAKING  LEVTTRA? 

Before  taking  LEVTTRA.  tell  your  doctor  about  all  your  medical 
problems,  including  if  you: 

•  have  heart  problems  such  as  angina,  heart  failure,  irregular  heart- 
beats, or  have  had  a  heart  attack.  Ask  your  doctor  if  it  is  safe  for  you 
to  have  sexual  activity 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not 
controlled 

•  have  had  a  stroke 

•  or  any  family  members  have  a  rare  heart  condition  known  as 
prolongation  ot  the  QT  interval  (long  QT  syndrome) 

•  have  liver  problems 

•  have  kidney  problems  and  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  m  families)  eye  disease 

•  have  stomach  ulcers 

•  have  a  bleeding  problem 

•  have  a  deformed  penis  shape  or  Peyronie's  disease 

•  have  had  an  erection  that  lasted  more  than  4  hours 

•  have  blood  cell  problems  such  as  sickle  cell  anemia,  multiple 
myeloma,  or  leukemia 

CAN  OTHER  MEDICATIONS  AFFECT  LEVITRA? 

Ten  your  doctor  about  all  the  medicines  you  take  including  prescription 
and  non-prescnption  medicines,  vitamins,  and  herbal  supplements. 
LEVITRA  and  other  medicines  may  affect  each  other.  Always  check 
kxtor  before  starting  or  stopping  any  medicines. 
Especially  tell  your  doctor  if  you  take  any  of  the  following: 


•  medicines  called  nitrates  (See  "What  important  information  should 
you  know  about  LEVTTRAr) 

•  medicines  called  alpha-blockers.  These  include  Hytrin®  (terazosin 
HCI).  Flomax*  (tamsutosin  HCI),  Cardura*  (doxazosin  mesylate), 
Minipress®  (prazosin  HCI)  or  Uroxatral®  (alfuzosin  HO). 

•  medicines  that  treat  abnormal  heartbeat  These  include  quinidine. 
procainamide,  amiodarone  and  sotalol.  s. 

•  ritonavir  (Norvir®)  or  indinavir  sulfate  (Crixrvan®) 

•  ketoconazole  or  itraconazole  (such  as  Nizoral®  or  Sporanox®) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 

HOW  SHOULD  YOU  TAKE  LEVTTRA? 
Take  LEVITRA  exactly  as  your  doctor  prescribes.  LEVITRA  comes  in 
different  doses  (2.5  mg,  5  mg,  10  mg.  and  20  mg^  For  most  men. 
the  recommended  starting  dose  is  10  mg.  Take  LEVTTRA  no  more 
than  once  a  day.  Doses  should  be  taken  at  least  24  hours  apart. 
Some  men  can  only  take  a  low  dose  of  LEVITRA  because  of  medical 
conditions  or  medicines  they  take.  Your  doctor  will  prescribe  the 
dose  that  is  right  for  you. 

•  If  you  are  older  than  65  or  have  liver  problems,  your  doctor  may 
start  you  on  a  lower  dose  of  LEVTTRA. 

•  If  you  are  taking  certain  other  medicines  your  doctor  may  prescribe 
a  lower  starting  dose  and  limit  you  to  one  dose  of  LEVITRA  in  a 
72-hour  (3  days)  period. 

Take  1  LEVITRA  tablet  about  1  hour  (60  minutes)  before  sexual  activity. 
Some  form  of  sexual  stimulation  is  needed  for  an  erection  to  happen 
with  LEVITRA  LEVITRA  may  be  taken  with  or  without  meals. 
Do  not  change  your  dose  of  LEVITRA  without  talking  to  your  doctor. 
Your  doctor  may  lower  your  dose  or  raise  your  dose,  depending  on 
how  your  body  reacts  to  LEVITRA. 

If  you  take  too  much  LEVITRA,  call  your  doctor  or  emergency  room 
right  away. 

WHAT  ARE  THE  POSSIBLE  SIDE  EFFECTS  OF  LEVTTRA? 
The  most  common  side  effects  with  LEVITRA  are  headache,  flushing, 
stuffy  or  runny  nose,  indigestion,  upset  stomach,  or  dizziness.  These 
side  effects  usually  go  away  after  a  few  hours.  Call  your  doctor  if  you 
get  a  side  effect  that  bothers  you  or  one  that  will  not  go  away. 

LEVTTRA  may  uncommonly  cause: 
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really  did  steal  the  election  in  Florida,  I 
Phillips  argues,  relying  on  brother  Jeb  I 
and  legal  legions  flying  around  on  the  I 
corporate  jets  of  Enron  Corp.  and 
Halliburton  Co.  to  assert  legitimacy 
falsely.  "The  overthrow  of  George  H.Wi 
Bush  in  1992,  the  moral  dissatisfactioi  I 
with  [Bill  Clinton],  and  the  rising 
drumbeat  among  conservatives  to 
replace  the  usurper  with  the  blood  heiil 
of  the  older  ruler  are  about  as  close"  t(  I 
monarchist  restoration  "as  the  Americl 
Republic  is  likely  to  come." 

Phillips  observes  that  the  heirs  in 
certain  monarchical  restorations— sucH 
as  England's  King  Charles  II,  brought  I 
back  to  the  throne  following  the  collapl 
of  Oliver  Cromwell's  revolt,  or  Bourbon 
heir  Louis  XVTII,  who  reascended  the  J 
throne  of  France  following  the  defeat  o| 
Napoleon  Bonaparte— mirror  some 
behavior  and  mind-sets  visible  today  irj 
the  Bush  "dynasty."  Phillips  argues 
dynasty  heirs  have  usually  surrounded 
themselves  with  their  father's  skilled 
counselors.  Bush,  of  course,  has  Dick 
Cheney,  Colin  Powell,  and  Condoleezza 
Rice.  Restored  monarchs  historically 
assert  "new  assumptions  of  authority  ii 
war  making,"  as  Bush  has  done  with  ti 
doctrine  of  preemption  that  allowed  hii 
to  press  ahead  with  the  invasion  of  Irac 
Most  interesting  of  all,  perhaps, 
dynasties  are  known  for  "forgetting  no 
slight  and  savoring  revenge."  That 
analogy  can  be  made,  the  author  argue; 
in  the  steady  elimination  of  old  Bush 
political  foes,  from  Jim  Hightower  and 
Ann  Richards  in  Texas  right  up  to 
Saddam  Hussein.  Yet  Phillips  notes  tha 
restorations  often  end  badly,  with  a 
popular  backlash  against  the  heir.  Will 
his  theory  hold  in  2004? 

If  this  all  sounds  sweeping  and  a  tad 
conspiratorial,  it  is.  The  richness  lies  in 
Phillips'  style— an  odd  mix  that' s 
reminiscent  of  the  annals  of  ancient 
Roman  historians  imbued  with  the 
perspective  of  an  angry  small 
businessman  with  no  political  ideology 
save  the  preservation  of  American 
meritocracy.  In  the  introduction,  Phillip 
concedes  that  the  early  21st  century  ma} 
well  be  remembered  as  a  time  of  dueling 
political  dynasties,  particularly  if  Hillarj 
Clinton  runs  for  President  in  2008.  In 
the  meantime,  love  them  or  despise 
them,  you'll  never  think  about  the 
Bushes  in  quite  the  same  way  again.  I 
-By  Douglas  Harbrech 
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GLOBAL  EXECUTIVE 
MBA  PROGRAMS 


Ci/e  re  a  world-class  business  school. 
It  only  makes  sense  to  hold  classes  there. 


Some  campuses  are  measured  in  acres;  ours  spans 
the  hemispheres.  Including  the  vast  opportunities 
available  at  our  University  of  Minnesota  campus, 


of  our  corporate  alliances,  and  by  faculty  who 
aren't  just  knowledgeable  about  business,  but 
veterans  of  it. 
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we  offer  top-ranked  Executive  MBA  programs  on 
three  continents. 

Business  leaders  throughout  the  world  cultivate 
knowledge,  insight,  and  critical  connections  through 
the  Carlson  School's  partnerships  with  prestigious 
universities  in  Austria,  China  and  Poland. 

As  diverse  as  the  cultures  they  bridge,  all  of  our 
international  MBA  programs  share  an  overriding 
goal:  to  hone  the  skills  leaders  need  to  succeed  in 
local,  regional,  and  global  markets.  They're  united 
also  by  the  caliber  of  our  students,  the  strength 


The  Carlson  School  offers  much  more  than  a 
global  perspective.  We're  charting  the  future  of 
global  business. 


GLOBAL  EXECUTIVE   MBA  PROGRAMS 


>  China  Executive  MBA  in  partnership  with  Lingnan 
(University)  College  of  Sun  Yat-sen  University 

>  Vienna  Executive  MBA  in  partnership  with  Vienna 
University  of  Economics  &  Business  Administration 

>  Warsaw  Executive  MBA   in  partnership  with 
Warsaw  School  of  Economics 

>  US  Carlson  Executive  MBA 


Discover  the  difference  between  taking  a 
course  and  setting  one.  Visit  our  website  at 
www.carlsonschool.umn.edu,  or  call  toll-free 
877-625-6468  for  more  information. 


Carlson 

SCHOOL    OF     MANAGEMENT 


University  of  Minnesota 

The  University  of  Minnesota  is  an  equal  opportunity  educator  and  employer.  t  2003  Regents  of  the  University  of  Minnesota 
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and  put  all  of  your  information  to  work  -  quickly  and  easily. 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


For  Road  Warriors  Wh< 
Are  Movie  Buffs,  Too 


At  last  I  can  have  my  cake  and  eat  it,  too.  I  decided  a  couple  of  years  ago 
to  give  up  the  convenience  of  a  built-in  CD/DVD  drive  in  my  laptop  to 
lighten  the  load  when  I'm  on  the  road.  Still  there  are  times  when  it  woul< 
be  nice  to  have  that  drive,  especially  on  long,  boring  plane  trips  when  th< 
ability  to  play  the  movie  of  my  choice  would  make  the  time  pass  faster. 


PANASONIC 

T0UGHB00KW2 


Panasonic  has  come  up  with  a 
solution  with  the  $2,190  Toughbook 
W2,  a  laptop  that  offers  a  12.1-in. 
display,  battery  life  conservatively  rated 
at  four  hours,  and  a  built-in  drive  that 
plays  DVDs  and  both  plays  and  writes 
CDs— all  in  a  2.8-lb.  package.  If  s  not  a 
perfect  road-warrior  notebook  (the 
keyboard,  in  particular,  could  stand 
some  improvement),  but  it  comes  closer 
than  anything  else  I've  tried. 

The  Toughbook's  secret  is  an 
extremely  clever  approach  to  tucking 
the  drive  into  the  confines  of  a  slightly 
wedge-shaped  notebook  that  is  only  1.2 
in.  thick  at  the  front  end.  A  conventional 
sliding-tray  drive  is  way  too  thick,  and  even  a  slot-loading 
drive  of  the  sort  used  in  car  stereos  (and  Apple  PowerBooks) 
would  not  have  fit.  Instead,  Panasonic  turned  the  left  half  of 
the  3/2-in.  deep  area  between  the  keyboard  and  the  front  edge 
of  the  notebook  into  a  hinged  cover  (photo).  Slide  a  latch  on 
the  side,  and  the  panel  pops  open  to  reveal  the  drive,  very 
much  like  the  cover  on  a  portable  CD  player. 

OTHER  FEATURES  OF  THE  TOUGHBOOK  are  more  or  less 
standard  for  an  ultralight  notebook.  The  900-MHz  Centrino 
processor  is  slow  by  today's  benchmarks,  but  a  computer  like 
this  will  rarely  run  applications  more  demanding  than  e-mail 
and  a  word  processor.  So  you'll  only  notice  the  lack  of  speed 
when  your  programs  take  a  few  seconds  longer  to  load.  The 
integrated  wireless  networking  comes  with  a  new  Intel  Wi-Fi 
management  program  that  switched  automatically  between 
networks  when  I  moved  the  laptop  between  home  and  office. 
The  standard  memory  is  256  megabytes  of  RAM,  expandable 
to  512  MB  with  a  40-gigabyte  hard  drive. 

The  Toughbook's  biggest  flaw  is  the  keyboard  design,  a 
serious  weakness  on  many  Japanese-designed  laptops.  The 
overall  feel  of  the  keyboard  is  not  bad,  and  it  even  has  a 
standard-size  right  shift  key,  unlike  some  Sony  and  Sharp 
laptops.  The  problem  is  the  bottom  row.  To  make  room  for 
two  useless  Windows  keys,  the  spacebar  had  to  be  shrunk.  I 
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kept  hitting  the  Alt  keys  on  either  side  ol 
the  spacebar,  an  action  that  usually 
brought  up  some  unwanted  menu. 

I  have  a  longstanding  preference  for 
pointing  sticks  over  touch  pads,  but  the 
round  Synaptics  touch  pad  on  the 
Toughbook  almost  made  me  a  convert. 
One  nice  feature  is  that  running  your 
finger  clockwise  around  the  pad's  outer 
edge  scrolls  the  display. 

Although  Panasonic  has  been 
successful  selling  ruggedized  notebook- 
to  police  and  fire  departments,  utilities, 
and  other  customers  whose  equipment 
takes  a  beating,  it  has  never  gone  after 
the  mainstream  corporate 
market  dominated  by  Dell, 
Hewlett-Packard,  and  IBM.  The 
company  hasn't  developed  the 
sort  of  sales  and  support 
operation  required  to  compete  i 
the  enterprise  market,  and  this 
model  lacks  features  that 
corporate  IT  managers  demand- 
most  notably  a  docking 
connector.  But  what  corporate 
managers,  whose  main  desire  is 
uniformity,  demand  and  what 
users  want  is  often  different. 
Corporate  buyers  call  the  shots,  though,  so  don't  expect  the 
corporate  Big  Three  to  rush  to  include  DVD  drives  in  their 
smallest  notebooks,  which  should  at  least  get  thinner  and 
lighter  in  their  next  versions.  I  think  it's  wonderful  to  have  a 
laptop  like  the  Toughbook  with  the  battery  power  to  play  two 
feature  films.  But  executive  entertainment  is  not  high  on  the 
priority  list  of  the  folks  who  buy  corporate  computers.  ■ 
E-mail:  techandyou@businessweek.com 
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Housing:  Another 
Barn  Burner  of  aYear? 

n  today's  world,  faster  economic  growth  may  not  lift  mortgage  rates 


U.S.  ECONOMY 


What  will  slow  housing?  The  last  recession  didn't 
3ut  a  brake  on  homebuilding,  sales,  or  prices;  neither  did  consumer 
pessimism  after  the  terrorist  attacks  of  2001.  The  sector  survived  the 
kock  market  fallout  after  the  corporate  scandals  of  2002  and  the  war 
in  2003.  In  fact,  sales  have  set  records  in  each  of  the  past  three  years. 


lousing  starts  in  2003  jumped  to  a  25-year  peak,  and 
ncreasing  home  values  offset  sinking  stock  prices  to  be 
he  primary  contributor  to  household  wealth  over  the 
>ast  two  years.  An  unprecedented  68.4%  of  families  own 
heir  homes,  a  percentage  that  has  been  climbing  since 
he  early  1990s. 

Will  2004  be  another  banner  year?  More  gains  seem 
mlikely,  especially  after  such  a  long,  steep  climb.  In 
;eneral,  analysts  see  a  mild  slowdown.  That  forecast  is 
)ased  partly  on  a  rise  in  mortgage  rates,  a  scenario  that 
ieemed  more  likely  after  the  Federal  Reserve's  meeting 
>n  Jan.  27-28.  The  Fed  began  to  talk  about  "removing" 
jolicy  accommodation  instead  of  "maintaining"  it,  as  the 
?ed  had  stated  in  previous  post-meeting  communiques. 

The  bond  market  reacted  sharply,  pushing  long-term 
nterest  rates  higher.  Bond  players  interpreted  the  Fed's 
rhange  in  language  to  mean  that  a  rate  hike  was  now 
nore  imminent,  even  though  the  Fed's  assessments  of 
)risk  economic  growth  and  muted  inflation  remained 
mchanged  from  its  Dec.  9  statement. 

But  the  bond  market  may  well  be  getting  ahead  of 
tself.  The  Fed  still  has  a  considerable  amount  of  leeway 
o  go  before  it  needs  to  hike  rates.  One  new  twist  in 
©day's  economy  is  that  solid  growth  and  low  rates  can 
:oexist  for  a  longer  period  of  time  than  in  past  recoveries, 
f  mortgages  hold  below  6%,  housing  starts  and  sales 
:ould  stay  at  2003's  levels. 

PERHAPS  THE  STRONGEST  ARGUMENT  for  why 

nortgage  rates  may  not  rise  as  much  this  year  as  the 
:urrent  bond-market  fears  suggest  comes  down  to  a  key 
fundamental:  Inflation  expectations  are  a  big 
leterminant  of  long  rates.  And  in  this  new  era  of  global 
economics,  the  traditional  link  between  U.S.  growth 
ind  inflation  is  far  weaker  than  in  the  past. 

The  U.S.  can  post  rapid  growth  for  a  considerable 
period  without  bumping  against  the  usual  constraints, 
such  as  production  bottlenecks  and  labor  shortages  that 
lave  generated  inflation  pressures  in  the  past.  What  has 
happened  is  that  the  U.S.  economy  is  increasingly 
dependent  on  foreign  production  capacity  and  labor  to 
neet  domestic  demand.  Global  manufacturing  capacity  is 
growing  at  rapid  rates,  especially  in  China  and  emerging 


Asian  economies,  while  U.S.  companies  are  outsourcing 
more  jobs  to  countries  such  as  India  and  the  Philippines. 
As  a  result,  the  U.S.  has  unprecedented  leeway  for 
noninflationary  growth  at  very  low  interest  rates. 

Just  look  at  recent  history.  Since  the  recovery  began  in 
late  2001,  real  gross  domestic  product  has  expanded  at  an 
annual  rate  of  3.7%,  with  growth  rising  to  about  4.5%  in 

2003.  Yet  core  inflation, 


SURGING  GROWTH, 
FALLING  INFLATION 


PERCENT  CHANGE  FROM  A  YEAR  AGO 
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Data:  Commerce  Dept.,  Labor  Dept., 
Global  Insight  Inc. 


which  excludes  energy 
and  food,  continues  to 
slow.  The  annual  rate 
stood  at  1.5%  in  June  and 
dropped  to  1.1%  in 
December  (chart). 

The  power  of  low  rates 
can  be  seen  in  the  latest 
housing  data.  Builders 
and  realtors  were  busy  in 
December,  despite 
extreme  winter  weather 
in  many  parts  of  the 
country.  Starts  rose  1.7%,  to  an  annual  rate  of  2.09.  Sales 
of  new  homes  fell  5.1%  but  stayed  above  the  million 
mark  for  the  tenth  straight  month.  And  existing  home 
sales  jumped  by  6.9%,  to  6.47  million.  The  fuel  from  low 
rates  kept  pumping  in  January.  The  four-week  moving 
average  for  mortgage  applications  to  buy  a  home  hit  an 
unprecedented  high  on  Jan.  23  (chart,  page  30). 

For  now,  housing  trade  groups  expect  some  slowdown. 
The  National  Association  of  Home  Builders  projects 
starts  will  total  1.77  million  this  year,  just  a  4.2%  drop 
from  the  1.85  million  units  begun  in  2003.  The  National 
Association  of  Realtors  forecasts  new  homes  will  sell  at  a 
1.01  million  rate,  down  from  the  1.09  million  in  2003,  and 
existing-home  sales  will  add  up  to  5.85  million,  vs.  6.1 
million  last  year.  Still,  these  forecasts  imply  that  2004  will 
be  the  second-best  year  for  total  sales,  after  2003. 

HOUSING'S  RESILIENCE  can  be  traced  to  two  key 
factors:  demographics  and  mortgage  rates.  The  shifting 
population  is  a  slow-moving  predictor  of  housing 
demand.  Every  new  household  needs  a  place  to  live. 
According  to  the  U.S.  Census  Bureau's  latest  projections, 
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made  a  few  years  ago,  new  households  were  expected  to 
increase  by  about  1%,  or  by  more  than  1  million,  in  each 
of  the  past  three  years.  The  bureau  predicted  households 
will  increase  by  1.1  million  in  2004. 

New  immigrants  are  a  significant  part  of  that  growth. 
Census  numbers  show  32.5  million  foreign-born 
residents  were  living  in  the  U.S.  in  2002,  up  from  19.8 
million  in  1990.  And  their  homeownership  rate  rises  the 
longer  they  live  in  the  U.S.  For  instance,  77.1%  of 
naturalized  citizens  who  entered  the  country  in  1974  or 
earlier  own  their  homes,  but  the  rate  drops  to  60.1%  for 
naturalized  citizens  who  entered  after  1974.  The  jump  in 
immigration  in  the  1990s  represents  a  large  segment  of 
the  population  that  has  yet  to  enter  the  housing  market. 

As  long  as  demand  stays  solid,  home  prices  will  keep 
rising,  bolstering  consumer  finances  and  confidence  this 
year.  Household  optimism  certainly  began  2004  with  a 
bang:  The  Conference  Board's  index  of  consumer 
confidence  jumped  five  points  in  January,  to  96.8. 
Confidence  also  fuels  homeownership,  since  optimistic 
consumers  feel  comfortable  about  taking  on  the 
responsibility  of  a  30-year  mortgage. 

THE  OTHER  KEY  DRIVER  of  housing  demand  is 
financing.  Deregulation  and  new  financial-market 
products  introduced  over  the  past  two  decades  have 
increased  the  flexibility  of  the  financial  system  and  have 
helped  to  keep  mortgage  money  flowing,  especially  to 
lower-income  families  who  were  once  cut  out  of  the 
mortgage  market. 


At  the  same  time,  low  interest  rates  have  put 
homeownership  within  the  reach  of  more  consumers. 
That  has  been  especially  true  in  the  past  few  weeks  as 
yields  on  long-term  Treasury  securities,  along  with  other 
credit  instruments,  have  fallen  sharply  (page  32).  In  mid| 
January,  the  rate  on  a  fixed  30-year  mortgage  tumbled 

almost  a  quarter-point : 


HOUSING  DEMAND 

REMAINS  BUOYANT 


INDEX:  MARK.  1990=100 


one  week,  to  5.66%.  Tha  j 
was  the  lowest  rate  since 
the  huge  bond  rally  of 
last  summer. 

Economists  are 
projecting  the  30-year 
rate  will  average  betweej 
6.1%  and  6.5%  this  year.! 
That's  a  small  gain  fromj 
the  5.8%  average  of 
2003,  and  it  would  lift  a  J 
monthly  mortgage 
payment  by  only  $45  at 
most  for  every  $100,000  borrowed.  That  won't  have  a 
big  impact  on  housing  affordability,  especially  if  jobs 
and  incomes  begin  to  rebound  at  a  faster  pace. 

Moreover,  with  no  inflation  worries  to  brood  about, 
the  Fed  will  be  able  to  keep  rates  low  for  a  long  time, 
perhaps  even  for  the  rest  of  2004.  That's  why  mortgage 
rates  may  not  break  above  6%  this  year.  If  so,  look  for 
more  consumers  to  make  the  leap  into  homeownership. 
And  housing  may  not  fall  by  even  the  small  amounts 
forecasters  now  expect.  ■ 
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EURO  ZONE 


Rethinking  the  Productivity  Lag 


HOW  MUCH  WORSE  is  the 

performance  of  the  euro -zone 
economy  than  that  of  the  U.S.?  Maybe 
less  than  generally  perceived. 

To  be  sure,  over  the  past  decade, 
euro-zone  real  gross  domestic 
product  has  grown  about  a 
percentage  point  per  year  slower  than 
in  the  U.S.,  and  last  year  per  capita 
GDP  was  30%  lower  after  adjusting 
for  currency  and  inflation  differences. 
But  at  the  same  time, 
the  euro  zone's  return 
on  capital  and  total 
equity  returns 
compare  favorably 
with  those  in  the  U.S. 

Goldman,  Sachs  & 
Co.  economist  Kevin 
Daly  offers  a  possible 
explanation.  Using 
data  from  the 
Organization  for 
Economic 
Cooperation  & 
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Development  that  are  consistent  for 
both  regions  and  adjusting  for  timing 
differences  in  the  business  cycle,  he 
concludes  that  weaker  productivity 
growth  isn't  the  cause  of  the  euro 
zone's  growth  gap. 

Daly  shows  that  when  euro-zone 
and  U.S.  productivity  are  measured 
the  same  way,  they  grew  at  similar 
rates  over  the  past  decade.  Europe 
measures  productivity  as  output  per 
worker— not  output 
per  hour,  as  in  the 
U.S.  The  euro -zone 
measure  ignores 
demographic  effects 
that  yield  slower 
growth  in  the  labor 
force  and  misses  the 
impact  of  a  shorter 
workweek.  Measured 
as  output  per  hour 
worked,  productivity 
in  the  euro  zone 
grew  at  a  pace 


close  to  that  in  the  U.S.,  he  says. 

If  that's  true,  then  all  of  the  euro 
zone's  underperformance  in  the  past 
decade  reflects  demographic  factors, 
notably  population  growth  in  the  U.S. 
of  1.2%  a  year  vs.  0.5%  in  the  euro 
zone.  Indeed,  per  capita  GDP  in  both 
regions  has  grown  at  similar  rates. 
The  study  shows  that  about  half  of 
the  30%  gap  in  the  per-capita  GDP 
levels  is  due  to  Europe's  employees 
working  about  15%  fewer  hours,  and 
the  rest  reflects  a  smaller  proportion 
of  the  population  that  is  employed. 

The  upshot:  Given  demographic 
trends,  the  Goldman  data  imply  that 
euro-zone  growth  in  the  next  decade 
is  unlikely  to  top  2%  a  year  without 
labor  market  reforms  aimed  at  longer 
work  hours,  an  extended  retirement 
age,  or  efforts  to  encourage  a  higher 
employment  rate.  Nevertheless, 
slower  growth  as  a  result  of 
demographics  need  not  imply  a  lower 
rate  of  return  on  euro-zone  assets.  I 
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THE  FED 


ARE  INTEREST 
RATES  ON  THE 


With  inflation  tame  and  credit  demand  low, 
a  boost  isn't  imminent  Still,  Greenspan 
wants  to  leave  himself  a  little  leeway 


IT  CERTAINLY  WAS  A  SHOCKER. 
The  Federal  Reserve  caught  nearly 
everyone  on  Wall  Street  by  sur- 
prise on  Jan.  28  when  it  backed 
away  from  its  promise  to  keep  in- 
terest rates  low  "for  a  considerable 
period."  Financial  markets  imme- 
diately took  fright  Bond  prices  tanked, 
pushing  the  yield  on  the  key  10-year  Trea- 
sury note  up  to  4.19%,  from  4.06%,  just  be- 
fore the  Fed's  announcement.  And  stock 
prices  nosediveu,  .vith  the  Dow  Jones  in- 
dustrial average  posting  triple-digit  losses. 
To  many,  the  Fed's  message  was  clear:  A 
rate  hike  is  in  the  offing.  The  days  of  easy 
money  are  over. 

Well,  not  exactly  Yes,  Fed  Chairman 
Alan  Greenspan  and  his  colleagues 
inched  closer  to  an  eventual  tightening  of 
credit  by  altering  the  language  in  the 
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statement  they  issued  after  their  two-day 
meeting.  No  longer  are  they  talking 
about  keeping  monetary  policy  easy  for 
some  time.  Instead,  they're  saying  they 
can  afford  to  be  patient  when  it  comes  to 
raising  short-term  interest  rates.  "They're 
removing  the  90-day  money-back  guar- 
antee that  rates  would  stay  unchanged," 
says  Louis  Crandall,  chief  economist  at 
consultants  Wrightson  ICAP  LLC. 

STAYING  PUT 

BUT  THAT  DOESN'T  mean  interest  rates 
need  to  rise  right  away.  Nor  does  it  mean 
they  will  have  to  rise  quickly  once  the  Fed 
decides  to  move.  What  will  ultimately  de- 
termine their  direction  is  the  outlook  for 
the  economy  and  inflation,  and  the  de- 
mand for  credit.  On  that  basis,  there  are 
reasons  to  believe  both  short-  and  long- 


term  interest  rates,  on  everything  froj 
Treasury  securities  to  home  mortgage 
can  stay  low  for  some  time. 

The  economy  is  surely  gatherin 
steam.  But  so  far  the  faster  growth  hasn 
led  to  a  pickup  in  inflation  that  wou 
prompt  the  Fed  to  hike  rates.  Nor  has  coi 
porate  credit  demand  taken  off,  sine 
surging  profits  have  allowed  companie 
to  finance  investments  without  having 
turn  to  the  banks  or  the  bond  market  fc 
money.  And  while  government  borrowin 
has  exploded— courtesy  of  the  bulgin 
budget  deficits— so  far  it  has  been  mor 
than  offset  by  stepped-up  buying  of  Trea 
suries  by  central  banks  in  Japan,  Chim 
and  other  Asian  countries. 

Then  why  did  the  Fed  decide  to  roil  f 
nancial  markets  by  altering  the  Ian 
guage  in  its  statement?  For  one  thing 
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many  at  the  Fed  have  been  uneasy  with 
the  central  bank's  implicit  promise  to 
keep  money  policy  easy  ever  since  it  first 
made  it  back  in  September.  They  felt  it 
boxed  them  in.  And  they  wanted  the  lee- 
way to  raise  rates  when  necessary  with- 
out having  to  worry  about  breaking  a 
promise  to  the  markets. 

To  be  sure,  Fed  officials  were  aware  fi- 
nancial markets  would  tumble  on  the  re- 
wording. Yet  they  may  not  be  all  that  un- 
happy. Some  officials  felt  the  pledge  of  easy 
money  had  become  an  unhealthy  preoccu- 
pation of  the  markets;  they  would  prefer 
the  markets  focus  on  economic  fundamen- 
tals than  endlessly  parsing  the  Fed's  use  of 
the  word  "considerable."  If  investors  then 
push  up  long-term  rates  in  response  to  the 
changing  conditions  in  the  economy,  it  will 
also  make  it  easier  for  the  Fed  to  follow  suit 
with  a  rate  hike  of  its  own, 
especially  in  the  heat  of  a 
Presidential  campaign. 

That's  of  little  immediate 
comfort  to  the  markets, 
though.  Bond  pros  com- 
plained that  the  Fed  once 
again  had  misled  them 
about  monetary  policy,  just 
as  it  did  last  year  with  its 
statements  about  the  dan- 
gers of  deflation.  Indeed,  the 
markets  had  been  primed  in 
December  for  a  shift  in  the 
statement's  wording.  But  none  came. 

Instead,  the  Fed  moved  now,  when  no 
one  expected  it  Fed  officials  say  the  shift  in 
wording  came  after  a  larger  discussion 
about  how  the  central  bank  communicates 
with  the  markets.  The  upshot  of  that  dis- 
cussion: a  determination  by  the  Fed  to 
move  away  from  the  straitjacket  of  set 
statements  so  that  it  can  more  easily  reflect 
changes  in  the  economy  when  communi- 
cating with  the  markets. 

The  Fed's  message  on  Jan.  28  was  nu- 
anced.  It  signaled  that  it  was  a  step  closer 
to  tightening  credit.  But  it  also  made  clear 
that  it  was  in  no  big  hurry  to  raise  rates 
and  did  not  see  the  need  to  boost  them 
quickly  once  credit  tightening  has  begun. 


There's  lots 
of  slack  in 
the  economy 
so  the  Fed  is 
in  no  rush  to 
raise  rates 


What's  most  important, 
from  the  Fed's  point  of  view, 
is  the  outlook  for  inflation. 
And  if  anything,  the  recent 
signs  have  been  that  if  s 
ebbing.  Core  inflation— as 
measured  by  the  personal 
consumption  price  index,  ex- 
cluding food  and  energy- 
was  a  mere  0.8%  in  Decem- 
ber. While  some  Fed  officials 
suspect  the  index  may  be 
overstating  how  far  inflation 
has  fallen,  there's  no  doubt  it's  still  very 
low,  says  economist  Bruce  Kasman  of  J.P. 
Morgan.  And  inflation  expectations,  as 
measured  by  the  Treasury's  10-year,  infla- 
tion-protected securities,  show  signs  of 
stabilizing  after  rising  last  year. 

Faster  economic  growth  may  not  be 
generating  much  in  the  way  of  inflation, 
but  it's  sharply  boosting  corporate  profits 
(page  36).  That  should  help  ease  some  of 
the  upward  pressure  on  interest  rates  by 
holding  down  demand  for  bank  loans, 
which  usually  materializes  in  a  recovery. 
Companies  that  want  to  step  up  capital  in- 
vestment have  the  cash  to  do  so  without 
borrowing  from  banks  or  the  bond  market 
According  to  the  Fed,  nonfinancial  corpo- 
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rations  generated  nearly  $1 
billion  more  internally  th 
they  spent  on  investment  in  t 
third  quarter,  on  an  annualiz 
basis.  Given  strong  fourt 
quarter  profits,  internal  ca 
flow  should  rise  further. 

What's  more,  many  corpoi 
tions  locked  in  low-cost  finan 
ing  by  selling  bonds  in  20C 
when  issuance  ballooned 
more  than  20%.  "Compani 
opportunistically  'prefunde 
themselves,''  says  Diane  Vazz 
head  of  Standard  &  Pooi 
global  fixed-income  researc 
group.  As  a  result,  there's 
chance  that  corporatioi 
might  issue  fewer  bonds  th 
year  than  last 

Of  course,  Uncle  Sam's  bo 
rowing  binge  could  put  upward  pressu: 
on  interest  rates.  The  Congressional  But 
get  Office  said  on  Jan.  26  that  the  defk 
will  rise  to  a  record  $477  billion  in  the  ft 
cal  year  ending  Sept.  30,  from  $374  billio 
the  previous  year.  And  there's  more  re 
ink  to  come,  with  the  CBO  projecting  tot: 
deficits  of  $1.9  trillion  in  the  next  10  year 
But  so  far  at  least,  those  extra  Treasurie 
are  being  absorbed  by  Asian  buyers.  Fe 
data  suggest  that  foreign  central  banl< 
bought  a  staggering  $33  billion  worth  c 
Treasuries  in  the  last  month  alone.  Wto 
the  Asian  banks  are  doing  is  recycling  th  i 
dollars  they  buy  in  the  currency  markej 
back  into  Treasury  securities  to  try  to  kee: 
the  greenback  from  falling  too  far.  An* 
while  the  Fed's  word-tweaking  did  spark 
dollar  rise  on  Jan.  28,  most  experts  thini 
the  long-run  trend  in  the  buck  is  stii 
downward  because  of  the  twin   U.S 
deficits  of  trade  and  the  budget. 

The  Fed  caught  the  markets  short  witi 
the  unexpected  abandonment  of  its  easy 
money  pledge,  and  long-term  interest  rate 
jumped  in  response.  But  with  inflation  low 
productivity  strong,  and  profits  booming 
there's  little  reason  to  fear  that  a  damaging 
surge  in  rates  is  on  the  horizon.  ■ 

-By  Rich  Miller  in  Washingtor 


KEEPING  A  LID  ON  RATES,  AT  LEAST  FOR  NOW 


Foreign  appetite  for  Treasuries. 
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...and  weak  demand  for  corporate  credit... 

BILLIONS  OF  DOLLARS.  SEASONALLY  ADJUSTED 


...help  hold  rates  down 
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Data:  Federal  Reserve.  Bloomberg  financial  Markets 
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¥  LEE  WALCZAK  AND  RICHARD  S.  DUNHAM 


iunning  on  Middle-Class  Relief 

ut  will  the  Democrats'  focus  on  economic  issues  have  legs  in  a  recovery? 


THERE'S  WINNING  A  DEAL,  AND 
there's  closing  one— and  after  a 
bruising  fight  to  come  out  on 
top  in  the  Jan.  27  New  Hamp- 
shire primary,  John  Kerry  is 
bout  to  learn  the  difference. 
By  pulling  out  to  a  solid  13-point  victory 
ver  Howard  Dean,  the  lanky  Massachu- 
etts  senator  has  become  the  clear  favorite 
d  capture  the  Democratic  nomination  for 

resident.  But  his  margin,  while  impressive,  was 
3t  enough  to  snuff  out  the  Dean  insurgency, 
tie  feisty  Vermonter's  26%  showing  has  em- 
)ldened  him  to  fight  on.  That  poses  a  challenge 
•r  a  Kerry  candidacy  that  has  thus  far  proven  it- 
;lf  only  within  the  largely  white,  liberal  Demo- 
atic  electorate  in  Iowa  and  New  Hampshire, 
ow  comes  the  real  test— in  urban  centers,  the 
lnbelt,  and  the  industrial  heartland— all  of 
hich  loom  in  the  Feb.  3  round  of  primaries  and 
mcuses.  "Basically,  voters  are  saying  it's  over 
f  Dean,"  says  Tad  Devine,  a  Kerry  strategist, 
nd  turmoil  at  the  top  of  Dean's  organization 
jesn't  help  matters.  "But,"  cautions  Devine, 
hat  doesn't  mean  we're  home." 

Still,  Kerry's  win  gives  him  a  clear  shot  at 
efining  kitchen-table  economic  issues  that 
lay  unite  Democrats,  attract  independents, 
id  pave  the  way  for  a  spirited  fight  with 
eorge  W.  Bush  in  the  fall.  Only  a  month  ago, 
erry  was  content  to  deliver  somnolent  ser- 
10ns  about  energy  independence  and  the 
treat  of  global  warming.  Result:  a  coast- to- 
)ast  tune-out  by  Democrats.  But  as  Iowa  ap- 
roached,  he  refocused  his  message  on  the 
dddle-class  squeeze:  average  Americans'  struggle  with 
>aring  health  costs,  rising  local  taxes  and  college  tuition,  and 
ib  insecurity.  By  casting  Bush  as  beholden  to  Big  Oil,  giant 
salth-care  combines,  and  wealthy  elites,  Kerry  has  made 
Benedict  Arnold  CEOs"  the  poster  boys  of  his  campaign 
?ainst  "powerful  special  interests." 

For  now,  such  populist  oratory  is  firing  up  Democrats  and 
tdependents.  But  will  it  score  in  the  fall,  when  today's  rapidly 
^aling  economy  could  be  even  healthier?  At  a  minimum,  Ker- 
b's new  tack  will  make  for  an  interesting  election  debate,  giv- 


en its  stark  contrast  with  the  investor- friendly  "ownership  so- 
ciety" rhetoric  and  policies  that  the  President  is  highlighting. 
Kerry,  along  with  North  Carolina's  John  Edwards,  promises 
to  shift  spending  priorities  toward  middle-income  Americans. 
Unlike  Dean,  who  seeks  to  erase  Bush's  entire  $3.5  trillion  tax 
cut  and  has  yet  to  roll  out  promised  payroll-tax  relief,  the  duo 
would  pay  for  their  programs  with  higher  taxes  on  the  rich. 
They  believe  a  Democrat  can  repeal  top -tier  Bush  tax  cuts  with 
impunity  because  income  inequality  has  widened  under  Bush. 
Both  Kerry  and  Edwards— whom  Democratic  elders  are  start- 
ing to  view  as  a  fall  Dream  Team— also  vow  to  reinstitute  a  Clin- 
ton-era top  rate  of  39.6%.  But  many  current  tax  advantages  for 
average  workers  would  be  retained.  Kerry  would  leave  mar- 
riage-penalty relief  and  a  recently  expanded  child  credit  intact. 


KERRY'S  talk  of  repairing 
the  safety  net  could  be 
blunted  by  Bush  initiatives 


Edwards  wants  to  hike  the  capi- 
tal-gains tax  to  25%,  from  the  cur- 
rent 15%  for  those  making  more 
than  $350,000  a  year,  while 
slashing  the  capital-gains  levy  for  the  middle  class.  And  he 
would  shower  families  with  a  bevy  of  new  tax  breaks  for  college 
tuition,  home  purchases,  and  retirement. 

Assuming  that  many  of  Bush's  tax  cuts  are  rolled  back— a  big 
if— Kerry  would  use  the  proceeds  to  sweeten  the  recently  en- 
acted Medicare  prescription-drug  benefit.  He  backs  a  new  cat- 
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Where  the  Middle  Class  Is 
Getting  Squeezed. . . 
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iistics.  Henry  J.  Kaiser  Family  Foundation.  The  College  Board.  Nelson  A.  Rockefeller 
I  Conference  of  State  Legislatures.  National  Association  of  Realtors.  Treasury  Dept 


astrophic  health-insurance  plan,  funded 
in  part  by  subsidies  to  employers.  Ed- 
wards talks  up  a  Hillary  Clinton  plan  to 
require  parents  to  provide  health  insur- 
ance for  their  children,  backed  by  $25 
billion  in  refundable  tax  credits. 

Like  health  care,  education  is  a  cru- 
cial squeeze  issue  that  is  high  on  the 
Democrats'  agenda.  Tuition  at  public 
colleges  rose  14%  this  year,  a  reflection 
of  the  states'  budget  crunch.  Kerry  pro- 
motes a  "universal  college''  plan,  partly 
funded  by  a  tax  credit  on  the  first 
$4,000  of  an  annual  tuition  bill. 
Edwards  goes  further,  proposing  hefty 
tuition  aid  for  kids  willing  to  do  com- 
munity service.  And  for  young  families, 
Kerry  and  Edwards  promise  free  uni- 
versal preschool  and  tax  credits  for 
parents  who  take  time  off  for  the  birth 
of  a  child. 

GOP  Defense 

THE  REPUBLICANS'  first  instinct  is  to 
deride  this  bundle  of  promises  as  Big 
Government  pie  in  the  sky.  But  Bush's 
political  advisers  are  also  taking  defen- 
sive measures  to  blunt  what  could  prove 
to  be  a  potent  set  of  issues.  The  White 
House  plans  to  roll  out  new  Retirement 
Savings  Accounts  and  Lifetime  Savings 
Accounts  in  the  fiscal  2005  budget. 
These  could  be  used  for  everything  from 
sudden  health  costs  to  the  downpay- 
ment  on  a  new  home. 

Bush  is  also  bobbing  and  weaving  on 


health  care.  He  backs  tax  credits  that 
workers  could  use  to  buy  their  own 
health  insurance.  He  is  also  arguing 
that  unscrupulous  tort  lawyers  and 
runaway  malpractice  premiums  under- 
pin much  of  the  rise  in  health  costs. 
Says  Democratic  consultant  Bill  Carrick: 
"That's  a  line  of  argument  that  goes 
down  well  at  the  Chamber  of  Commerce 
but  will  not  work  with  ordinary  people." 

Ultimately,  many  Republicans  believe 
that  middle-class  angst  is  largely  a 
hangover  from  the  three-year  Wall 
Street  bust  and  will  recede  as  stocks 
climb  and  employers  add  more  jobs. 
Judged  by  standards  of  living  and  hous- 
ing-based wealth,  "the  middle  class  in 
America  is  better  off  than  it  ever  has 
been,"  says  Kevin  A  Hassett,  an  Ameri- 
can Enterprise  Institute  economist. 

Who's  correct?  For  now,  a  surging 
John  Kerry  appears  to  be  hitting  all  the 
right  chords.  But  it  remains  to  be  seen 
whether  some  of  the  stressed  Ameri- 
cans he  is  reaching  out  to  will  abandon 
the  GOP  for  Democratic  promises  of 
a  middle-class  safety  net,  especially 
when  Bush  starts  casting  every  Dem 
promise  as  a  new  tax  hike  on  working 
Americans.  "Taxes  are  the  new  third 
rail  of  U.S.  politics,"  says  consultant 
Brian  Lunde,  who  is  organizing 
Democrats  for  Bush.  "The  Democrats 
may  have  just  touched  it."  ■ 

-With  Mike  McNamee  and 

Paul  Magnusson  in  Washington, 

and  Alexandra  Starr  in  Manchester,  N.H. 


EARNINGS 


C0RP0RATI 
PROFITS  R0i 

Tech  was  tops,  up  225 


IF  CORPORATE  PROFITS  ARE  AN 
cation,  the  economy  is  on  a  tear, 
to  a  happy  collision  of  low  intere 
tax  cuts,  and  an  export-boostin 
dollar,  U.S.  companies  post< 
strongest  quarterly  profit  growth  sine 
BusinessWeek's  flash  profit  survey  of  7 


Go-Go  Fourth  Quart 
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INDUSTRIALS 
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Abbott  Laboratories 
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Alcoa 

5,532.0 

Altria  Group 
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Caterpillar 

6.465.C 

ConAgra  Foods  ft 
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ConocoPhillips 

22,240.0 

Delphi 

7,257.0 

DuPont 

6,477.0 

Eastman  Kodak 

3,7781 

INDUSTRIALS 

329,749.9 

Abbott  Laboratories 

5,530.6 

Alcoa 

5,532.0 

Altria  Group 

15,431.0 

Caterpillar 

6,465.0" 

ConAgra  Foods  ft 

3,872.8 

ConocoPhillips 

22,240.0 

Delphi 

7,257.0 

DuPont 

6,477.0 

Eastman  Kodak 

3,778.0 

Ford  Motor 

46,008.0 

General  Electric 

36,771.0 

General  Motors 

49.084.C 

Johnson  &  Johnson 

11,254.0 

Kimberly-Clark 

3,702.1 

Lockheed  Martin 

8,978.0 

Marathon  Oil 

9,960.0 

Merck 

5,627.1 

Nike  ft 

2,837.1 

Pfizer 

14,167.0 

Procter  &  Gamble  ft 

13,221.0 

Raytheon 

5,101.0 

Sara  Lee  ft 

5,017.0 

Schlumberger 

3,670.8 

Sunoco 

4,020.0 

3M 

4,718.0 

Tyson  Foods  f 

6,505.0 

United  Technologies 

8,588.0 

Visteon 

4,459.0 

Weyerhaeuser 

5,145.0 

Wyeth 

4,333.4 

SERVICES 

139,592.3 

Amazon.com 

1.945.8 

American  Express 

7,068.0 

AMR 

4,391.0 

Bank  of  America 

NA 

Bank  One 

NA 

Burlington  Northern  Santa  Fe 

2,492.0 

Cardinal  Health  tt 

16.350.4 

Citigroup 

24,340.0 

Costco  Wholesale  | 

10,521.5 

Delta  Air  Lines 

3,398.0 
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3mpanies  shows  that  fourth-quarter 

:  from  continuing  operations  before 

dinary  items  rose  a  robust  47%  on 

i  sales  increase.  Tech  was  the  big 

•:  Profits  soared  225%,  thanks  partly 

umers'  appetite  for  laptops  and  cell 

;.  Financial  services  also  shined— 

grew  67%  on  continued  strength  in 

iges  and  other  consumer  lending. 

i  only  a  small  sampling  reporting, 

leady  numbers  could  well  be  revised 

is  a  fuller  profit  picture  emerges  over 

Kt  few  weeks.  Still,  this  was  a  stellar 

b\  Analysts  surveyed  by  Thomson 

ball  are  projecting  a  275%  jump  in 

t-quarter  profits  overall  for  the  Stan- 

fc  Poor's  500-stock  index,  on  sales 


gains  of  nearly  10%.  For  all  of  2003,  profits 
at  S&P  companies  are  expected  to  rise  17%. 
One  reason  for  the  big  gains:  Even  as 
sales  growth  gained  momentum,  companies 
were  conserving  cash  and  cutting  costs. 
Texas  Instruments  Inc.,  which  lost  $589 
million  the  previous  year,  posted  a  $512  mil- 
lion profit  on  strong  demand  for  broadband 
gear  and  high-definition  TVs.  Citigroup's 
profits  soared  96%  as  consumer  and  invest- 
ment banking  income  climbed  and  bad 
loans  fell.  Those  sorts  of  numbers  could  be 
hard  to  repeat  as  companies  step  up  their 
own  capital  spending  after  years  on  the  side- 
lines. Still,  with  the  economy  gathering 
steam,  the  profit  outlook  remains  bright.  ■ 
-By  Stanley  Holmes  in  Seattle 
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+12 

0.58 

0.44 

-0.14 

Dow  Jones 

420.7 

+6 

44.3 

+190 

0.43 

0.54 

+0.11 

+51 

0.65 

0.60 

-0.05 

FedEx  ft 

5,920.0 

+4 

91.0 

-63 

0.89 

0.30 

-0.59 

NM 

0.33 

0.39 

+0.06 

FleetBoston  Financial 

NA 

NA 

732.0 

+146 

0.64 

0.68 

+0.04 

+18 

1.06 

1.02 

-0.04 

Goldman  Sachs  Group 

5,829.0 

+15 

971.0 

+92 

1.42 

1.89 

+0.47 

+14 

0.91 

0.97 

+0.06 

JPMorgan  Chase 

NA 

NA 

1,864.0 

NM 

0.74 

0.89 

+0.15 

+15 

0.49 

0.45 

-0.04 

Lehman  Brothers  Holdings 

4,254.0 

+3 

481.0 

+157 

1.58 

1.71 

+0.13 

+77 

1.29 

1.43 

+0.14 

MBNA 

NA 

NA 

703.5 

+30 

0.53 

0.54 

+0.01 

-31 

0.21 

0.15 

-0.06 

McDonald's 

4,555.4 

+17 

125.7 

NM 

0.34 

0.10 

-0.24 

+82 

0.25 

0.63 

+0.38 

McGraw-Hill 

1,222.4 

+7 

215.9 

+60 

0.76 

1.12 

+0.36 

-95 

0.52 

0.03 

-0.49 

McKesson  ftt 

18,231.9 

+22 

120.2 

-10 

0.50 

0.41 

-0.09 

NM 

0.23 

-0.35 

-0.58 

Merrill  Lynch 

6.673.0 

+3 

1,243.0 

+131 

0.98 

1.23 

+0.25 

+47 

0.46 

0.45 

-0.01 

Morgan  Stanley 

9,092.0 

+20 

1,014.0 

+39 

0.86 

0.92 

+0.06 

NM 

1.11 

0.00 

-1.11 

New  York  Times 

882.3 

+5 

110.9 

+3 

0.71 

0.73 

+0.02 

+33 

0.56 

0.62 

+0.06 

Southwest  Airlines 

1,517.0 

+8 

66.0 

+57 

0.10 

0.08 

-0.02 

+24 

0.87 

0.91 

+0.04 

Union  Pacific 

2,965.0 

+5 

333.0 

-10 

1.18 

1.28 

+0.10 

NM 

0.75 

0.77 

+0.02 

UnitedHealth  Group 

7,523.0 

+13 

507.0 

+34 

0.78 

0.83 

+0.05 

+2 

0.66 

0.64 

-0.02 

Wells  Fargo 

NA 

NA 

1,624.0 

+10 

0.96 

0.95 

+0.01 

-23 

0.64 

0.62 

-0.02 

TECHNOLOGY 

77,556.4 

+12 

9,064.5 

+225 

0.23 

0.22 

-0.01 

+18 

0.61 

0.66 

+0.05 

Amgen 

2,346.3 

+33 

546.9 

+20 

0.51 

0.41 

-0.10 

-77 

0.52 

0.08 

-0.44 

Apple  Computer  + 

2,006.0 

+36 

63.0 

NM 

0.14 

0.17 

+0.03 

+22 

1.26 

1.30 

+0.04 

IBM 

25,913.0 

+9 

2,716.0 

+42 

1.49 

1.56 

+0.07 

+40 

0.52 

0.52 

- 

Intel 

8,741.0 

+22 

2,173.0 

+107 

0.29 

0.33 

+0.04 

-10 

0.39 

0.39 

- 

Lucent  Technologies  f 

2,259.0 

+9 

338.0 

NM 

-0.01 

0.07 

+0.08 

NM 

0.43 

0.40 

-0.03 

Microsoft  ft 

10,153.0 

+19 

1,549.0 

-17 

0.30 

0.14 

-0.16 

-41 

0.83 

0.47 

-0.36 

Motorola 

8,023.0 

+4 

489.0 

+181 

0.13 

0.20 

+0.07 

+21 

0.75 

0.77 

+0.02 

Oracle  ft 

2,498.0 

+8 

617.0 

+15 

0.11 

0.12 

+0.01 

+46 

0.27 

0.16 

-0.11 

Sanmina-SCI  + 

2,970.3 

+17 

15.8 

NM 

0.04 

0.03 

-0.01 

+10 

1.13 

1.16 

+0.03 

Solectron  f 

2,696.8 

+1 

-52.2 

NM 

-0.02 

-0.06 

-0.04 

NM 

-0.17 

-6.87 

-6.70 

Sun  Microsystems  ft 

2,888.0 

-1 

-125.0 

NM 

-0.05 

-0.04 

+0.01 

-27 

0.47 

0.41 

-0.06 

Texas  Instruments 

2,770.0 

+29 

512.0 

NM 

0.17 

0.29 

+0.12 

-79 

0.66 

0.25 

-0.41 

Xerox 

4,292.0 

+1 

222.0 

NM 

0.15 

0.22 

+0.07 

+72 

0.79 

0.81 

+0.02 

UTILITIES  &  TELECOM 

37,866.7 

-3 

2,421.9 

-20 

0.34 

0.25 

-0.09 

NM 

0.29 

0.17 

-0.12 

Alltel 

2,013.7 

+5 

258.9 

+6 

0.77 

0.83 

+0.06 

+14 

0.59 

0.60 

+0.01 

AT&T 

8,099.0 

-13 

340.0 

NM 

0.46 

0.43 

-0.03 

NM 

-1.17 

-0.70 

+0.47 

AT&T  Wireless  Services 

4,215.0 

+4 

-84.0 

NM 

0.01 

-0.03 

-0.04 

+4 

1.77 

1.83 

+0.06 

BellSouth 

5,742.0 

+1 

787.0 

+37 

0.50 

0.43 

-0.07 

-29 

0.80 

0.53 

-0.27 

Consolidated  Edison 

2,279.0 

+11 

50.0 

-59 

0.61 

0.19 

-0.42 

+12 

0.56 

0.61 

+0.05 

Dominion  Resources 

3,016.0 

+11 

11.0 

-97 

1.02 

0.03 

-0.99     o 

+4 

0.88 

0.87 

-0.01 

FPL  Group 

2,435.0 

+19 

147.0 

+11 

0.74 

0.81 

+0.07     ^ 

+96 

0.89 

0.91 

+0.02 

SBC  Communications 

10,067.0 

-10 

912.0 

-61 

0.34 

0.28 

-0.06     £ 

+10 

0.31 

0.34 

+0.03 

t  First-quarter  results  ft  Second-quarter  results  ftt  Third-quarter  results  NM 

=  not  meaningful 

NA  =  not  available 

H 
S 

NM 

-1.66 

-2.69 

-1.03 

Data:  Standard  &  Poor's  Compustat 

Earnings  estimate  data  provided  by  Thomson  First  Call    2. 
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COMMENTARY 


BY  BRUCE  NUSSBAUM 


Harmony  and  Belly  Dancing  at  Davos 

This  year,  anti-Americanism  was  a  faint  memory,  and  practical  concerns  reigne 


THE  WORLD  ECONOMIC  FORUM 
in  Davos,  Switzerland,  was  re- 
markable for  what  didn't  hap- 
pen this  year.  The  virulent 
anti-Americanism  that  defined 
Davos  in  2003  in  the  runup  to  the  Iraq 
war  was  gone,  along  with  the  violent 
demonstrations.  The  economic  gloom 
hanging  over  the  annual  meeting  of  glob- 
al elites  since  2001  lifted.  The  Saturday 

night  gala  was  back,  with  black-tie  CEOs  and  their 
begowned  wives  hoofing  it  to  a  belly-dancing 
singer  backed  by  an  eight-piece  band. 

Even  this  year's  theme,  Partnering  for  Security 
and  Prosperity,  lacked  the  usual  edge  and  vigor  of 
previous  conference  topics.  Perhaps  it  was  the  ex- 
ceptionally heavy  snowfall  blanketing  the  Swiss 
ski  resort  that  muted  a  sharp  point  of  view.  Be- 
neath the  surface,  though,  away  from  the  large  ple- 
nary sessions,  in  smaller  panels,  at  lunches,  din- 
ners, and  nightcap  discussions,  extremely 
important  issues  were  discussed.  Here's  how  three 
in  particular— China,  technology,  and  growth— de- 
fined Davos  this  year. 

GOT  A  PROBLEM?  CHINA'S  THE  SOLUTION.  Chi- 
na's growing  size  and  importance  insinuated  itself 
into  practically  every  session  at  Davos.  The  dollar 
is  weak:  China  should  revalue.  The  huge  U.S. 
budget  deficit  has  to  be  financed:  China  is  buying 
billions  in  Treasury  bills.  Faster  global  economic 
growth?  China  is  a  locomotive.  The  euro  is  too 
strong:  Change  the  Chinese  currency.  Where  is 
high  tech  going?  Better  figure  in  China  (and  In- 
dia). North  Korean  nuclear  proliferation  is  a 
threat:  Washington  counts  on  China  to  lean  on  Pyongyang. 

There  were  also  surprising  revelations  about  doing  business  in 
China  at  Davos.  Victor  Chu,  chairman  and  chief  executive  officer 
of  First  Eastern  Investment  Group  in  China  and  a  well-connect- 
ed, significant  investor  in  that  nation,  predicted  that  Beijing  will 
revalue  the  yuan  within  nine  months  by  pegging  it  to  a  basket  of 
currencies,  not  just  the  dollar.  That  would  be  a  shocker— everyone 
expects  China  to  wait  much  longer  to  revalue  the  currency. 

Chinese  engineers  are  proving  to  be  no  fools.  They're  looking 
at  what  engineers  earn  in  Silicon  Valley  and  Europe  and  are 
charging  more  for  their  work.  Today,  it  costs  as  much  to  hire  a 


first-rate  engineer  in  Shanghai  as  it  does  to  hire  one  in 
Czech  Republic  or  India.  And  tomorrow?  Global  labor  mark 
are  pushing  up  wages  in  Asia,  and  the  high-tech  wage  gap 
closing  fast.  CEOs,  take  note. 

Carlos  Ghosn,  head  of  Nissan  Motor  Co.,  says  his  car  cor 
pany  makes  big  profits  as  the  largest  foreign  investor  in  CI 
na.  But  Ghosn  says  it  is  still  cheaper  to  export  a  world-ch 
auto  from  Japan  than  from  China.  Why?  Demography  is  de 
tiny.  Japan's  exceptional  productivity  and  quality  control  mo 
than  compensate  for  its  expensive  labor— for  the  momei 
at  least. 

A  panel  on  global  demographic  trends  suggested  that  Chii 
may  have  an  aging  problem.  Unlike  India  and  other  developii 
countries,  China's  population  is  agir 
quickly  due  to  its  one-child-per-househo 
policy.  By  the  time  China  begins  to  rival  tl 
U.S.  economically  in  2040,  it  could  face 
sharp  decline.  Demography  is  destiny. 

TECHNOLOGY:  THE  KILLER  APP  IS  R( 

Hewlett-Packard's  Carleton  S.  Fiorina  ai 

Cisco  Systems'  John  T.  Chambers  we 

ubiquitous  at  Davos,  as  were  other  higl 

tech  CEOs  such  as  Dell's  Michael  S.  De 

3Com"s  Bruce  L.  Claflin,  Akamai  Technoh 

gies'  Paul  L.  Sagan,  and,  of  course,  M 

crosoffs  William  H.  Gates  III.  The  goc 

news  is  that  the  high-tech  elite  believe  th 

shape  of  the  tech  recovery  is  now  in  vieA 

after  three  years  of  "no  visibility."  The  ba 

news  is  that  there  will  be  no  repeat  of  th 

boom  years  in  the  '90s.  This  time  arounc 

it's  not  speed,  capacity, 

coolness  that  counts.  Evei 

dime  now  being  spent  o 

technology  has  to  improv 

the  bottom  line.  "CIOs  wi 

spend  money  on  informs 

tion    technology    only    t 

raise    [return    on    invest 

mem],"  said  Fiorina. 

Moreover,  compame 
have  learned  that  informa 
tion  technology  isn't  a  silve 


ClOswill 
spend  money 
on  information 
technology  only 
to  raise  ROF 


-Carleton  S.  Fiorina 

Chairman  and  CEO 

Hewlett-Packard 


bullet.  New  IT  must  b 
combined  with  organizational  changes  to  achieve  real  pro 
ductivity  gains. 

What  kind  of  technology  are  companies  and  consumer 
buying?  Think  security,  simplicity,  and  mobility.  Security  is  a 
the  top  of  the  list  for  companies  as  virus  attacks  on  network 
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grow.  But  as  more  software  is  added  to 
block  hackers,  networks  are  slowing 
down— one  reason  making  technology 
easier  to  use  was  a  key  theme.  HP's  Fio- 
rina reminded  people  that  consumers 
don't  have  a  help  desk  in  their  homes. 
And  big  money  is  going  into  Wi-Fi,  the 
technology  dujour. 

GROWTH:  WILL  THE  TWIN  DEFICITS 
UNDERMINE  THE  U.S.  RECOVERY?  The 
sustainability  of  the  U.S.  economic  re- 
covery was  a  key  topic  at  Davos.  The 
buzzword  heard  everywhere  was  "im- 
balances." George  Soros  told  a  media 
audience  at  dinner  that  he  expects 

2004  to  be  a  boom  in  America  but 

2005  to  be  a  bust.  Why?  Rising  budget 
deficits  may  scare  off  foreign  investors, 
seriously  hurt  the  dollar,  and  send  in- 
terest rates  higher. 

Morgan  Stanley's  Stephen  Roach, 
that  perennial  bear,  said  that  the  job- 
less recovery  and  growing  budget  and 
current  account  deficits  make  the  U.S. 
recovery  extremely  weak.  He  cited  a 
new  "global  labor  arbitrage  between 
high-wage  and  low-wage  countries''  as 
the  source  of  the  unusual  lack  of  job 
creation  in  this  phase  of  the  business 
cycle.  Many  at  the  conference  pointed 
out  that  the  only  dollar-buyers  these 
days  are  the  central  banks  of  China  and 
Japan.  Foreign  in- 
vestors are  avoiding 
stocks  and  bonds. 
That  leaves  the  dol- 
lar in  a  vulnerable 


SOROS:  Will 
2005  be  a  bust 
in  the  U.S.? 


position. 

So  the  big  debate 
at  Davos  was  over 
whether  or  not  the 
U.S.  will  be  able  to  fi- 
nance its  growing 
twin  deficits— and  at 
^^^  what    cost.     Laura 

D'Andrea  Tyson, 
dean  of  the  London  Business  School 
(and  Economic  Viewpoint  columnist  for 
BusinessWeek),  summed  it  up  neady  by 
saying  either  Alan  Greenspan  or  Robert 
E.  Rubin  will  eventually  be  proved  right. 
Greenspan  says  that  global  financial 
markets  will  provide  all  the  capital  need- 
ed to  finance  the  U.S.  as  long  as  the  econ- 
omy remains  productive.  Rubin  says  a 
crisis  of  confidence  may  well  occur 
among  investors  if  there  is  no  improve- 
ment in  the  twin  deficits.  That  could  send 
the  dollar  crashing  down,  spike  interest 
rates,  and  trigger  another  downturn. 

These  are  positively  Davosian  issues 
to  ponder.  Not  many  problems  are 
solved  at  the  meeting,  but  the  most  im- 
portant questions  are  certainly  raised.  ■ 


PUMPING  UP 

Production  is 
on  the  rise 


•  * 


.:ki>' 


ENERGY 


WHY  IS  OIL 

SO  EXPENSIVE  AGAIN? 

More  demand  and  fears  of  Mideast  extremism 
are  two  reasons,  but  prices  could  ease  soon 


It  wasn't  supposed  to  be  this  way. 
As  recentiy  as  last  summer,  many 
experts  were  predicting  that  by 
now  oil  prices  would  have  fallen 
into  the  mid-$20s  per  barrel.  Af- 
ter all,  the  U.S.  invasion  of  Iraq 
didn't  destabilize  the  Middle 
East,  as  some  feared,  and  Saddam  Hus- 
sein didn't  set  Iraq's  oil  fields  ablaze. 

Yet  oil  is  nearly  as  expensive  as  it  was 
on  the  eve  of  the  Iraq  war,  when  prices 
hit  a  13-year  high  of  $38  a  barrel.  In- 
deed, since  Dec.  1,  prices  have  risen  13%, 
to  more  than  $33,  after  briefly  touching 
$36.  Gasoline,  too,  has  soared.  Prices  av- 
eraged just  over  $1.66  a  gallon  at  the 
end  of  January,  up  15$  from  mid-De- 
cember, to  the  highest  ever  for  a  winter 
month.  Says  Fadel  Gheit,  an  oil-compa- 
ny analyst  at  Oppenheimer  &  Co.:  "If 
someone  had  told  me  six  months  ago 
that  we  would  enter  2004  with  oil  at 
$34,"  he  says,  "I  would  have  said  you 
must  be  smoking  something." 


What's  going  on?  Last  year's  fear 
have  been  replaced  by  a  new  set  of  woi 
ries:  Islamic  extremism  will  destabiliz 
Saudi  Arabia,  which  owns  the  world" 
biggest  oil  deposits.  The  amount 
proved  reserves  held  by  Western  oil  com 
panies  will  shrink  as  others  follow  Roya 
Dutch/Shell  Group's  lead  in  restatini 
numbers.  And— the  most  common  wor 
ry— rapid  growth  in  China  and  the  U.S.  i 
exceeding  oil  supplies.  Phil  Flynn,  senio 
energy  analyst  at  Chicago -based  Alaroi 
Trading  Corp.,  thinks  crude  oil  will  hi 
$40  a  barrel  this  year.  Says  Flynn 
"More  demand  for  oil  will  cause  prices  t< 
go  up.  It's  as  simple  as  that." 

GROWING  SUPPLIES 

ARE  THE  DOOMSAYERS  right?  Don't  be 
on  it  Oil  is  already  down  $3  from  its  Jan 
20  peak  of  $36.20  on  the  New  York  Mer 
candle  Exchange,  and  there  are  reason; 
to  expect  a  further  slide.  Whatever  th( 
long-term  oudook  for  the  Saudi  roya 
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family  right  now  it's  in  charge— and 
\g  prices  down.  Shell's  restatement 
of  reserves  doesn't  reduce  how  much  oil  is 
actually  in  the  ground,  and  neither  would 
other  companies'  restatements. 

And  while  stronger  global  growth  is 
boosting  oil  demand,  supply  is  increas- 
ing, too,  because  high  prices  are  trigger- 
ing more  exploration  and  production. 
Add  it  all  up,  and  there's  a  good  chance 
that  prices  will  average  below  $30  this 
year.  "Prices  at  these  levels  are  unsus- 
tainable," argues  John  P.  Kilduff,  senior 
vice-president  of  commodity  trader  Fimat 
USA  Inc.  in  New  York. 

Who's  right  matters,  because  costly  oil 
hurts  the  economy  by  driving  up  prices  of 


LOS  ANGELES  Gas  prices 
are  the  highest  ever 
for  a  winter  month 


to  sock  away  oil  in  the  Strategic  Petrole- 
um Reserve,  subtracting  it  from  the  con- 
sumable supply.  While  the  Energy  Dept. 
says  the  additions  haven't  vaffected  oil 
prices,  estimates  of  the  impact  by  out- 
siders range  from  60<t  to  $6  a  barrel. 

Globally,  labor  unrest  and  conflict  in 
such  key  oil  states  as  Venezuela,  Nigeria, 
and  Indonesia  have  impaired  crude  pro- 
duction. And  there  are  signs  that  the  fall 
of  the  dollar  against  the  euro,  yen,  and 
other  currencies  has  increased  OPEC's  de- 
sire for  a  higher  dollar  price  for  its  oil. 

The  good  news  is  that  oil  supplies 
seem  to  be  keeping  up  with  demand— 
and  that  should  help  bring  down  prices. 
While  U.S.  inventories  are  at  their  lowest 


Prices  are  near  their 
pre-lraq-war  peaks.., 


...pushing  up 
U.S.  oil  share  prices*... 


...and  encouraging  oil 
companies  to  ramp  up 
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VARIES  SLIGHTLY  FROM  YEAR  TO  YEAR 


everything  from  gasoline,  diesel,  and 
home  heating  oil  to  jet  fuel  and  petro- 
chemicals. On  the  other  hand,  a  drop  in 
oil  could  give  a  boost  to  the  recovery.  If  oil 
averages  $28  a  barrel  this  year  instead  of 
$33,  it  could  add  nearly  a  half  percentage 
point  to  growth,  says  Mark  M.  Zandi, 
chief  economist  ofEconomy.com  Inc. 

BETTING  ON  A  FALL 

FOR  THE  MOMENT,  though,  oil  prices 
are  higher  than  almost  anyone  expected. 
Long-term  fears  about  imbalances  in  the 
oil  market  have  been  compounded  by 
other  factors.  For  one,  the  U.S.  continues 


levels  since  1975,  there  is  scant  evidence 
of  a  worldwide  shortage.  A  prime  topic  at 
the  Feb.  10  meeting  of  OPEC  ministers 
will  be  their  fear  that  a  glut  of  oil  could 
pressure  prices  in  coming  months. 
Traders  on  the  New  York  Merc  are  betting 
that  crude  prices  will  drop  another  $3  a 
barrel  by  August.  And  in  a  switch  from 
the  usual  pattern,  the  August  futures 
price  of  wholesale  gasoline  is  4<t  lower 
than  the  February  price— reducing  the 
likelihood  of  a  big  surge  in  pump  prices 
during  the  summer  driving  season. 

Behind  the  supply  increase  is  the  fact 
that  prices  have  stayed  high  long  enough 


to  encourage  more  production.  Citing 
pickup  in  drilling  by  its  customer 
Schlumberger  Ltd.,  the  world's  largest  oi 
services  firm,  reported  a  48%  increase  i 
pretax  operating  income  on  a  12%  re^ 
enue  gain  in  the  fourth  quarter. 

The  increased  activity  is  broad-baset 
and  has  been  in  the  works  for  the  pa 
couple  of  years.  Worldwide  exploratior 
and-production  budgets  of  335  oil  an 
gas  companies  for  2004  are  up  4%  froi 
actual  spending  in  2003  and  up  a  re 
spectable  14%  from  2002,  according  t 
James  D.  Crandell  of  Lehman  Brother 
Inc.  As  usual,  the  quickest  to  react  ar 
smaller  companies  that  invest  in  smaller 
cheaper  projects.  Crandell  says  Houston 
based  Noble  Energy  Inc.  is  raising  it 
exploration- and-production  budget  219 
this  year,  to  $278  million,  while  Unoca 
Corp.  is  boosting  its  budget  13%,  ti 
$700  million. 

SLOW  WORLDWIDE  GROWTH 

ALONG  WITH  OIL  prices,  oil  stocks  hav< 
risen  sharply  since  the  end  of  Novembei 
While  the  Standard  &  Poor's  500-stocl 
index  is  up  8%  over  the  period,  its  oil-fielc 
services  index  is  up  29%.  In  another  sigr 
of  life,  initial  public  offerings  of  energy 
stocks  have  returned  to  the  market 
Transocean,  a  Houston-based  drilling 
company,  plans  to  sell  20%  of  its  TODCC 
unit,  which  operates  in  the  Gulf  of  Mexi 
co,  in  an  offering  that  values  the  unit  a< 
$700  million  to  $800  million. 

At  the  same  time  that  supply  is  grow- 
ing, the  increase  in  demand  isn't  aj 
marked  as  many  assume.  Yes,  oil  con- 
sumption has  been  increasing  6%  a  year 
in  China.  And  the  unexpected  surge  ol 
growth  in  the  world's  biggest  consumer 
of  oil,  the  U.S.— which  expanded  at  an  un 
sustainable  rate  of  more  than  8%  in  the 
third  quarter— has  pumped  up  demand. 

But  many  other  nations  have  kept  us 
age  flat  or  falling  because  of  slow  growth, 
a  switch  to  other  fuels,  and  better  effi 
ciency.  The  bottom  line?  The  Energy 
Dept.  says  that  world  growth  in  petrole 
um  consumption  has  averaged  just  15%  a 
year  since  1995,  despite  China's  growth. 

As  the  last  year  shows,  being  optimistic 
about  oil  prices  is  a  risky  business.  Ter- 
rorism could  still  destabilize  the  oil-rich 
Middle  East.  Or  a  strong,  synchronized 
global  recovery  could  cause  oil  demand  to 
race  ahead  of  supply,  at  least  temporarily. 
On  the  whole,  though,  the  likelihood  is 
that  prices  are  headed  down  from  here, 
not  up.  ■ 

-By  Peter  Coy  in  New  York  and 

Stephanie  Anderson  Forest  in  Dallas,  with 

Stanley  Reed  in  London 
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PHARMACEUTICALS 

FAKE  DRUGS, 
REAL  DISASTER 

As  operators  get  more  canny,  the  FDA  is 
cracking  down  on  counterfeit  medicine 


( 


THE  10,000  TABLETS 
seized  in  Alaska  a  year  ago 
looked  just  like  Viagra. 
But  Food  &  Drug  Adminis- 
tration agents  had  infor- 
mation that  the  haul  was 
the  first  installment  of 
40,000  phony  pills  en  route  from  Beijing 
to  Los  Angeles.  And  on  Jan.  9,  authorities 
filed  their  first  charges  in  the  case  when  a 
grand  jury  indicted  Chris  Do,  the  propri- 
etor of  a  Glendale  (Calif.)  health-food 
wholesaler,  and  charged  him  with  selling 
counterfeit  pills.  Do  pleaded  not  guilty. 

Federal  investigators  say  the 
case  is  emblematic  of  a  growing 
problem:  Everything  from  phony 
Viagra  to  Lipitor  is  showing  up  at 
legitimate  pharmacies.  The  FDA 
says  its  counterfeiting  caseload 
has  tripled,  to  20-plus  a  year,  since 
2000,  as  drug  pirates  have  be- 
come increasingly  adept  at  mak- 
ing medicines  that  look  like  the 
real  thing.  Warns  FDA  Commis- 
sioner Mark  B.  McClellan: 
"[This]  medical  black  market  en- 
dangers public  health  and  cannot 
be  tolerated." 

While  the  FDA  says  counterfeit- 
ing represents  less  than  2%  of  the 
$172  billion  prescription  drug 
market,  it's  cracking  down.  Be- 
sides protecting  legitimate  drug- 
makers,  which  are  taking  steps 
themselves  to  halt  the  scourge,  the 
agency's  main  concern  is  public 
safety.  Phony  drugs  have  killed  a 
handful  of  Americans  since  2000, 
either  through  contamination  or 
because  a  drug  contained  no 
medicine.  Says  William  K.  Hub- 
bard, the  FDA's  senior  associate 
commissioner  for  policy  and  plan- 
ning: "We've  been  lucky  so  far." 
For  years,  drug  counterfeiting 


was  the  province  of  amateur  chemists 
making  small  batches  of  pills,  both  in  the 
U.S.  and  overseas.  But  in  recent  years,  say 
federal  investigators,  more  sophisticated 
players  have  elbowed  these  operators 
aside.  They're  drawn  by  high  margins 
and  low  penalties.  In  a  bust  conducted  in 
South  Florida  last  February,  a  man  of- 
fered to  sell  1,800  vials  of  fake  Procrit  to 
undercover  agents  for  $36,500,  say  in- 
vestigators. Thaf  s  good  money  for  vials 
filled  with  tap  water.  Eddy  Gorrin,  who 
pleaded  guilty  to  selling  the  bogus  meds, 
got  37  months  in  jail,  a  fight  penalty  com- 


A  Rise  In  Phony  Meds 


MAY,  2002  Counterfeiters 
substitute  aspirin  in  some 
bottles  of  schizophrenia 
drug  Zyprexa 

JUNE, 2003  Three  men  in 
Florida  plead  guilty  to 
distributing  phony  Procrit 

JULY,  2003  Counterfeiting 
prompts  the  recall  of 
200,000  bottles  of 
cholesterol-lowering 
drug  Lipitor 


AUGUST,  2003  An  FDA 

raid  reveals  88%  of 
imported  drugs  at  a 
Southern  California  mail 
facility  are  phony  or 
contaminated  or  include 
unapproved  ingredients 

JANUARY,  2004  A  Los 

Angeles  businessman 
pleads  not  guilty  to 
charges  of  selling 
counterfeit  Viagra 


pared  with  the  fife  sentences  imposed 
traffickers  in  illicit  drugs. 

The  new  generation  of  counterfeite 
have  myriad  ways  to  make  a  buck.  Th 
steal  legitimate  drugs  or  buy  them  on 
black  market,  often  repackaging  low-do 
meds  to  make  them  appear  to  conta 
higher  dosages.  Other  times,  they  procu 
expired  drugs  and  resell  them.  Incre; 
ingly,  though,  they  are  either  cooking 
their  own  watered-down  versions 
drugs,  which  are  just  good  enough 
pass  the  first  round  of  authenticity  testi 
conducted  by  distributors,  or  they're 
ing  bottles  with  inexpensive  look-alik 
To  further  boost  the  legitimacy  of  th 
products,  the  pirates  produce  almost-pe| 
feet  fakes  of  labels,  bar  codes,  comp 
logos,  and  even  holographic  safely  seal 

CAT  AND  MOUSE 

HOW  DO  THE  DRUG  pirates  move  the 
product?  In  Florida,  a  grand  jury  coi 
eluded  last  year  that  they  channel  the 
through  legitimate  wholesalers.  It  fou 
that  some  wholesalers  sell  counterfeits  t 
one  another,  until  the  phony  drugs  b 
come  untrackable,  moving  undetecte 
into  national  distribution.  Florida  is  cu 
rently  investigating  55  wholesalers.  Th 
proliferation  of  online  drugstores  als 
makes  it  easier  for  counterfeiters  to  s 
their  phony  meds. 

While  many  drug  pirates  are  lc 
cated  overseas— beyond  the  reac 
of  U.S.  law  enforcement— feder, 
investigators  and  drug  comp< 
nies  are  rolling  out  the  heavy  a 
tillery  at  home.  The  FDA  h 
launched  a  special  task  force,  s 
far  arresting  44  suspects  and  win 
ning  27  convictions.  Drug  giant 
such  as  Eh  Lilly,  Pfizer,  and  John 
son  &  Johnson  are  asking  hospi  F( 
tals  and  HMOs  to  order  directl 
from  them  or  through  company 
certified  distributors.  McKesso 
Corp.,  the  nation's  largest  druj 
distributor,  has  limited  buyinj 
from  secondary  wholesalers  t< 
less  than  1%  of  its  inventory  and  i 
developing  technology  to  track  al 
the  medicine  that  moves  througl 
its  distribution  pipeline. 

Still,  neither  the  FDA  nor  th< 
drug  companies  has  any  illusion 
about  shutting  down  the  counter 
feiters.  "It's  an  ever-intensifying 
game  of  cat  and  mouse,"  says  Dil 
lard  W  Howell,  Eli  Lilly  &  Co.'s  di 
rector  of  global  product  protec 
lion.  At  best,  Lilly  hopes  to  be  th< 
cat  more  often  than  the  mouse.  I 
-By  Charles  Haddad  in  Atlantc 


1 


Data:  -"ood  &  Drug  Administration.  Justice  Dept. 
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MON-STOP     FLIGHT.     NON-STOP     COMFORT. 


FOR   THE    FIRST   TIME    EVER,   YOU    CAN    FLY   NON-STOP 

BETWEEN    LOS   ANGELES  AND   SINGAPORE   WITH    SINGAPORE   AIRLINES'   NEW  A345 LEADERSHIP, 

On  February  3rd,  2004,  Singapore  Airlines  introduces  daily  non-stop  service  between  Los  Angeles 
and  Singapore.  Designed  with  the  executive  traveler  in  mind,  our  A345LeaderShip  features 
two  exclusive  cabins.  Experience  an  even  more  luxurious  Raffles  Class,  and  our  acclaimed 
SpaceBed,  the  biggest  business  class  bed  in  the  sky.  Unique  to  the  A345LeaderShip, 
our  new  Executive  Economy  Class  offers  wide,  roomy 

seats,  and  a  stand-up  passenger  area  where  you  can  socialize  and  enjoy  a  snack.  Together  with  in-seat 

power  for  laptops  and  KrisWorld,®  the  world's  most  advanced  inflight  entertainment  system,  the  executive 

traveler  can  work  or  relax  in  even  greater  space  and  comfort.  All,  of  course,  while  enjoying  the  inflight 

service  even  other  airlines  talk  about.  www.singaporeair.com/usa 
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HEADLINER 

HARRY  M. 
JANSEN 


TIME  FOR 
NEW  BLOOD 

After  lowering  earnings 
forecasts  four  times  in  the 
past  15  months,  Baxter 
International's  chairman  and 
chief  executive  is  calling  it 
quits.  Harry  Jansen  Kraemer 
Jr.,  49,  announced  on  Jan.  26 
that  he'll  leave  the  medical- 
products  maker  once  a 
successor  is  found. 

Kraemer  has  been  CEO  of 
the  $8.1  billion  company  for 
five  years  and  was  Baxter's 
chief  financial  officer  before 
that.  Initially,  Kraemer  wowed 
investors  with  steadily  higher 
profits  and  sales,  thanks 
mostly  to  new  biood  products. 
But  he  clearly  lost  his  cred- 
ibility after  a  string  of  disap- 
pointments. The  latest  a 
December,  when  Baxter  said 
fourth-quarter  operating 
profits  would  inch  up  7%  or  so. 
instead  of  leaping  27%  to  44%. 
Baxter  shares,  which  closed  on 
Jan.  28  at  $28.78,  are  down  by 
half  f  i  om  their  2002  peak,  and 
the  Securities  &  Exchange 
Commission  is  investigating 
Baxter's  forecasting. 

With  no  clear  second  in 
command  ready  to  step  up, 
the  Deerfield  (lil.)-based 
company  is  expected  to  go 
outside  for  its  next  chief. 

-Michael  Arndt 


A  RIVER  OF 
BLACK  INK 

It  only  took  eight  years.  On 
Jan.  27,  Amazon.com 
announced  its  first  full-year 
profit,  reporting  net  earnings 
of  $35.3  million  for  2003  on 
a  34%  jump  in  sales,  to  $5.3 
billion.  Yet  shares  fell  7%  the 
next  day,  to  $51.96.  Given  the 
stock's  185%  gain  since  the 
start  of '03— and  with  a  lofty 
price-earnings  ratio  of  70— 
investors  felt  the  good  news 
was  already  priced  in.  Many 
also  noted  that  gross  margins 
slipped  a  point  in  the  fourth 
quarter,  to  22%,  raising 
concerns  that  discounting 
and  free  shipping  are  taking 
a  toll.  CEO  Jeffrey  Bezos  has 
no  plans  to  back  off  from  his 
low-price  strategy  and  raised 
Amazon's  2004  sales  forecast 
to  $6.2  to  $6.7  billion,  or  18% 
to  27%  growth. 


CATCHING  A 
BREAK TODAY 


So  much  for  mad  cow  disease. 
McDonald's  reported  on  Jan.  26 
*t  it  returned  to  profitability 
he  fourth  quarter,  after 
posting  its  first-ever  quarterly 
loss  a  year  earlier.  After  the 
first  case  of  bovine 
spongiform  encephalopathy 
was  found  in  the  U.S.  in 
December,  investors  worried 
the  Big  Mac  would  take  a  hit  if 
people  stopped  eating 
burgers.  But  McDonald's  said 
U.S.  sales  jumped  14%  in 
December,  helping  to  boost 


net  income  to  $125.7  million 
on  a  17%  rise  in  sales,  to  $4.55 
billion.  McDonald's  also  got  a 
lift  from  its  new  McGriddle 
breakfast  sandwiches  and 
premium-priced  salads.  This 
year,  CEO  James  Cantalupo 
sees  even  better  numbers.  For 
one,  he  says,  McDonald's 
shouldn't  be  taking  any  big 
charges;  it  wrote  off  $323 
million  in  the  fourth  quarter, 
mostly  for  selling  off  some  of 
its  outside  ventures. 


SEARED 
AT SEARS 

Sears  Roebuck  told  its 
employees  on  Jan.  27  that  it 
will  phase  out  its  pension 
plan  and  cut  compensation 
packages  for  many  salaried 
workers.  Why?  To  become 
more  cost- competitive  with 
retailers  such  as  Wal-Mart 
Stores.  Sears  said  workers 
under  40  will  shift  to  401(k) 
plans,  and  stock  option 
grants  will  be  dropped  for 
salaried  employees  below 
director  level.  Bonuses  will 
also  be  reduced,  though  20% 
of  hourly  workers  will  receive 
raises.  The  moves  come  as 
Sears'  efforts  to  revamp  its 
stores  have  done  little  to 
reverse  a  nearly  three -year 
slide  in  sales. 


MUTUAL-FUND 
FEE-FOR-ALL 

Is  the  mutual-fund  industry 
starting  to  get  it?  On  Jan.  27, 
in  an  effort  to  win  back 
business  after  market-timing 
charges,  Putnam  Investments 
announced  that  it  will  cut  the 
sales  fees  on  its  mutual  funds 
from  5.75%  of  assets  to 
5.25%.  Beleaguered  MFS 
Investment  Management  plans 
to  cut  fees  as  well,  while 
Oppenheimer  Funds  expects  to 
present  new  fee  proposals  to 
its  board  in  February.  Alliance 
Capital  Management  Holding, 
also  caught  up  in  the  mutual- 


fund  scandal,  announced 
back  in  December  that  it 
would  reduce  fees.  But  don' 
count  on  any  discounts  fror 
fund  firms  already  low  on 
fee  scale,  such  as  American 
Funds.  It  says  it  has  no  plans| 
to  lower  its  charges. 


ETCETERA... 

>  >  Cargill  is  merging  its 
fertilizer  operations  with  IM( 
Global. 

»  ExxonMobil  was  ordered  ti 
pay  nearly  $7  billion  to 
victims  of  the  1989  Exxon 
Valdez  oil  spill. 
»  AOL  lost  1.6%  of  its  24.7 
million  subscribers,  the  fifth 
straight  quarterly  decline. 
»  Kraft  will  close  20  factorie: 
and  slash  payrolls  by  20% 
worldwide  over  three  years. 


CLOSING  BELL 


On  Jan.  28,  Tenet 
Healthcare  said  it 
will  sell  about  a 
quarter  of  its  100 
hospitals  and  take  a 
$1.4  billion  charge 
in  the  fourth 
quarter.  Facing 
probes  into  billing 
practices,  Tenet  is 
expected  to  report 
net  losses  through 
2004.  Its  shares  fell 
18%,  to  $13.18,  on 
the  news. 


DOLLARS 


JAN.  21.  '04  JAN.  28 

Data:  Bloomberg  Financial  Markets 
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Can  you  see  it? 


c 


/ 


Middleware 


Key 


1.  Instantly  admitting  patient. 

2.  Immediately  processing  claim. 

3.  Automatically  approving  procedure. 

4.  Constantly  tracking  treatment. 

5.  Directly  assessing  costs. 


MIDDLEWARE  IS  IBM  SOFTWARE.  Powerful  software 
including  DB2T  Lotus' Rational"  Tivoli"  and  WebSphere*  that 
develops,  integrates  and  manages  your  applications  and 
systems.  Everything  is  efficient  and  seamless.  Across  the 
board.  Across  platforms.  Microsoft*  Oracle.  Sun.  You  name  it. 
IBM's  flexible  open  middleware  can  connect  it  all.  It's  instant 
business  benefit.  Instant  customer  satisfaction.  On  demand. 
(©business  on  demand  "at  ibm.com/software/integrate 


IBM.  DB2,  Lotus.  Tivoli.  WebSphere,  the  e-buscness  logo  and  e-business  on  demand  are  registered  trademarks  or  trademarks  of  International  Business 
Machines  Corporation  in  the  United  States  and/or  other  countries.  Rational  is  a  trademark  of  International  Business  Machines  Corporation  and  Rational 
Software  Corporation  in  the  United  States,  other  countries  or  both.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and/or 
other  countries.  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  of  others,  c  2003  IBM  Corporation.  All  rights  reserved. 


LTH  MANAGEMEK 


Passion  to  Perform. 


!di 


Aiming  higher. 

Here's  to  the  head  start.  To  the  will  to  win  through. 

At  Deutsche  Bank  we  share  your  passion  to  hit  the 
ground  running,  to  seize  the  opportunity,  to  make  it 
happen. 

It's  what  makes  us  one  of  the  world's  leading  financial 
institutions.  And  it's  why  the  most  demanding  clients 
in  the  US,  and  around  the  world,  trust  us  to  perform. 

Across  disciplines,  across  regions.  With  absolute 
dedication,  leading-edge  insights,  powerful  solutions. 

Are  you  ready? 


'Bank  of  the  Year' 
IFR  Awards  2003 


Deutsche  Bank 


Deutsche  Bank  Securities  Inc..  a  subsidiary  of  Deutsche  Bank  AG.  conducts  investment  banking  and  securities  activities  in  the  United  States 


NeWS  Washington  Outlook 


DITED  BY  MIKE  McNAMEE 


rhe  Firefight  Ahead 
3ver  Net  Phone  Calls 


IITH  SETBACKS  LAST  YEAR  on  two  major  initiatives— relaxing 
ules  governing  the  Baby  Bells  and  broadcasters— Federal 
Communications  Commission  Chairman  Michael  K.  Powell 
tas  yet  to  make  his  full  mark  as  a  deregulator.  Now,  Internet 
elephony's  takeoff  gives  Powell  a  third  chance  to  put  his 


onservative  philosophy  into  place.  But  it 
fon't  be  any  easier  this  time. 

On  Feb.  12,  Powell,  who  declined  to 
omment  for  this  story,  is  likely  to  signal 
hat  he  will  use  a  light  regulatory  touch  to 
pur  the  growth  of  low-cost  Web  phone 
alls.  "Regulation  can  be  poison,"  the  FCC 
hairman  recently  declared.  The  FCC  is 
xpected  to  approve  a  petition  by 
•ulver.com  to  operate  its  Voice-over- 
nternet  Protocol  (VOIP)  service  free  of 
ome  traditional  phone  regs.  That  should 
•lease  conservative  purists  on  Capitol  Hill 
nd  at  the  White  House,  who  hope  Powell 
rill  take  the  same  hands-off  approach 
oward  broader  rules  for  the  Net  phoning 
ramework. 

But  Powell's  plans  are 
lready  riling  everyone 
rom  the  FBI  to  state 
egulators  and  rural  phone 
ompanies.  "There  will  be 
ilood,"  predicts  James 
towe,  executive  director  of 
he  Alaska  Telephone  Assn. 

FBI  officials  are  prowling 
he  halls  of  the  FCC,  warning 
Well  and  his  colleagues 
gainst  exempting  Net 
>hone  companies  from 
equirements  to  build 
viretapping  capabilities  into 

heir  systems.  Unless  G-men     

an  listen  in  on  Web  calls,         ^^^™ 
hey  warn,  Internet  calling  will  become  the 
ommunications  medium  of  choice  for 
errorists.  Powell  says  he  will  protect  the 
■Bl's  ability  to  hear  Web  calls. 

The  FBI  may  be  the  least  of  Powell's 
roubles.  Traditional  phone  companies 
ind  powerful  Western  and  rural 
)oliticians  are  lining  up  to  protect 
iniversal  service— the  system  of  cross- 
ubsidies  that  makes  phone  service 
iffordable  for  low-income  and  rural 


POWELL  The  FCC 
chief's  stance 
riles  the  FBI  and 
rural  lawmakers 


Americans.  Powell  has  held  back  reform 
of  those  subsidies.  "It's  the  big  pink 
elephant  that  sits  in  the  corner  of  the 
room,"  says  Bob  Quinn,  AT&T's  vice- 
president  for  federal  regulatory  affairs. 

Deregulation's  Foes 

POWELL  MAY  REQUIRE  Internet  phone 
companies  to  pay  into  the  universal- 
service  fund.  But  he's  expected  to  exempt 
some  of  them  from  access  fees— what 
long-distance  carriers  pay  local  phone 
companies  to  complete  their  calls— that 
are  marked  up  to  support  rural  phone 
service.  If  the  FCC  gives  Web  phoners  a 
free  pass,  more  calling  will  migrate  to  the 
new,  lower-cost  service— 
and  rural  subsidies  will 
shrink.  "This  could  be  the 
end  of  universal  service," 
says  Ken  Pfister,  vice- 
president  for  strategic 
policy  at  Great  Plains 
Communications  in  Blair, 
Neb. 

Powerful  rural 
lawmakers  aren't  likely  to 
let  that  happen.  Senate 
Appropriations  Chairman 
Ted  Stevens  (R-Alaska)— who  led 
this  year's  successful  rollback  of 
Powell's  looser  limits  on  TV  station 
ownership— says  he  plans  to  rewrite 
the  1996  Telecommunications  Act  in 
2005.  One  goal:  requiring  Net  phone 
providers  to  support  universal  service. 

Powell,  who  says  he'll  stay  at  the  FCC 
at  least  through  the  election,  insists  that 
he  can  keep  the  feds'  hands  off  Web  calls 
while  still  protecting  universal  service, 
911  service,  and  FBI  wiretaps.  But  doing 
that  will  take  a  deft  political  touch- 
something  that  the  FCC  chief  hasn't 
demonstrated  so  far.  ■ 

-By  Catherine  Yang 


CAPITAL 
WRAPUP 

NOT  BUDGING 
FROM  THE  SEC 

Harvey  J.  Goldschmid  has 

decided  to  sign  on  for  a  second 
term  at  the  Securities  & 
Exchange  Commission.  The 
senior  Democratic 
commissioner  recently  gave 
Senate  Minority  Leader  Tom 
Daschle  (D-S.D.)  the  green  light 
to  recommend  to  the  White 
House  that  he  be  reappointed 
for  five  more  years. 
Goldschmid's  decision  not  to 
return  to  Columbia  University 
Law  School  will  preserve  the 
pro -reform  tilt  of  the  agency  as 
it  grapples  with  new  rules  for 
mutual  funds  and  corporate- 
director  elections.  Goldschmid 
uses  his  legal  expertise  to 
bolster  SEC  Chairman  William  H. 
Donaldson  when  the  Republican 
chief  finds  himself  at  odds 
with  his  two  fellow  GOP 
commissioners. 

RICH  GUYS 
AGAINST  BUSH 

George  Soros  isn't  the  only  rich 
guy  working  to  oust  George  W 
Bush.  MoveOn.org  says  Peter 
B.  Lewis,  chairman  of  Progres- 
sive Corp.,  has  joined  Soros  in  a 
joint  pledge  to  match  50%  of 
donations— those  under 
$20,000— to  the  liberal 
grassroots  group.  In  a  Federal 
Election  Commission  filing, 
MoveOn  says  each  has  given 
almost  $1.5  million.  Film 
producer  Stephen  Bing  is  right 
behind  them  with  a  nearly  $1 
million  gift  that  brings  the  take 
for  September  to  January  to 
$13.5  million.  But  MoveOn  is 
having  trouble  spending  that 
cash:  CBS  refuses  to  sell  it 
Super  Bowl  airtime  for  an  ad 
criticizing  Bush  tax  cuts,  citing 
a  policy  against  advocacy  ads. 
The  brouhaha  has  generated 
400,000  complaints  to  CBS. 
Plan  B:  The  group  is  in  talks 
with  CNN  to  air  its  ad  during 
the  Super  Bowl's  halftime. 
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STOPPING  THE  ROT 
AT  REUTERS 

Having  slashed  and  hacked  the  media  giant  back  into 
the  black,  CEO  Tom  Glocer  is  gunning  Tor  Bloomberg 


TALK  TO  TOM  GLOCER'S 
friends  about  him  and  you 
hear  words  like  "witty," 
"tech-sawy,"  and  "nice." 
But  many  of  those  who 
have  worked  with  him  at 
Reuters  Group  PLC,  where 
he  has  been  chief  executive  since  2001, 
have  also  seen  a  harsher  side.  Hailed 
when  his  appointment  was  announced  as 
just  the  breath  of  fresh  American  air 
needed  to  propel  stuffy  but  oh-so-prof- 
itable  Reuters  into  the  21st  century,  Glo- 
cer was  quickly  confronted  by  a  collapse 
of  global  financial  markets  plus  a  host  of 
shortcomings  in  his  own  business. 
Reuters,  world-renowned  in  journalism 
and  financial  data,  has  been  a  very  sick 
company.  After  less  than  three  years  in 
the  CEO's  chair,  Glocer  is  presiding  over  a 
second  round  of  downsizings  to  cut 
headcount  from  18,200  in  late  2001  to 
13,000  by  2006.  The  job  losses  will  feel 
bigger  in  London  and  other  financial  cen- 
ters because  1,000  technical  jobs  are  mov- 
ing to  Bangalore  and  800  software  posi- 
tions to  Bangkok.  Glocer  pledges  that  by 
2006  Reuters'  costs 
will  be  $1.6  billion 
lower  than  in  2000. 

Reuters  veterans 
say  the  once-genteel 
company  is  an  edgy 
place  these  days.  Cor- 
ridor chatter  has  it 
that  Glocer  might 
have  a  charming  con- 
versation with  you  one 
day  and  fire  you  the 
next.  No  one  is  im- 
mune. Last  spring, 
Chief  Operating  Offi- 


REUTERS:  ARE  COST 

CUTS  ENOUGH? 


YEAR-ON-YEAR  PERCENT  CHANGE 



Data:  Morgan  Stanley 


cer  Philip  Green  walked  the  plank.  Lesser 
managers  go  out  the  door  by  the  job  lot. 
Not  even  the  handsome  Edwin  Lutyens- 
designed  art  deco  building  that  Reuters 
has  occupied  since  1939  at  85  Fleet  St.  es- 
caped Glocer's  knife.  He  recently  sold  the 
headquarters  for  $59  million:  Reuters 
will  move  to  Canary  Wharf  for  an  annual 
saving  of  $9  million.  When  it  goes,  Fleet 
Street,  long  home  of  the  British  press,  will 
have  no  major  media  tenants  left.  The 
only  reminder  of  its  storied  past  will  be  St. 
Bride's,  the  journalists'  church. 

BATTLING  FOR  SHARE 

GLOCER,  THE  FIRST  AMERICAN  to  run 
the  company,  sounds  brutally  unsenti- 
mental about  the  slow  demise  of  the  old 
Reuters  culture,  which  valued  its  Oxford 
and  Cambridge  ties  and  the  intellectual 
aura  they  conferred.  Asked  if  he  worries 
about  having  thrown  out  too  many  talent- 
ed people,  he  suggests  that  those  who  have 
gone  are  mainly  missed  for  their  sparkling 
table  conversation.  In  business,  "ultimate- 
ly you  do  not  want  to  have  a  lovely  recital 
of  philosophically  interesting  ideas,  you 
want  performance." 
Besides,  he  adds,  "I 
find  dinner  with  my 
Reuters  colleagues  still 
to  be  quite  interesting. 
Maybe  they  don't 
quote  Cicero  at  quite 
the  same  length,  but 
they  get  things  done." 
Unpopular  as  they 
may  be,  Glocer's 
methods  are  showing 
results.  On  Jan.  15, 
Glocer  said  he  was 
confident  that  Reuters 


GROUP  REVENUE 
GROUP  OPERATING 
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•PROJECTION 


had  "passed  the  inflection  point  in  our  n 
curring  revenue  decline."  In  other  word 
Reuters  is  clawing  its  way  out  of  the  sal 
plunge  that  triggered  a  $260  million  oi 
erating  loss  on  $6.5  billion  in  revenues  i 
2002.  Operating  profits  for  2003,  whio 
will  be  reported  on  Feb.  17,  will  be  $19 
million  on  $5.8  billion  in  revenues,  a 
cording  to  Matthew  Owen,  a  Londor 
based  analyst  at  Morgan  Stanley.  Figu; 
ing  Reuters  will  benefit  from  the  uptick  i 
the  markets,  investors  have  pushed  th 
stock  up  from  $1.72  in  March  to  $5.97  o 
Jan.  28.  Glocer  himself  is  sitting  on  a  nic 
gain:  He  bought  140,000  Reuters  share 
near  the  bottom,  signaling  his  confidencr 

Glocer  has  stopped  the  rot.  But  can  h 
turn  Reuters  back  into  the  growth  ma 
chine  it  was  in  its  glory  days?  To  do  tha 
he'll  have  to  win  back  share  in  the  $6. 
billion  market  for  financial-services  datil 
The  overwhelming  majority  of  Reuter.T 
revenues  come  from  financial  clients. 

That  will  be  fiendishly  difficult.  Until 
the  early  1990s,  Reuters  basically  had  th 
game  to  itself.  Its  wire  news  service  wa 
more  global  than  any  rival.  It  dominate 
the  lucrative  business  of  selling  data  ter 
minals  to  traders,  asset  managers,  and  in 
vestment  bankers,  especially  in  Europe, 
proprietary  foreign-exchange  trading 
system  was  the  global  standard.  "The? 
had  a  wonderful  run,"  says  the  CEO  of ; 
rival  data  service.  "They  had  premiun 
position  and  premium  price." 

That  premium  position  won't  com* 
back.  Privately  held  Bloomberg  LP  ha; 
grabbed  a  lot  of  the  most  lucrative  busi 
ness  with  a  terminal  traders  swear  by,  anc 
with  the  best  customer  service  in  the  in 
dustry.  In  1991,  Bloomberg  had  about  4% 
of  global  screen  revenue  compared  tc 
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Reuters'  55%.  By  last  year 
Bloomberg  had  about  44%, 
a  three-point  leap  from 
2002,  compared  to  Reuters' 
steady  40%,  estimates  John 
A  McConville,  a  financial 
data  analyst  at  Shore  Com- 
munications Inc.  Reuters 
still  has  more  screens  on 
bankers'  desks  than 
Bloomberg,  says  David  An- 
derson, editor  of  Inside 
Market  Data  Reference.  But 
it  also  earns  less  per  screen 
than  its  main  rival.  Bloomberg  CEO  Lex 
Fenwick— who  succeeded  Michael 
Bloomberg,  now  the  mayor  of  New  York 
City— declined  to  be  interviewed. 

The  Bloomberg  threat  is  bad  enough.  A 
bigger  issue  is  that  financial  information 


His  financial 
data  strategy 
is  simple: 
Sell  better 
products  for 
less  money 


services  are  an  increasingly 
commoditized  business. 
Revenues  in  foreign- ex- 
change trading  have  come 
under  pressure,  thanks  to  a 
decline  in  volumes  and  new 
entrants  such  as  EBS— a 
trading  network  established 
by  a  consortium  of  major 
banks  to  slash  their  depend- 
ence on  Reuters.  A  lot  of  the 
same  banks  are  also  forcing 
their  employees  to  econo- 
mize on  use  of  data  termi- 
nals, squeezing  all  the  providers.  Given 
these  conditions,  Reuters  may  not  see  rev- 
enue growth  until  2005,  or  even  2006. 

In  response,  Glocer  is  simplifying  the 
way  Reuters  designs  and  markets  its  data 
products.  "We  had  1,300  poorly  positioned 


products,"  says  Devin  N. 
Wenig,  president  of  cus- 
tomer segments.  "It  was 
hard  to  tell  sales  what  to 
sell.  It  was  hard  to  tell  the 
customer  what  to  buy." 

FOCUSING  ON  SERVICE 

NEXT,  REUTERS  HOPES  to 
persuade  its  blue-chip 
customers  to  junk  many 
of  their  $l,350-a-month 
Bloombergs  and  replace 
them  with  Reuters  ma- 
chines, priced  according  to 
their  features  from  $200  to 
$1,250  per  month.  Glocer  is 
telling  the  banks  that 
Reuters  can  save  them 
money  by  matching  each 
employee  with  the  appro- 
priately priced  offering. 
"What  an  investment 
banker  does  is  very  differ- 
ent from  what  a  derivatives 
trader  does,"  he  says.  "I 
have  never  been  convinced 
that  they  should  have  the 
same  box  or  pay  the  same 
price."  Reuters  will  also  of- 
fer 20%  discounts  for  cus- 
tomers who  spend  over 
$50  million  per  year. 

But  banks  won't  dump 
their  Bloombergs  unless 
Reuters  convinces  them  it 
can  provide  reliable  serv- 
ice. So  Glocer  wants  to 
drum  a  new  service  ethic 
into  his  staff.  "There  was  a 
certain  lack  of  profession- 
alism," Glocer  says.  He  re- 
calls his  days  as  a  New 
York  mergers-and-acquisi- 
tions  lawyer  working  for  banks  such  as 
Morgan  Stanley.  "You  didn't  let  your 
phone  ring  twice  because  it  might  be  a 
client."  Now,  dedicated  Reuters  teams 
work  with  big  accounts,  while  a  senior 
executive  checks  over  a  list  of  sugges- 
tions from  the  client  each  week.  "Reuters 
didn't  have  [good]  support,"  says  one 
banker.  "Now  they  have  developed  a  very 
credible  sales  and  support  team."  The  24 
top  banks  that  spend  between  $18  mil- 
lion and  $70  million  apiece  on  Reuters 
services  get  special  attention. 

Glocer  likes  to  compare  his  new 
screens  to  BMW's  7,  5,  and  3  series.  The 
top  of  the  line  is  Reuters  3000  Xtra  in  Eu- 
rope and  BridgeStation  in  the  U.S.,  which 
go  for  $1,250  and  $900  per  month,  re- 
spectively, before  discounts.  These 
screens  offer  just  about  all  the  live  prices, 
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modeling  features,  and  graphics  that 
mone)  can  buy.  A  trader  can  also  use 
them  to  place  orders  with  150  brokers. 
The  middle-tier  Reuters  Knowledge  ter- 
minal goes  for  about  $700  per  month 
and  is  aimed  at  investment  bankers.  It  is 
heavy  on  company  information. 
Reuters  Plus,  a  $200  to  $400  cheapo 
model,  goes  to  U.S.  asset  managers.  It 
has  stock  quotes,  and  the  fund  man- 
agers can  punch  in  their  portfolios.  Glo- 
cer  is  also  adopting  some  of  the  features 
that  traders  like  about  Bloomberg,  such 
as  Instant  Messaging. 

TAKEOVER  BAIT? 

REUTERS  HAS  ANNOUNCED  some 
wins,  such  as  "a  major  global  informa- 
tion desktop  agreement"  with  Gold- 
man, Sachs  &  Co.  in  July.  "We  aren't  go- 
ing to  impose  the  switch  on  our  guys, 
but  we  would  like  it  to  happen  because 
it  would  be  cost-effective,"  says  a  Gold- 
man source.  The  banks  also  worry  that 
Bloomberg,  which  is  increasingly  offer- 
ing trading  through  its  boxes,  is  becom- 
ing a  threat  to  their  business.  Another 
source  says  Goldman  is  definitely  "lean- 
ing" to  Reuters  and  that  a  "major  rebal- 
ancing of  the  market  is  going  on." 
Lehman  Brothers  Inc.  may  also  outfit  its 
investment  bankers  with  Reuters 
Knowledge  screens.  There,  the  competi- 
tion is  with  Thomson  Financial,  the 
third  player.  "Reuters  is  aggressively 
moving  into  Thomson's  space,"  says 
one  investment  banker. 

Rescuing  Reuters  has  been  a  bigger 
job  than  anticipated.  Instinet  Group  Inc. 
an  electronic  stock  trading  company 
that  Reuters  acquired  in  1987,  nearly 
imploded  in  2002.  He  slashed  costs  and 
merged  Instinet  with  rival  Island  ECN  in 
a  $508  million  deal  that  cut  Reuters' 
stake  and  raked  back  $200  million  in 
cash  in  a  special  dividend.  The  huge 
losses  have  stopped,  and  Instinet  may 
provide  a  platform  for  new  trading 
products.  But  for  2003,  Instinet  still  ran 
$74  million  in  the  red. 

Could  a  fixed-up  Reuters  prove  a 
takeover  target?  When  Reuters  went 
public  in  1984,  a  Founders  Share,  con- 
trolled by  an  independent  Reuters 
Founders  Share  Co.,  was  set  up  to  pro- 
tect the  company  from  potential  preda- 
tors who  might  slant  Reuters'  coverage. 
A  rich  enough  offer  could  melt  resist- 
ance, but  this  provision  certainly  would 
give  an  acquirer  pause.  The  special  sta- 
tus also  buys  Glocer  time.  He  needs  it,  if 
he  wants  to  leave  his  mark.  ■ 

-By  Stanley  Reed  in  London,  with 
Tom  Lowry  in  New  York 
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IT  WONT  BE  EASY 
TO  REIN  IN  THE  EURO 

The  EU  needs  unanimity  to  intervene, 
and  right  now  that  doesn't  exist 


UROPEAN  FINANCIAL 
leaders,  alarmed  at  the  rap- 
id rise  of  the  euro,  have 
tried  their  best  to  jawbone 
it  into  submission.  They 
have  condemned  the  euro's 
22%  surge  against  the 
greenback  in  the  past  year  as  "brutal" 
and  "not  welcome"  and  "painful"  and 
"not  appropriate." 

That  has  hardly  helped.  After  a  blast 
from  the  European  Central  Bank,  the  euro 
did  fall  from  a  high  of  $1.29  to  $1.23  by 
Jan.  16.  And  when  Federal  Reserve  Chair- 
man Alan  Greenspan  signaled  on  Jan.  28 
that  his  ultra-easy  monetary  policy  would 
eventually  end,  the  euro  dipped  again. 
But  currency  experts  still 
expect  the  euro  to  rise 
beyond  $1.30.  Bernd 
Pischetsrieder,  CEO  of  Volk- 
swagen, says  "the  problems 
resulting  from  the 
euro  top  my  agenda. 

What  to  do?  "The  ECB's 
verbal  intervention  to  date  is 
not  credible,"  says  Umberto 
Alvisi,  a  currency  economist 
at  Credit  Suisse  First 
Boston.  If  the  ECB  is  serious 


Intervention 
in  Europe, 
^ong  unlike  Japan, 
requires 
lengthy 
deliberation 


about  reining  in  the  euro,  he  says,  it  wi 
have  to  intervene  by  selling  billions  d 
euros  and  buying  dollars.  The  Japanese 
after  all,  have  been  selling  yen  like  craz 
for  the  past  12  months. 

INFLATION-PHOBIC 

BUT  INTERVENTION  in  Europe,  unliki 
Japan,  requires  lengthy  deliberation.  Th« 
1992  Maastricht  Treaty  gives  both  th 
European  Central  Bank  and  EU  Financ 
Ministers   the  power  to   decide.   Bu 
there's  no  agreement  among  the  Euro 
peans  on  what  to  do.  Several  powerfu 
Finance  Ministers,  including  Germany' 
Hans  Eichel,  want  to  blunt  the  euro's  risi 
by  chopping  interest  rates.  ECB  officials 
though,  still  take  seriously  their  mah 
mandate:  to  ensure  price  stability.  The} 
worry  that  a  rate  cut  will  spur  inflation 
But  Jean-Philippe  Cotis,  chief  economist 
of  the  Organization  for  Economic  Coop 
eration  &  Development,  warns  that  if  the 
euro  rises  much  more,  the  "ECB  will  have 
no  choice  but  to  intervene  and  cut  rates/ 
For  intervention  to  work,  it  must  be 
coordinated  with  the  U.S.  But  the  Amer 
icans,  without  saying  so,  are  content  to 
let  the  dollar  fall  and  won't  have  much 
patience  for  discussions  of  intervention 
when  Group  of  Seven  Finance  Ministers 
and  central  bankers  meet  in  Boca  Raton 
Fla.,  on  Feb.  6-7  Even  coordinated  inter- 
vention is  risky:  Some  senior  ECB  offi- 
cials insist  that  as  long  as 
the  U.S.  runs  up  huge  cur- 
rent account  and  budget 
deficits,  no  move  by  the 
central   banks   will   have 
much  impact.  Don't  inter- 
vene, and  the  euro  rises  to 
crushing  levels.  Intervene 
and  risk  humiliation.  An 
impossible  choice.  ■ 

-By  David  Fairlamb  in 

Davos,  Switzerland,  and 

Stewart  Fleming  in  Brussels 
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COMMEN  TA  RY 


BY  CAROL  MATLACK 


Scared  of  China?  Not  Europe 

U.S.  bugaboos-a  big  trade  gap  and  job  losses-don't  worry  the  Continent  yet 


TRAFFIC  IN  THE  CENTER  OF 
Paris  ground  to  a  near-standstill 
after  Chinese  President  Hu  Jin- 
tao  arrived  in  town  on  Jan.  26. 
But  the  gridlock  wasn't  caused 
by  anti- China  protests.  Far  from  it.  Police 
cleared  traffic  from  the  city's  main  arteries 
so  the  Chinese  leader's  motorcade  could 
whisk  him  to  a  series  of  welcome  cere- 
monies, capped  by  a  dinner  at  the  Elysee 

Palace,  where  he  was  toasted  by  President  Jacques  Chirac  and 
dozens  of  corporate  chiefs.  The  French,  those  masters  of  the 
beau  geste,  even  had  the  Eiffel  Tower  bathed  in  red  floodlights  in 
Hu's  honor.  By  visif  s  end,  French  companies  had  announced 
new  deals  with  China  worth  more  than  a  billion  dollars,  from 
the  purchase  of  21  Airbus  planes  by  China  Southern  Airlines  Co. 
to  L'Oreal's  acquisition  of  a  Chinese  cosmetics  company. 

What's  going  on  here?  You  would  expect  Europe  to  be  quak- 
ing over  an  expected  Chinese  onslaught.  The  European 
Union's  trade  deficit  with  China  is  growing.  With  the  euro 
stronger  than  ever,  it's  easy  to  imagine  a  scenario  where  Euro- 
peans buy  ever  more  Chinese  goods,  in  the  process  acquiring 
America's  China  Syndrome:  a  dangerously  out- of- whack  trade 
relationship  and  a  dependence  on  a  country  that  is  taking  away 
manufacturing  jobs. 

But  in  Europe,  serious  angst 
about  China's  economic  jug- 
gernaut is  hard  to  find.  When 
Italian  Economics  Minister 
Giulio  Tremonti  complained 
recently  that  Europe's  open- 
ness to  Chinese  products  was 
"suicidal,"  the  silence  from 
other  European  leaders  was 
deafening. 

The  Europeans  have  reasons  to 
be  confident.  True,  during  the  first 
10  months  of  2003  the  12  euro-zone 
countries  imported  $38  billion 
more  from  China  than  they  export- 
ed to  it  But  unlike  the  US.,  the  euro 
zone  is  running  a  $63  billion  trade 
surplus  with  the  worid  as  a  whole. 
In  this  context,  the  deficit  with  Chi- 
na is  less  menacing. 
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Blossoming 
Trade  Ties 


EURO  ZONE  IMPORTS        ...BUT  EURO  ZONE 

FROMCHMAARE          EXPORTS  TO  CHNA 

GROWMG...             ARE  RtSWG  FASTER 

2003 

+17%* 

2003 

+18%* 

2002 

+6% 

2002 

+12% 

2001 

+8% 

2001 

+23% 

•Compares  first  10  montns  of  2003 

norths  of  2002                             OrtiEurosta! 

Whaf  s  more,  Europe's  multinationals  are  making  a  boai 
load  on  exports  to  China.  During  the  first  10  months  of  la: 
year,  the  EU  sold  $41  billion  in  goods  and  services  to  the  Ch 
nese,  nearly  twice  the  amount  of  U.S.  exports  to  China.  Chin 
is  hungry  for  infrastructure  equipment,  a  forte  of  Europea 
companies.  Germany's  Siemens  has  built  large  chunks  of  Ch. 
na's  telecommunications  system,  while  selling  equipment  fc 
dams,  power  plants,  and  railway  projects.  French  utility  com 
panies  have  won  billions  in  contracts  for  water  and  waste 
treatment  systems. 

There's  another  reason  why  the  U.S.  has  been  hit  muc 
harder  than  Europe  by  a  wave  of  Chinese  imports.  Both  th 
U.S.  and  Europe  are  making  sizeable  investments  in  China  it 
self.  But  U.S.  companies,  far  more  than  their  European  coun 
terparts,  are  putting  money  into  factories  that  manufactur 
cheap  consumer  goods  that  then  get  shipped  back  to  the  U.5- 
and  distributed  by  large  retail  chains,  says  Ken  Davies,  ai 
economist  at  the  Organization  for  Economic  Cooperation  1 
Development.  The  Old  World  has  nothing  to  rival  Wal-Mai 
Stores  Inc.,  which  imported  $12  billion  from  China  last  yeai 
With  its  fragmented  retail  trade  channels,  Europe  is  a  mua 
harder  market  for  the  Chinese  to  crack.  Stroll  through  Le 
Quatre  Temps,  a  shopping  mall  in  the  Paris  suburbs,  and  you'l 
find  clothes  from  China  on  the  racks— but  also  from  Vietnam 
Tunisia,  and  Turkey. 

Certainly,  some  European  industries  are  getting  clobbered 
Italy's  textile  sector  is  fighting  a  flood  of  lower-priced  Chines* 
wool  and  cashmere.  "We  Italians  brought  the  Chinese  our  meth 

ods,  we  sold  them  machinery— 
now  it  is  like  having  a  grown-up 
child  who  doesn't  need  you  any 
more,"  laments  Beppe  Pisani 
president  of  Serikos,  a  textile 
producer  in  Como. 

But  even  here,  there's  evi 
dence  of  a  surprising  nimble 
ness.  Pisani,  for  example,  says 
he  now  imports  silk  and  syn 
thetics  from  China,  applies  tra 
ditional  finishing  and  coloring 
techniques,  and  then  resells  the 
textiles  to  apparel  companies 
He's  even  selling  finished  tex- 
tiles to  Chinese  customers.  Chi- 
na is  the  new  heavyweight  in 
global  trade,  but  there's  still 
room  for  skillful  players.  ■ 

-With  David  Fairlamb  in 
Davos  and  bureau  reports 
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Faster  than  Verizon. 
Faster  than  Sprint  PCS. 
Faster  than  Cingular. 
Faster  than  T-Mobile. 
Faster  than  Nextel. 


For  the  fastest  way  to  open  large  e-mail  attachments  on 
a  national  wireless  network,  switch  to  AT&T  Wireless. 

It's  a  fact.  No  one  offers  a  faster  national  wireless  data  network  than  AT&T  Wireless  with  EDGE 
technology.  No  one.  With  average  speeds  of  100-130  Kbps,  bursts  of  up  to  200  Kbps  and  secure 
wireless  access,  you  can  browse  the  Internet  as  well  as  download  presentations,  documents  and 
spreadsheets  nearly  twice  as  fast  as  with  any  other  national  wireless  data  network.  We  work 
with  leading  IT  companies  to  help  you  get  more  out  of  the  technology  you  use  every  day,  across 
the  U.S.  High-speed  national  wireless  data  is  here.  And  no  one  is  faster  at  it  than  AT&T  Wireless. 
Call  1  888-DATA-288  or  go  to  attwireless.com/speed 


Access  the  fastest  national 
wireless  data  network  with 
an  easy-to-use  PC  card. 


Open  e-mail  attachments  at 
average  speeds  of  100-130  Kbps 
and  bursts  of  up  to  200  Kbps. 


Download  large  documents, 
presentations  and  reports 
in  just  seconds. 


Faster  data  speeds  from  more 
places  in  the  U.S.  than  with 
any  other  wireless  carrier. 


reachout 

on  the  wireless  service  America  trusts" 


AT&T  Wireless 


©2003  AT&T  Wireless.  All  Rights  Reserved.  Requires  credit  approval,  qualified  minimum  one-year  agreement  and  rate  plan,  and  compatible  EDGE  PC  modem  card.  Actual  download  speeds  depend  on  coverage,  network  availabilrty  and  traffic, 
device,  applications,  tasks,  file  size  and  other  factors.  Companson  based  on  published  speed  claims  of  national  mobile  wireless  data  networks.  Not  available  for  purchase  or  use  in  all  areas.  Coverage  is  subject  to  transmission  limitations  and  terrain, 
system,  capacity  and  other  limitations.  Secure  wireless  access  refers  to  the  authentication  and  encryption  features  available  on  the  AT&T  Wireless  network.  Additional  restrictions  apply.  Settee  is  subject  to  Terms  and  Conditions/Service  Agreement 
and  rate  plan  matenals.  All  marks  used  herein  are  marks  of  their  respective  owners. 


Broadband  is  growing 

at  an  unprecedented  pace. 

Maybe  this  will  give  you 

some  idea  why. 


Opportunity.  Potential.  These  are 
terms  usually  associated  with 
companies  that  have  a  lot  to  prove 
and  little  to  show  for  it.  But  on  rare 
occasion,  opportunity  can  be  used 
to  describe  a  company  that  has 
already  laid  the  groundwork,  made 
the  investments  and  is  well  down 
the  road  to  strong  growth.  That 
company  is  Covad,  and  we're  the 
company  that  built  the  only 
nationwide  broadband  DSL  network. 
The  same  network  that  is  powering 
broadband  for  the  biggest  names 
in  communications.  And  that's  just 
the  beginning,  because  we're 
simplifying  delivery  systems, 
improving  the  customer  experience 
and  providing  a  solid  foundation 
from  which  to  grow.  Broadband  is 
exploding  at  nearly  40%  a  year, 
and  now  that  the  world  has  had  a 
taste  of  high-speed,  there's  no 
going  back.  Covad  is  taking  over 
where  the  Internet  left  off. 


: 


To  learn  more  go  to  www.covad.com 


Making  broadband  better.SM 
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Turkey's  EU  bid: 
Resistance  Is  on  the  Rise 


WHEN  IT  COMES  TO  ITS  ALLY  TURKEY,  the  U.S.  has  long  had  a 
consistent  goal:  The  European  Union  should  take  in  the 
largely  Muslim  eastern  Mediterranean  nation  as  a  full  member. 
That  was  one  of  the  key  messages  when  Turkish  Prime 
Minister  Recep  Tayyip  Erdogan  met  with  President  George  W. 

role  model  for  the  Islamic  world.  And 
Washington  is  worried  that  a  decision  to 
reject  the  Turks  could  spark  a 
fundamentalist  backlash.  But  for 
European  leaders,  the  issue  is  increasingly 


Bush  in  Washington  on  Jan.  28. 

Back  in  Europe,  though,  that  message 
isn't  going  over  well.  Just  as  European 
nations  are  starting  to  mend  the  bitter 
divisions  of  the  past  year  over  issues  such 
as  the  war  in  Iraq  and  a  new  EU 
constitution,  the  question  of  Turkish 
membership  is  threatening  to  polarize  the 
Continent  again.  At  a  summit  planned  for 
December  in  the  Netherlands,  25  EU 
members— today's  15,  plus  the  10  new 
ones  entering  in  May— face  a  firm 
deadline  for  deciding  whether  to  begin 
formal  membership  talks  with  Turkey. 
"This  is  the  most  difficult  question  of  all," 
warns  Pat  Cox,  president  of  the  European 
Parliament.  "It's  about  how 
we  define  Europe." 

Sparks  Could  Fly 

FOR  ERDOGAN,  the  stakes 

couldn't  be  higher.  The 

Prime  Minister,  whose 

Islamist-tinged  Justice  & 

Development  Party  won  a 

landslide  victory  in  late 

2002,  is  betting  his  political 

future  on  a  positive 

membership  decision  by 

Europe.  That's  one  reason 

why  his  government  has 

been  pushing  vast  political 

and  economic  reforms—  ^^^^ 

from  guaranteeing  the 

rights  of  ethnic  minorities  to  trimming  the 

powers  of  the  huge  Turkish  military.  In  late 

January,  Erdogan  even  unblocked  stalled 

negotiations  aiming  to  reunite  Cyprus, 

which  has  been  divided  along  religious 

lines  since  1974.  "We've  been  very 

responsible  in  performing  our  duties,  and 

now  the  EU  should  perform  its  duties," 

Erdogan  recently  told  BusinessWeek. 

The  U.S.  sees  EU  membership  as  the 
best  way  to  underpin  Turkey  as  a  stable 


ERDOGAN  He's 
betting  his  career 
on  an  EU  decision 
in  December 


complicated.  Recent  European 
Commission  polls  show  that  55%  of  the 
French  and  42%  of  the  Germans  are 
opposed  to  admitting  countries  like 
Poland  and  Hungary  to  the  EU— much 
less  Muslim  Turkey.  And  Islam  itself  is  a 
hot-button  issue.  Authorities  in  France, 
Belgium,  and  Bavaria  are  proposing  laws 
to  ban  the  Islamic  head  scarf  in  state 
schools.  "Turkey  is  becoming  a  symbol  for 
too  much  Islamic  influence  in  Europe," 

says  Charles  Grant,  director 
of  the  London-based  Centre 
for  European  Reform. 

Emotions  are  also  rising 
in  the  political  arena.  In 
Germany,  the  conservative 
opposition  is  likely  to  play 
the  Turkey  card  against 
Chancellor  Gerhard 
Schroder,  who  backs 
Turkey's  EU  membership, 
in  regional  and  European 
Parliament  elections  this 
year.  In  France,  polls  show  that  the 
largely  anti-Islamic  far  right  is  likely 
to  score  big  in  regional  elections. 

All  this  could  derail  an  informal 
agreement  among  European  leaders 
to  give  Ankara  a  qualified  green  light  for 
membership  next  December.  That 
agreement,  say  EC  sources,  would  mean 
naming  a  firm  date  for  starting 
negotiations,  with  the  understanding  that 
they  could  drag  out  for  a  decade.  "I  don't 
expect  a  'no'  in  December,  but  rather  a 
Yes,  buf  or  a  'yes,  if,' "  says  Ali  Babacan, 
Turkey's  Economics  Minister.  Even  that, 
however,  may  be  overly  optimistic.  ■ 

-By John  Rossant  in  Paris 


GLOBAL 
WRAPUP 

A  CLOSE  CALL  FOR 
BRITAIN'S  TONY  BLAIR 

BRITISH  PRIME  Minister 
Tony  Blair  survived  his  two-day 
political  ordeal  on  Jan.  27-28. 
He  won  his  parliamentary  battle 
to  hike  university  tuition  fees, 
and  he  escaped  blame  in  senior 
judge  Brian  Hutton's  probe  into 
the  suicide  of  weapons  expert 
David  Kelly.  Hutton  mostly  fault- 
ed the  BBC,  which  had  accused 
Downing  Street  of  embellishing 
a  report  on  Iraqi  weapons  of 
mass  destruction.  BBC  Chair- 
man Gavyn  Davies  resigned. 

But  Blair  can't  relax.  He  only 
won  the  tuition  struggle  by  five 
votes— shocking,  given  his 
Labour  Party's  161-seat 
majority.  He  can  expect  further 
trouble  from  disgruntled 
Labour  backbenchers  who  think 
he  is  too  pro-market  and  pro- 
American.  The  rebels  would  like 
to  harass  Blair  into  abdicating 
in  favor  of  Chancellor  of  the 
Exchequer  Gordon  Brown,  but 
they  may  be  playing  into  the 
hands  of  the  rejuvenated 
Conservatives. 

THE  U.N.'S  DELICATE 
NEW  MISSION  IN  IRAQ 

THE  U.N.  is  taking  on  a  tough 
new  job.  A  delegation  of  U.N. 
experts  is  expected  in  Baghdad 
in  early  February  on  a  mission 
to  determine  whether  full- 
fledged  democratic  elections 
can  be  held  to  elect  a  new  Iraqi 
transitional  government  by  a 
July  1  deadline.  The  Bush 
Administration  favors  indirect 
elections  for  the  government 
through  caucuses,  but  a 
prominent  Iraqi  Shia  cleric, 
Ayatollah  Ali  al-Sistani,  has  been 
insisting  that  only  a  directly 
elected  government  will  be 
recognized  as  legitimate.  The 
U.N.  is  expected  to  seek  a 
compromise,  such  as  bigger 
caucuses  or  partial  elections. 
Iraq's  future  depends  on  finding 
a  solution  to  the  impasse. 
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Can  Exelon 
Keep  Its  Glow? 

The  utility  is  counting  on  cost-cutting 
and  smart  acquisitions  to  stoke  profits 


JOHN  W.  ROWE  LOVES  A  BIG 
deal.  While  executives  at 
other  utilities  spent  the  last 
few  years  leaping  into  ener- 
gy trading  or  unregulated 
ventures  with  sky's-the-lim- 
it  prospects,  the  Exelon 
Corp.  chairman  and  CEO  preferred  old- 
fashioned  acquisitions.  He  began  in  2000 
by  merging  Unicom  Corp.,  a  Chicago- 
based  electric  company  that  he  had  taken 
over  just  two  years  earlier,  with  Philadel- 
phia's PECO  Energy  Co.  to  form  Exelon. 
Since  then,  Rowe  has  made  at  least  one 
sizable  purchase  a  year,  transforming  the 
No.  1  U.S.  nuclear-power  generator  into 
the  best-performing  utility  two  years  run- 
ning on  BusinessWeek's  tally  of  the  50 


best-performing  companies 
in  the  Standard  &  Poor's 
500-stock  index.  Last  year 
Exelon  landed  at  No.  33. 

So  it  was  somewhat 
humbling  when  Rowe's  lat- 
est big  deal  turned  out  to  be 
a  big  dud.  In  November, 
2003,  Exelon  agreed  to  a 
$2.2  billion  transaction  to  buy  Dynegy 
Inc.'s  Illinois  Power  Co.  subsidiary. 
Rowe  predicated  the  transaction  on  hur- 
rying a  bill  through  the  Illinois  legisla- 
ture to  get  a  rate  hike  immediately  after  a 
statewide  rate  freeze  ended  in  2007. 
Feeling  sandbagged,  lawmakers  rejected 
the  measure,  and  only  three  weeks  after 
announcing  the  takeover,  Rowe  called  it 


The  Best  Performers 


CEO  ROWE  He's  off.  ^He  thought  h 
on  the  lookout  could  bulldoze  hi 
to  buy  another  way  through,"  say 
^Jjy  Martin  R.  Cohen,  ex 

ecutive  director  c 
the  Citizens  Utility  Board,  which  fough 
the  proposal.  Concedes  Rowe,  who  los 
face  but  no  big  bucks:  "I  failed." 

The  smackdown  is  just  part  of  wha 
Rowe— now  58  and  running  his  thin 
public  utility— is  up  against  as  he  tries  t< 
boost  profits  in  what  has  traditional! 
been  a  slow-growth  industry.  In  lat 
2002,  in  a  rare  market  misjudgment,  Ex 
elon  spent  $1.7  billion  to  take  full  owner 
ship  of  a  half-dozen  New  England  powe 
plants,  banking  on  higher  wholesaL 
prices  for  electricity.  Instead,  the  marke 
has  become  glutted  with  capacity.  As  a  re 
suit,  Exelon  took  $753  million  in  write" 
downs  on  the  assets  in  2003,  reducing  ne 
income  37%,  to  $905  million,  even  as  rev 
enue  rose  6%,  to  $15.8  billion. 

QUITE  AN  APPETITE 

SO  HOW  WILL  Rowe  generate  highe 
numbers  in  today's  market?  Most  likeh 
he'll  stick  with  what  has  worked  and  trv 
again  to  grow  by  making  a  deal.  Even  af 
ter  Illinois  lawmakers  embarrassed  him 
he's  on  the  lookout  for  acquisitions.  Rowt 
says  he  hopes  to  pick  up  a  utility  with  $.c 
billion  or  so  in  annual  revenue— as  lon^ 
as  it  doesn't  pile  on  too  much  debt  and  i 
adds  to  earnings  from  the  get-go.  Possibh 
candidates,  suggests  Paul  B.  Fremont,  ai 
analyst  at  Jefferies  &  Co.,  include  Cinerg\ 
Corp.  in  Cincinnati,  or  Akron  (Ohio) 
based  FirstEnergy  Corp.,  though  that 
company  would  be  quite  a  mouthful,  with 
sales  that  exceed  $12  billion  a  year.  De 
trait's  DTE  Energy  Co.  may  be  anothei 
prospect  Rowe  isn't  tipping  his  hand.  But 
as  he  showed  with  the  Illinois  Power  bid 
he  won't  empty  the  corporate  purse  just 
to  cinch  a  deal.  "We  value 
"^      more  scale,  but  buying  too 

•  ^  highoutofegoisa  very  bad 
idea,"  he  says. 
In  the  near  term,  though. 
Exelon's  focus  will  be  on 
i  cost-cutting.  Last  year  the 
company  lopped  1,275  posi- 
tions from  its  19,000-per 
son  payroll  and  slashed 
capital  spending  and  outlays  for  out- 
sourced services.  That  boosted  cash  flow 
by  $300  million,  permitting  Exelon  to 
raise  its  dividend  by  13.6%  in  2003  and 
again  by  10%  on  Jan.  27.  Rowe  wants  to 
eliminate  770  more  jobs  by  2006  and  free 
up  another  $300  million.  Meanwhile,  the 
company  avoids  the  high  oil  and  gas 
prices  that  can  bedevil  other  utilities, 
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Some  people  see  a  problem. 

Others,  an  opportunity  to  triumph. 


Go  on.  Be  a  Tiger. 


/  - 


For  high  performers,  adversity  is  merely  a  showcase 
for  their  innovation.  To  see  how  we  can  help  your 
organization  be  a  high-performance  business,  visit 
accenture.com 

Consulting  •  Technology  •  Outsourcing 
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High  performance.  Delivered. 
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thanks  to  its  17  atomic  reactors.  With  low 
and  stable  operating  costs,  those  plants 
generate  strong  margins  even  at  today's 
depressed  prices  for  wholesale  power. 

CONSERVATIVE  BOARD 

INVESTORS  ARE  BETTING  that  with  no 
more  onetime  charges  ahead  and  a  re- 
duced cost  structure,  it  won't  be  difficult 
for  Exelon  to  prosper  in  2004.  Some  ana- 
lysts believe  that  Exelon  will  regain  its  ti- 
tle as  the  top -earning  utility,  which  it  lost 
last  year  to  Southern  Co.  Jeffries'  Fremont 
predicts  earnings  will  more  than  double 
in  2004,  hitting  $1.86  billion,  vs.  $1.43 
billion  for  Southern.  That  should  also  add 
some  crackle  to  its  share  price.  Michael  J. 
Chren,  co-head  of  value  investment  at 
National  City  Investment  Management 
Co.,  is  generally  underweighting  utilities 
in  its  Armada  Funds.  But  he  is  holding  on 
to  275,000  Exelon  shares.  The  stock  ap- 
preciated 26%  last  year.  It  now  trades  at 
about  $66,  and  Chren  figures  it  could  hit 
$71  in  2004. 

Rowe  attributes  a  good  part  of  the 
company's  fortunes  to  its  strong  board. 
Like  many  of  his  peers,  Rowe  recalls,  he 
considered  steering  Exelon  into  highfly- 
ing nontraditional  businesses   during 


We're  No.l 

Expansion  is  getting  tougher,  but 
the  power  company  benefits 
from  a  huge  customer  base: 


INDUSTRY 
RANKING 


RETAIL  CUSTOMERS 

5  mil. 

No.l 

NUCLEAR  PLANTS 

17 

No.l 

PROFITS  (2003) 

$905  mil. 

N.A. 

REVENUE  (2003) 

$15.8  bil. 

N.A. 

MARKET  CAP 

$21.6  bil. 

No.2 

the  stock  market's  bubble.  But  while 
some  other  utilities  built  overseas  power 
plants  or  swapped  broadband  capacity, 
he  and  Exelon's  conservative  directors 
stuck  mostly  to  acquiring  domestic  gen- 
erating capacity,  including  buying  out  its 
partner  in  nuclear-power  producer 
AmerGen  Energy  Co.  for  a  bargain 
$276.5  million  in  2003. 

Exelon  did  end  up  making  a  handful  of 
outside  bets,  however,  and  a  few  even 
paid  off.  The  company  pocketed  $116  mil- 
lion last  year  from  the  sale  of  its  49% 


stake  in  AT&T  Wireless  PSC  of  Philadel 
phia.  More  often  than  not,  though,  Ex 
elon's  directors  turned  down  Rowe's  di 
versification  schemes.  Rowe  says  they  sav 
the  same  growth  charts  that  lured  in  sr 
many  others.  They  just  didn't  believt 
them.  "Power  plants  are  real.  Wires  are 
real.  Customers  are  real,"  he  says.  "Bu 
we  never  believed  Enron  was  real.  Having 
spent  enough  time  studying  really  bi^ 
things  that  have  risen  and  fallen,  I  knov 
that  most  things  have  their  limits." 

Rowe's  feel  for  the  "really  big  things 
is  an  outgrowth  of  his  love  of  history.  H 
keeps  a  2,600-year-old  sarcophagi 
from  Egypt's  26th  Dynasty  in  his  37th 
floor  office  in  Chicago's  Loop  and  ha 
personally  endowed  a  professorship  ir 
Byzantine  history  at  the  University  o 
Wisconsin.  Now,  figuring  he  is  only  fivt 
years  from  retirement,  Rowe  is  ahead 
weighing  how  history  will  treat  him 
"The  first  thing  I've  always  wanted  to  bt 
known  for,"  he  says,  "is  being  a  persor 
who  can  be  trusted  to  keep  the  lights  or 
and  to  make  money  for  investors."  Giver 
the  turmoil  in  the  utility  industry  ovei 
the  past  few  years,  Rowe  is  well  on  hi; 
way  to  establishing  that  legacy.  ■ 

-By  Michael  Arndt  in  Chicago 
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HAPPIER  DAYS 

Emanuel.  Edward 
(standing),  and 
Leonard  Stern 
in  1998 


Billionaire  Leonard  Stern  played 
hardball  building  his  Hartz  empire. 
Now,  one  son  has  been  nailed  in 
the  mutual-fund  scandal.  The  other 
has  blown  a  major  real  estate  deal. 
No  wonder  Dad  worries  about 
his  legacy.  BYMARCIAVICKERS 


LEONARD  N.  STERN,  A  LEGENDARY  TOUGH  GUY  IN  BUSINESS, 

grips  his  third  cup  of  coffee  in  less  than  an  hour.  He  percolates 
with  intensity.  One  of  the  100  richest  men  in  America,  who  built 
a  $3  billion-plus  fortune  on  doggie  chews,  birdseed,  and  real  es- 
tate, he  is  edged  slightly  forward  on  a  linen-covered  couch.  His 
antique-filled,  oak-paneled  offices  on  the  26th  floor  of  667 
Madison  Ave.  have  pricey  views  of  Central  Park  and  the  Man- 
hattan skyline.  Rents  in  the  exclusive  building,  which  he  owns, 
are  as  lofty  as  $120  a  square  foot,  second  only  to  the  General 
Motors  building.  It  is  the  domain  of  someone  who  has  long 
since  arrived.  Still,  Stern,  65,  can't  seem  to  skirt  controversy. 

Long  gone  is  the  sign  that  used  to  hang  in  his  office:  "Once 
you've  got  them  by  the  balls,  their  hearts  and  minds  will  fol- 
low." These  days,  it's  Stern  who's  feeling  the  pain. 

Stern— "call  me  Leonard"— former  chairman  of  pet-supply 
giant  Hartz  Mountain  Inc.,  is  eager  to  talk.  His  family  just  can't 
keep  out  of  the  headlines.  In  September,  his  younger  son,  Ed- 
ward J.,  38,  who  still  oversees  the  family  money,  became  em- 
broiled in  the  spreading  mutual-funds  scandal.  Eddie,  who  ran 
the  Canary  Capital  Partners  LLC  hedge  fund,  was  the  first  man- 
ager to  be  charged  by  New  York  Attorney  General  Eliot  Spitzer 
for  "fraudulent"  late  trading  and  market  timing  of  mutual 
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funds.  He  continues  to  meet  with  Spitzer,  says  a  source  close  to 
the  investigation,  and  is  dishing  the  dirt  about  mutual-fund 
companies  he  dealt  with. 

Last  year,  Leonard's  40-year-old  elder  son,  Emanuel  T., 
known  as  Manny,  who  runs  the  family's  real  estate  business, 
lost  a  $1.3  billion  deal  to  redevelop  a  sports  and  entertainment 
complex  in  New  Jersey's  Meadowlands.  Because  the  Sterns  are 
the  largest  real  estate  developers  there,  the  loss  was  a  major 
blow  to  the  family's  pride  and  pocketbook.  And  Leonard  has 
had  his  own  share  of  headaches  in  recent  years.  A  director  of 
drugstore  chain  Rite  Aid  Corp.  during  its  devastating  account- 
ing scandal,  he  was  the  target  of  several  lawsuits,  including  a 
class  action  that  claimed,  among  other  accusations,  that  the 
board  breached  its  fiduciary  duty  to  shareholders. 


"I'M  A  TOUCHER" 

FOR  STERN,  WHOSE  NAME  adorns  New  York  University's 
Leonard  N.  Stern  School  of  Business,  nothing  less  than  his 
legacy  is  at  stake.  With  his  dynasty  in  distress,  he  seems  deter- 
mined to  let  the  world  know  one  thing:  He  is  an  "honest  man," 
a  man  of  the  highest  ethical  standards.  So,  he  insists  with  tears 
welling  in  his  eyes,  are  his  sons.  "If  I  have  taught  my  sons  any- 
thing in  life,  it  is  to  have  integrity— to  always  tell  the  truth,  and 
I  believe  they  have,"  he  tells  BusinessWeek  in  an  exclusive  inter- 
view, his  first  in  five  years.  If  he  hasn't  taught  that,  he  says,  he 
has  failed.  Both  sons  repeatedly  declined  to  be  interviewed. 

If  s  not  that  the  family  fortune  is  in  jeopardy.  Leonard  is 
chairman  and  chief  executive  officer  of  Hartz  Mountain  Indus- 
tries Inc.,  a  private  company  that  holds  mainly  real  estate  and  fi- 
nancial investments.  (The  family  sold  the  pet-supply  company 
for  an  estimated  $250  million  in  2000.)  Hartz  is  the  country's 
largest  private  owner  of  commercial  property.  Most  of  it  is  lo- 
cated in  New  Jersey,  where  Hartz  owns  and  operates  some  38 
million  square  feet  of  offices,  hotels,  malls,  and  other  buildings. 


The  thought  that  I  might,  at  some  time,  have  to  at  the  very  le* 
correct  their  mistakes  is  very,  very  stressful."  Then  he  quid* 
adds:  "But  I  haven't.  And  I  never  would  have  brought  them 
if  I  hadn't  believed  in  them  100%— their  ability,  their  intel 
gence,  and  above  alL.their  integrity." 

Critics  say  Leonard's  often  hardball  tactics  and  compulsi' 
for  control  created  an  aggressive  culture  at  Hartz  that  persi 
under  his  sons.  "Eddie  and  Manny  desperately  want  to  plea 
Leonard,"  says  a  family  friend.  "At  the  same  time,  they're  ter 
fied  of  him."  Investigators  say  that  may  help  explain  why  Edc 
stepped  over  the  line  at  Canary.  Eddie  settled  with  Spitzer  r 
$40  million  in  September  without  admitting  or  denying  wron 
doing.  Leonard  says  he  is  particularly  distressed  about  Eddit 
involvement  in  the  scandal.  "It  is  a  sad  chapter  for  Canary,"  ] 
says.  "I'm  very,  very  close  to  Eddie  and  as  helpful  to  him  as 
can  be  emotionally." 

No  matter  how  hard  he's  pressed,  Leonard  won't  reveal  exac 
ly  how  or  when  he  learned  of  Eddie's  trading  practices.  ("I  cai 
go  there,"  he  says.)  But  two  former  Hartz  employees  believe  th 
little  took  place  at  the  company  that  Leonard  didn't  know  abot 
"fm  sure  Leonard  knew  [how  Eddie  was  trading],  because  th 
had  legal  opinions  O.KVing  late  trading  and  market  timing,"  a 
cording  to  James  Nesfield,  a  former  consultant  at  Canary.  "Edd 
Stern  didn't  go  to  the  bathroom  without  Leonard  knowing,"  sa; 
another.  But  Leonard  says:  "I  had  nothing  to  do  with  Canary." 

Still,  Eddie  wasn't  shy  about  using  the  family  fortune  win 
it  came  to  making  deals  with  fund  companies.  An  internal  Bai 
of  America  Securities  memo  claims  he  dangled  the  prospect 
financing  opportunities  with  two  of  the  family's  ritziest  hote» 
along  with  other  enticements,  in  exchange  for  trading  in  ar 
out  of  their  funds. 

BusinessWeek  has  learned  from  sources  close  to  the  mutus. 
fund  investigation  that  Eddie  was  introduced  to  trading  mut 
al  funds  in  the  mid-'90s  by  Robert  Simpson,  a  brother-in-la 
who  runs  Simpson  Capital  Management  Co.,  a  small  mone 
management  firm.  "Eddie  was  trading  mostly  his  own  mon< 


» 


"You  don't  build  a  fortune  like  this 
by  being  a  pussycat,"  says  Leonard 


The  Sterns'  real  estate  holdings  alone  are  estimated  to  be  worth 
as  much  as  $2  billion.  They  also  have  an  investment  portfolio 
worth  more  than  $1  billion. 

Fighting  back  is  the  name  of  the  game,  and  Leonard  Stern 
still  has  a  sharp  left  hook.  Just  5  feet  6  inches  tall,  with  a  tawny, 
sculpted  face  and  salt-and-pepper  temples,  he  can  morph  from 
a  seductively  charming  gentleman— "Fm  a  toucher,  emotion- 
ally and  physically,"  he  says— into  a  shrewd,  tough-talking 
businessman.  Leonard  is  no  stranger  to  scandal  himself.  In  the 
1970s,  the  Hartz  pet-supply  business  was  slammed  with  an 
antitrust  suit  and  later  a  federal  grand  jury  investigation.  Al- 
though Leonard  wasn't  personally  charged,  the  company  plead- 
ed guilty  to  bribery,  perjury,  and  destruction  of  documents. 
Leonard  explains  that  he  has  always  been  a  business  pioneer, 
routinely  taking  risks  and  forging  into  areas  where  rules  are  ei- 
ther nonexistent  or  murky.  Says  Leonard:  "You  don't  build  a 
fortune  like  this  by  being  a  pussycat." 

Now,  grappling  with  his  sons'  missteps  puts  Leonard  in  a 
heart- wrenching  bind. '  I  brought  my  sons  into  the  business  to 
extend  my  working  life,  so  I  could  keep  my  hand  in  the  busi- 
ness," says  Leonard.  "I  have  put  them  behind  the  eight  ball. 
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at  the  time  and  was  hanging  out  with  [Bob],  who  devised  the.' 
market-timing  algorithms  and  formulas,"  says  a  former  c< 
worker  of  Eddie's.  The  Stern  family  also  invested  money  wit 
Simpson,  according  to  former  Hartz  employees. 

Simpson's  biggest  deal  was  with  PBHG  Funds,  managed  r. 
Pilgrim  Baxter  &  Associates,  which  allowed  him  to  do  fast  ii 
and-out  trading  of  their  mutual  funds.  When  Eddie  started  Ci 
nary  in  1998,  he  made  his  first  mutual-fund  trades  throug 
PBHG,  using  Simpson's  connection.  Soon  after,  there  was  a  "bi 
family  rift,"  says  a  mutual-fund  investigator,  when  the  Sterr 
withdrew  all  their  capital  from  Simpson  and  Eddie  muscle 
Simpson  out  of  PBHG.  "Eddie  said  to  the  top  brass  at  PBH( 
'I've  got  the  $1  billion— let  me  do  all  the  trading,' "  says  the  ii 
vestigator.  Simpson  has  not  yet  been  named  in  the  investigi 
tion.  He  did  not  return  repeated  phone  calls.  The  Securities 
Exchange  Commission  and  Spitzer  have  filed  a  civil  suit  again 
Pilgrim  Baxter  and  co-founders  Gary  Pilgrim  and  Harold  Ba: 
ter  alleging  that  they  engaged  in  market  timing,  despite  explic 
restrictions  in  their  fund  prospectuses. 

For  a  time,  at  least,  Eddie's  market  timing  and  late-tradin 
strategy  worked  brilliantly.  "During  the  bear  market,  mutu; 


HIGHS  AND 

LOWS  AT  H ARTZ 


1926  Max  Stern  starts  Hartz  Mountain 
after  immigrating  from  Germany  to  New 
York  with  a  few  thousand  canaries,  given 
to  him  to  sell  to  settle  a  debt.  He  then 
begins  hawking  birds,  cages,  birdseed, 
and  other  pet  products. 


1978  Hartz  is  slammed  with  a  huge 
antitrust  suit.  Competitor  A.H.  Robins 
sues  Hartz  on  grounds  of  commercial 
bribery,  destruction  of  documents,  and 
perjury.  Hartz  later  settles  with  Robins  for 
$42.5  million. 

1983  Hartz  pleads  guilty  to  perjury, 
subornation  of  perjury,  and  obstruction 
of  justice  and  pays  a  $20,000  fine 
that  Leonard  compares  to  paying  a 
"parking  ticket." 

1984  Leonard  donates  $30  million  to 
New  York  University's  business  school, 
his  alma  mater,  to  rename  it  the  Leonard 
N.  Stern  School  of  Business. 


MID-'80s  Leonard  makes  a  foray  into 
media,  buying  up  community 
newspapers.  He  sells  his  most  prominent 
holding,  the  Village  Voice,  in  2000. 

1989  Leonard's  son 
Eddie  joins  Hartz, 
becoming  president 
of  the  pet-products 
company  in  1997. 
In  1998,  Eddie 
starts  running 
Canary  Capital,  a 
hedge  fund  bankrolled 
mostly  with  family  money. 

1991  Leonard's  son 
Manny  joins  Hartz.  He 
later  becomes 
president  of  its  real 
estate  operations, 
which  now  account  for 
the  majority-about 
$2  billion— of  the 
Sterns'  wealth. 

2000  The  Sterns  sell  the  Hartz  pet- 
products  company,  grouping  their  real 
estate  and  investments  in  a  private 
company,  Hartz  Mountain  Industries. 

FEBRUARY,  2003  Manny  loses  a  lucrative 
bid  to  redevelop  a  huge  swath  of  the 
Meadowlands.  He  is  currently  suing  the 
developers  who  won. 

■Hjjjj^H  JULY,  2003  Eddie  is 

^^     ^^H  subpoenaed  by  N.Y. 

^K  yM  Attorney  General  Eliot 

Wm  *"  ^  J  Spitzer  and  later  named 

^A.      -     fl  in  a  complaint  alleging 

■V. V     ''       I  ^a*  ^e en§a8ec'  'n 
■■f»  "fraudulent"  schemes- 

H^        ■  late  trading  and  market 

PH^^M^M  timing  of  mutual  funds. 

He  settles  with  Spitzer  for  $40  million 

without  admitting  or  denying  guilt. 


1959  Max's  son  Leonard,  just  21  years  old, 
joins  and  builds  Hartz  into  the  country's 
No.  1  pet-supply  company,  with  75%  of 
the  market. 

1968  Leonard  starts  buying  up  land  for  a 
song  in  the  Meadowlands  area  of  New 
Jersey  "before  anyone  ever  thought  of 
buying  there,"  he  says. 

MID-'60s  Hartz  is  dogged  by  complaints 
from  competitors  and  distributors  that  it 
engages  in  unfair  business  practices. 
Three  Justice  Dept.  antitrust 
investigations  ensue,  all  fruitless. 

1973  A  Federal  Trade  Commission  inquiry 
results  in  a  promise  from  Hartz  to  stop 
threatening  distributors,  cutting  special 
deals,  and  boycotting  competitors. 
Still,  Hartz  continues  to  be  sued  by  rivals 
and  vendors. 


to:  BusinessWeek 
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ROPERTY 


The  Sterns  own 
$2  billion  worth 
of  real  estate 
including  land, 
office  buildings, 
shopping  malls, 
hotels,  and 
warehouses. 
Some  of  the 
gems: 


Data:  -  irtz.  BusinessWeek 


▲  667  MADISON  AVENUE  New  York.  One  of  the 
most  expensive  offices  in  town,  at  the  corner  of  61st 
Street  and  Madison.  The  Tisch  family's  Loews  Corp. 
and  hedge-fund  honcho  Bruce  Kovner  have  offices 
there,  along  with  the  Sterns. 

LINCOLN  HARBOR  Weehawken,  N.J.  The  1.8  million- 
square-foot  office  park  adjacent  to  the  Lincoln 
Tunnel  overlooks  midtown  Manhattan  and  has  the 
likes  of  Citicorp  and  UBS/PaineWebber  as  tenants. 


4  HARMON  COVE 

Secaucus,  N.J.  The 
Sterns  bought  this 
750-acre  tract  in  the 
Meadowlands  for 
$10  million  in  1968. 
Today  it  has  an 
outlet  mall,  hotel, 
hospital,  condos, 
townhouses,  and  a 
$65  million  MSNBC 
production  center. 


COLGATE  CENTER  and  JOURNAL  SQUARE  Jersey 
City,  N.J.  Three  state-of-the  art  waterfront  buildings 
at  Colgate  Center  and  two  buildings  called  Journal 
Square,  all  located  directly  across  from  Manhattan's 
financial  district. 

T  SOHO  GRAND  HOTEL  and  TRIBECA  GRAND 
HOTEL  New  York.  Opened  in  1996  and  2000, 
respectively,  the  upmarket  hotels  are  located  in  the 
hippest  neighborhoods  of  Manhattan. 
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funds  desperately  needed  new  ways  to  make  money,"  says  Sel- 
va  Roselli,  a  lawyer  and  hedge-fund  expert.  "For  a  hedge  fund 
like  Canary,  [the  strategy]  was  practically  a  no-lose  proposi- 
tion." In  1999,  Canary  showed  an  eye-popping  110%  net  gain, 
according  to  Spitzer's  complaint.  By  2002,  Canary's  assets  had 
grown  to  $730  million  and  gained  15%  that  year,  vs.  a  23%  drop 
in  the  Standard  &  Poor's  500-stock  index. 


BULLY  ON  THE  BLOCK 

BUSINESSWEEK  HAS  LEARNED  that  Canary  attracted  some  top- 
drawer  clients— though  they  could  have  been  passive  investors, 
with  little  insight  into  what  Eddie  was  doing.  According  to  peo- 
ple familiar  with  the  fund,  investors  included  Millennium  Part- 
ners, headed  up  by  Israel  Englander  and  the  Tudor  Group,  run 
by  famed  investor  Paul  Tudor  Jones.  A  Tudor  spokesman  de- 
clined to  comment.  Millennium  did  not  respond  by  press  time. 
Leonard  defends  his  son.  "Eddie  at  no  time  knew  that  he  was 
doing  something  illegal,"  he  says.  "I  know  this  because  I  asked 
and  he  told  me.  He's  an  outstanding  young  man.  I  can't  re- 
member one  time  when  he  told  me  an  untruth."  Steinhardt 
backs  Leonard  up.  "I  really  feel  that  there's  a  wonderful  inno- 


cence to  [Eddie].  I  would  trust  him  on  any  level."  But  a  long  k 
time  business  associate  says:  "You  have  to  realize  that  Eddk  in 
grew  up  in  a  no -holds-barred  business  environment.  The  applt  if 
didn't  fall  far  from  the  tree."  1 

Leonard  himself  was  a  pretty  tough  apple.  In  1959,  at  age  21  si 
he  joined  his  father  Max's  pet-supply  business.  Associates  re- 
member Leonard,  who  grew  up  in  Manhattan,  variously  as  it 
"fast-talking,"  "dogged,"  "incredibly  intelligent,"  and  almost  n 
"hyperly  aggressive."  By  1973,  he  had  built  Hartz  into  the  h. 
No.  1  pet-supply  company  in  the  country,  with  75%  of  the  mar- 1 
ket.  Hartz  offered  a  wide  range  of  products,  such  as  the  popu-  n 
lar  "2-in-l"  flea  collar.  it 

But  the  real  key  to  the  company's  success  was  Leonard's  in- : 
tense  involvement  at  every  level.  In  a  1984  article  about  Hartz  1 
by  writer  Connie  Bruck  in  The  American  Lawyer—  an  article  k 
Leonard  calls  "the  most  unfair  piece  ever  written  about  me"—  n 
a  former  Hartz  employee  recounted  that  once  when  Leonard 
stopped  by  a  small  grocery  store  in  Portland,  Ore.,  he  noticed  tc  x. 
his  dismay  that  there  were  no  Hartz  products  on  the  shelves,  ir 
His  district  manager,  when  confronted,  told  him:  "That  store  is  to 
just  a  mom-and-pop  gunboat."  Leonard's  reply:  "I  don't  care  ii  ft 
it  is  a  f—  ingrowboat.  Go  get  it!"  i 

It  wasn't  long  before  Hartz  gained  a  reputation  as  the  bully  i 


66  I  BusinessWeek  I  February  9.  2004 


n  the  block.  In  the  mid-1960s,  a  number  of  small  distributors 
ad  competitors  vociferously  alleged  that  Hartz  engaged  in  a 
umber  of  unfair  business  practices  such  as  threats,  bribery, 
ad  special  deals.  "[Hartz]  gives  away  free  merchandise  to  get 
tclusives  on  the  condition  it  be  kept  quiet,"  a  former  employ- 
;  told  Bruck.  "Whole  truckloads  of  cat  Utter  just  disappear  into 
le  twilight  zone."  Three  Justice  Dept.  antitrust  investigations 
>llowed,  all  fruitless.  After  an  inquiry  in  1973,  the  Federal  Trade 
ommission  made  Hartz  promise  to  stop  using  such  strong- 
rm  tactics  as  threatening  some  distributors  while  cutting  spe- 
lal  deals  with  favored  ones. 

Then  came  a  mammoth  antitrust  suit:  In  1978,  A.H.  Robins 
o.,  parent  of  archrival  Sergeant's,  sued  Hartz,  alleging 
Dmmercial  bribery,  destruction  of  documents,  perjury,  and 
ibornation  of  perjury  by  Hartz  officials.  The  case  became  par- 
cularly  salacious  when  a  Hartz  vice-president,  Walter  Albu- 
uerque,  testified  in  a  deposition  that  he  had  helped  hire 
omen  to  entertain  clients  at  a  trade  show  and  submitted  their 
:es  in  phony  credit  memos.  "[Stern]  came  up  with  the  wording 
lat  we  call  these  prostitutes  'hostesses,' "  Albuquerque  testi- 
ed.  Says  Leonard:  "I  never  knew  about  it  and  would  never 
andone  such  a  thing." 

All  the  allegations  were  denied  by  Hartz.  But  the  next  year, 
le  company  paid  A.H.  Robins  $42.5  million  out  of  court— one 
f  the  largest  antitrust  settlements  to  date.  Months  later,  the 
overnment  launched  a  grand  jury  investigation  into  Hartz's 
usiness  practices.  After  three  years,  Hartz  agreed  to  plead 
uilty  to  perjury,  subornation  of  perjury,  and  obstruction  of  jus- 
ce,  and  paid  a  $20,000  fine.  Neither  Stern  nor  his  two  top  of- 
rials  were  directly  charged  with  any  crimes— which  rankled 
le  U.S.  district  judge  handling  the  case,  Robert  R.  Merhige  Jr., 
rho  at  the  time  called  it  "the  biggest  miscarriage  of  justice  I 
ave  encountered  in  40  years  at  the  bar."  Today,  Leonard  says: 
[  was  never  indicted,  and  the  fact  is,  I  wasn't  aware  of  any  of 


lawsuit,  filed  by  Kevin  Mann,  a  former  Rite  Aid  executive  vice- 
president,  alleged  that  Leonard  used  his  influence  to  increase 
shelf  space  in  Rite  Aid  stores  for  Hartz's  pet  products  at  the  ex- 
pense of  competitors.  Rite  Aid  settled  that  suit  in  1999  for  $11 
million.  Leonard,  who  resigned  from  the  board  in  late  2001, 
brushes  all  of  this  aside:  "We  saved  that  company  from  bank- 
ruptcy. We  threw  out  the  old  management  and  brought  in  the 
new  and  set  it  on  its  turnaround,"  he  says.  Still,  how  did  this  ac- 
counting mess  happen  on  his  watch?  "Outright  fraud  can  only 
happen  when  someone  trusts,"  he  says. 


A  GOOD  RIDE 


LEONARD  CAN'T  BEAR  TO  CONTEMPLATE  that  Eddie  might 
have  done  anything  fraudulent  or  even  untoward  at  Canary.  "If 
I  ever  thought  that  my  son  did  anything  knowingly  illegal  or 
dishonest— whew,  I  couldn't  live  with  that,"  he  says,  wiping 
imaginary  sweat  off  his  brow.  However,  prosecutors  believe  Ed- 
die may  have  used  tactics  to  hide  what  he  was  doing.  Spitzer's 
complaint  against  Canary  alleged  that  Eddie  set  up  shell  funds 
through  which  he  contacted  mutual  funds,  seeking  the  right  to 
trade.  In  a  separate  complaint  against  Theodore  C.  Sihpohl  HI, 
a  broker  at  Banc  of  America  Securities,  Spitzer  alleges  that  Ed- 
die devised  a  well-planned  scheme  in  which  Canary  would  e- 
mail  or  fax  proposed  trades  to  Banc  of  America  before  4  p.m. 
and  have  BofA  time-stamp  the  trades  at  that  time  so  they  false- 
ly "bore  the  pre-4  p.m.  time  stamp."  Canary  would  then  phone 
the  bank,  telling  it  "which  of  the  proposed  trades  Canary  want- 
ed it  to  place,"  according  to  the  complaint.  Sihpohl,  faced  with 
criminal  and  civil  charges,  has  pleaded  not  guilty.  Says  a  source 
close  to  the  investigations:  "I  think  [Eddie]  was  clearly  aware 
there  were  shenanigans  going  on." 

Eddie  was  also  essentially  shorting  mutual  funds,  normally 


» 


"I  told  Eddie  to  tell  [Spitzer] 
100%  of  the  truth— to  vomit  it  out" 


lis  corruption  when  I  was  heading  the  company.  The  bottom 
ne  is  that  they  didn't  have  the  goods  against  us."  Then,  mo- 
lents  later,  Leonard  says:  "It's  not  that  I  never  made  mistakes 
inning  the  company.  I  was  extremely  young.  I  talked  and  act- 
d  like  a  young  man." 

There  is  a  uncanny  parallel  with  his  son  Eddie's  current 
•ibulations.  When  faced  with  legal  troubles,  Leonard  usually 
sttles  cases  quickly— paying  up  and  moving  on.  Leonard  says 
lat  on  learning  of  Spitzer's  July  subpoena  in  the  Canary  case, 
I  told  Eddie  to  tell  the  attorney  general  100%  of  the  truth— to 
omit  it  out.  Don't  filter  it."  It  was  Leonard,  say  sources  close  to 
le  investigation,  who  had  a  hand  in  hiring  respected  securities 
ttorney  Gary  R  Naftalis  to  defend  Eddie.  "There's  no  detail  in 
[artz  that  Leonard  is  not  involved  in,  and  the  more  serious  it  is, 
le  more  he  gets  involved,"  says  Ronald  Simoncini,  the  Sterns' 
ublic-relations  representative. 

Likewise,  Leonard  was  intensely  engaged  in  his  role  as  a 
oard  member  of  Rite  Aid  in  the  mid-to-late  '90s  when  the 
rugstore  chain  was  involved  in  accounting  shenanigans.  (Rite 
id  admitted  to  overstating  net  income  by  $1  billion  over  two 
ears.)  Leonard  was  named  in  a  class  action  in  which  investors 
laimed  that  he  and  other  directors  had  breached  their  fiduciary 
uty  to  shareholders.  The  company  settled  in  2000.  A  separate 


illegal,  Spitzer's  complaint  against  Canary  alleged.  He  worked 
with  mutual-fund  companies  to  create  derivatives,  or  clones,  of 
various  funds.  That  way  he  could  short  them,  rather  than  the 
funds  directly,  and  so  get  around  the  law.  (Even  so,  a  fund's  per- 
formance would  suffer  because  the  stocks  it  contained  were  be- 
ing shorted.)  A  former  senior  Hartz  investments  officer,  Noreen 
Harrington,  told  Spitzer's  office  that  when  she  questioned  Ed- 
die about  his  trading,  he  replied:  "If  I  ever  get  in  trouble,  they're 
not  going  to  want  me,  they're  going  to  want  the  mutual  funds." 
To  say  that  the  Sterns  abhor  Harrington— the  first  person  to 
blow  the  whistle  on  Canary's  unorthodox  trading— may  be  an 
understatement.  When  her  name  is  brought  up,  Leonard  clasps 
his  hand  to  his  heart  theatrically  and  says:  "Oh,  her— please— 
she  was  such  a  big  fan  of  Eddie's  returns  that  she  had  money 
with  the  fund  after  she  left  the  company."  Harrington  admits 
she  was  invested  in  Canary  until  March,  2003,  but  says:  "All  the 
other  senior  officers  did  as  well."  The  Stern  family  initially 
claimed  that  Harrington  was  "terminated."  But  BusinessWeek 
has  viewed  a  Hartz  document  signed  by  Chief  Financial  Officer 
Ronald  J.  Bangs,  dated  Apr.  11, 2002,  stating  that  Hartz  agreed 
that  Harrington  "resign  [from  Hartz]. ..and  amicably  terminate 
their  relationship."  She  says  she  stayed  on  until  August,  2002, 
at  Hartz's  request.  A  Hartz  spokesman  now  says:  "Eddie  was 
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Vanity  Fair  Editor-in-Chief  Graydon  Carter.  According  tJ 
Carter,  "Eddie  was  one  of  the  most  engaging,  thoughtful  kidl 
ever  to  work  at  Spy.  I  just  admired  the  way  he  carried  himse  I 
and  all  that  that  entails." 

Eddie  next  tried  his  hand  as  business  manager  for  the  VUIag 
Voice,  the  New  York  weekly  newspaper  his  father  had  bought  ii 
1985  from  Rupert  Murdoch.  In  1989,  he  married  a  doctor;  th  £ 
couple  have  three  children.  That  same  year,  telling  Leonard  hi 
wanted  to  make  more  money,  he  went  to  work  for  Hartz  Moun 
tain.  He  became  company  president  in  1997.  How  well  he  did  i 
a  matter  of  dispute.  "When  Eddie  ran  Hartz,  it  was  a  disaster,' 
says  a  former  rival,  who  concedes  that  the  pet-supply  industr 
was  reeling  as  the  power  of  mega-discounters  such  as  Wal-Mar 
Stores  Inc.  and  Petco  Animal  Supplies  Inc.  grew.  "It  lost  30%  t< 
40%  in  market  share."  Leonard  disagrees:  "Eddie  was  very  tal 
ented  at  merchandising.  He  just  decided  the  business  wasn" 
enough  to  attract  his  interest."  In  December,  2000,  Hartz  sole 
the  business  to  a  private  equity  firm,  J. W.  Child's  Associates. 


"REAL  WARMTH" 

Stern  and  his  wife, 
Allison,  are  fixtures 
on  the  social  scene 


displeased  with  her  performance  and  asked  her  to  leave,  so  they 
struck  an  agreement." 

In  October,  2002,  Eddie  began  cashing  out  Canary's  outside 
investors.  And  on  May  2, 2003,  he  wrote  in  a  final  letter  to  them: 
"We  hope  that  you  considered  the  ride  to  be  a  good  one."  In 
fact,  the  ride  was  so  good,  the  Sterns  decided  to  keep  the  fund 
to  themselves.  A  former  co-worker  says  the  money  was  re- 
turned to  investors  when  some  began  to  question  how  Eddie 
got  his  blockbuster  bear  market  returns.  "If  Eddie  believed 
what  he  was  doing  was  legal  and  O.K.,  why  wouldn't  he  just  tell 
his  investors?"  asks  Harrington.  In  2003,  when  the  market 


"A  HUGE  MISTAKE" 

ALL  THE  WHILE,  LEONARD'S  older  son,  Manny— stocky,  occa 
sionally  bearded,  whom  a  rival  describes  as  "a  younge 
Leonard  on  steroids"— was  hitting  pay  dirt  in  the  family  real  es 
tate  business.  Manny— married  with  three  children— has  devel 
oped  scores  of  successful  New  Jersey  properties.  In  the  '90s,  hJJ 
started  building  glamour  properties  such  as  Manhattan's  Sohcij 
Grand  Hotel  and  Tribeca  Grand  Hotel.  Says  Simoncini,  tht 
Sterns'  spokesman:  "Manny  usually  gets  what  Manny  wants.'" 
Never  has  Manny's  moxie  been  more  evident  than  in  thi 
Meadowlands  brawl.  Losing  out  on  the  $1.3  billion  project 
called  Xanadu,  to  redevelop  the  Meadowlands  sports  arena  are; 
with  offices,  hotels,  stores,  movie  theaters,  and  other  entertain 
ment,  isn't  just  a  missed  opportunity.  "It  could  cost  the  Stern- 
millions  of  dollars,"  says  a  source  close  to  the  company,  because 
it  could  take  a  large  chunk  of  business  from  their  existing  store^ 
in  the  area.  (They  own  the  Harmon  Cove  Outlet  Center  in  Se 
caucus,  N.J.,  and  two  other  shopping  malls.)  In  mid-2002,  Milh 
Corp.,  a  mall  developer  in  Arlington,  Va.,  asked  Hartz  if  it  want- 
ed to  go  50-50  to  bid  on  the  project  and  Manny  turned  it  down 
Mack-Cah  Realty  Corp.,  based  in  Cranford,  N.J.,  partnered  with 


\\A  rival  developer  describes  Manny 
rf  as  "a  younger  Leonard  on  steroids" 


started  heading  up,  Eddie's  strategy  suffered.  He  gained  only 
1.5%  before  shutting  Canary  down  in  June,  before  news  of 
Spitzer's  investigations  broke. 

Eddie  may  have  been  ill-suited  to  cope  with  the  pressures  of 
the  family  business.  An  art  history  major  at  Haverford  College 
in  Pennsylvania,  he  had  always  been  more  of  a  philosophical 
type.  Says  Leonard:  "The  head  of  the  classics  department  at 
Haverford  took  me  aside  and  begged  me  not  to  tempt  Eddie  to 
go  into  the  business  world.  He  said  he  was  the  brightest  student 
he  ever  taught."  In  1987,  Eddie  won  a  Thomas  J.  Watson  Fel- 
lowship to  study  fiction  writing  in  Italy.  According  to  Leonard, 
"Eddie  tried  in  vain  to  return  the  stipend,"  ostensibly  feeling 
bad  about  it  because  he  came  from  a  wealthy  family.  Eddie 
started  writing  under  a  nom  de  plume,  Julius  Lowenthal.  Once 
stateside,  he  became  a  writer  for  Spy  magazine,  then  run  by 


Mills  instead,  and  the  duo  won  the  contract  in  early  2003.  "In 
retrospect,  Manny  made  a  huge  mistake,"  says  a  rival.  "Now 
he's  getting  nothing,  and  his  father  is  furious  at  him." 

Manny  recently  filed  suit  in  New  Jersey's  appellate  court  in  an 
attempt  to  stop  the  project  "If  Xanadu  goes  through,  there  would 
be  disastrous  daily  traffic  jams,  severe  damage  to  local  merchants 
and  the  environment,  among  other  things,"  says  family  spokes- 
man Simoncini.  In  the  past  year,  Manny  and  his  partner  Forest 
City  Ratner  Cos.  have  taken  full-page  ads  in  national  and  local 
newspapers  trumpeting  their  case.  Bruce  C.  Ratner,  president 
and  CEO  of  Forest  City  Ratner,  did  not  return  phone  calls.  Man- 
ny also  made  a  video,  sending  an  undercover  film  crew  to  one  of 
Mills's  shopping  malls  in  an  attempt  to  prove  it  was  a  retail  ven- 
ue, not  the  entertainment  venue  Mills  has  proposed  for  Xanadu. 
A  Mills  spokesman  holds  they  are  abiding  by  the  proposal:  "It 
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will  draw  together  recreation,  sporting,  and  amusement  con- 
cepts" such  as  indoor  skiing  and  mini  auto  racing. 

Hartz's  rivals  says  they  won  the  deal  fair  and  square.  "Our  pro- 
posal showed  extraordinary  sophistication,  creative  effort,  and  re- 
sponsibility," says  Mack-Cali  spokesman  Robert  Sommer.  Adds 
George  R.  Zoffiriger,  president  and  CEO  of  the  New  Jersey  Sports 
&  Exposition  Authority,  the  agency  that  handled  the  Xanadu  pro- 
posals: "The  process  was  extremely  fair,  and  we  chose  the  pro- 
posal which  benefited  the  economy  the  best.  The  Stern  family 
needs  to  step  back  and  consider  what's  good  for  the  region." 

Perhaps  the  bigger  question,  say  people  in  the  industry,  is 
whether  the  Sterns'  family  business  is  finding  it  hard  to  com- 
pete in  the  new  world  of  sophisticated  real  estate  investment 
trusts  such  as  Mack-Cali,  and  megamall  developers  such  as 
Mills.  A  rival  claims  Hartz's  proposal  was  unprofessional:  "It 
looked  like  crayon  on  construction  paper." 

A  large  part  of  the  Sterns'  problem,  contends  another  devel- 
oper, is  that  they  consider  themselves  "the  preeminent  family 
out  here"— the  Mayflowers  of  the  Meadowlands.  Indeed,  they 
have  accumulated  some  1,800  acres  since  1968— "before,"  says 
Leonard,  "anyone  ever  even  thought  of  buying  land  there."  Re- 
cently, Leonard  ran  into  William  L.  Mack,  Mack-Cali's  chair- 
man of  the  board  and  head  partner  at  Apollo  Real  Estate  Advi- 
sors LP,  at  a  Manhattan  charity  benefit.  Sources  familiar  with 
the  conversation  say  that  Mack  told  Leonard:  "Face  it,  you  guys 
have  already  lost  the  Meadowlands  project.  But  maybe  we  can 
work  something  out."  To  which  Leonard  apparently  retorted: 
"You  can't  just  discount  our  interests  over  there.  We'll  beat 
you."  Asked  about  the  exchange,  Leonard  says  bluntly:  "We  are 
in  this  to  win." 

Leonard  Stern  is  a  man  who  has  not  lost  his  edge.  But  friends 
say  he  has  evolved.  "There's  a  very  human  side  to  Leonard," 
says  longtime  friend  Wilbur  Ross,  the  bankruptcy  expert.  "He's 
not  just  a  beady-eyed  accountant  and  tough  negotiator.  He's 
multidimensional."  Adds  Francesca  Stanfill,  a  writer  and 
friend:  "Leonard  is  leagues  above  others  when  it  comes  to  in- 


don't  like  people  who  try  to  put  their  hand  in  my  pocket."  Stili 
he  gives  millions  to  charity  each  year.  In  1984,  just  three  year 
after  he  had  settled  with  the  Justice  Dept.,  Leonard,  who  earnei 
his  MBA  from  New  York  University  in  1957,  at  19,  made  a  $3( 
million  donation  for  the  right  to  name  NYU's  graduate  school  o 
business  after  himself.  Leonard's  supporters  insist  he  wasn't  at 
tempting  to  buy  respectability  but  was  approached  by  NYL 
Says  Carol  B.  Kellermann,  former  executive  director  of  Stern' 
foundation,  who  now  heads  the  September  11th  Fund:  "Yoi 
can  always  denigrate  people  who  put  their  names  on  things,  bu 
with  Leonard,  if  s  always  from  the  heart."  Ironically,  Leonard  i 
no  fan  of  B-schools.  "I  think  business  school  is  a  waste  of  time 
You  learn  on  the  job,"  he  says. 


OOHINGANDAAHING 

THERE  ARE  NO  RAISED  EYEBROWS  when  it  comes  to  his  pe 
charity,  Homes  for  the  Homeless,  which  he  started  in  1985 
Leonard  says  he  donates  money  and  "a  big  chunk  of  time"  to  it 
Allison,  a  formidable  player  on  Manhattan's  social  circuit,  is  ; 
trustee  and  vice-chairman  of  the  Wildlife  Conservation  Society 
the  parent  of  the  Bronx  Zoo.  She  hosts  the  society's  annua 
fund-raising  bash,  held  this  past  fall  at  the  Central  Park  Zoo 
His  children  are  not  in  the  social  scene.  Leonard  says  they  art 
devoted  to  their  families  and  jobs.  "I  always  wanted  my  chil 
dren  to  go  to  bed  at  night  and  feel  tired  and  good  about  wha 
they  did."  His  daughter,  Andrea  C,  36,  is  a  photographer. 

A  little  over  a  year  ago,  Leonard  and  Allison  hosted  an  evening 
Hudson  River  cruise  on  their  152-foot  yacht,  Lady  Allison.  Abou 
50  guests  attended— names  that  fill  the  society  columns.  Some  o 
the  guests  assembled  on  one  side  of  the  boat  where  Leonard  be 
gan  conducting  an  impromptu  tour  of  the  Stern's  vast  New  Jer 
sey  landholdings.  "Unlike  a  lot  of  moguls,  Leonard  has  his  fee 
on  the  ground,"  says  David  Patrick  Columbia,  editor  o 
NYSocialDiary.com.  Still,  he  says,  "this  was  an  awesome  show  o 
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"People  who  get  a  reputation  for 
being  tough  are  those  who  succeed" 


tellectual  acumen  and  heart.  He  has  a  real  understanding  of  life 
and  all  of  its  complexity." 

His  second  wife,  Allison,  54,  whom  he  married  in  1987,  has  a 
lot  to  do  with  his  transformation,  say  friends.  (Leonard  di- 
vorced his  first  wife,  Judith,  a  therapist  who  consults  families  on 
wealth  and  business  matters,  in  the  mid-'80s.)  A  former  mod- 
el and  TV  producer,  Allison  grew  up  "dirt-poor,"  as  she  has  de- 
scribed it,  in  Kentucky.  She  is  immortalized  on  vintage  Jaws 
movie  posters  as  the  comely  swimmer  about  to  meet  her  fate 
with  a  shark.  Friends  say  Allison  and  Leonard  have,  unlike 
some  society  marriages,  a  real  romance.  Says  Stanfill:  "There's 
real  warmth  and  supportiveness  between  them.  You  feel  it." 

The  Sterns  live  in  one  of  the  only  freestanding  mansions- 
five  stories  tall— on  Fifth  Avenue.  A  friend  says  it  is  tastefully 
decorated— "not  too  over  the  top,"  with  a  sweeping  marble 
staircase  leading  to  the  first  landing,  where  one  encounters 
works  by  Van  Gogh,  Modigliani,  and  others.  "He  loves  his  art," 
says  Ross.  "He's  particularly  knowledgeable  about  Greco-Ro- 
man art  and  has  a  very  extensive  collection." 

Leonard  is  notoriously  tightfisted  in  business,  often  refusing 
to  budge  a  penny  in  negotiations.  "I'm  fair,"  he  says,  "but  I 
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how  powerful  the  family  is.  People  were  oohing  and  aahing.' 
Of  course,  those  were  halcyon  days— before  the  Sterns  lost  the 
mammoth  Meadowlands  deal  and  before  the  mutual-fund  scan 
dal.  Today,  Eddie  is  still  cooperating  with  Spitzer's  office.  "We 
continue  to  be  surprised  by  the  depth  and  breadth  of  this  scan 
dal  as  well  as  the  amount  of  money  that  is  involved,"  says  David 
D.  Brown  IV,  chief  of  the  investment-protection  bureau  for  the 
New  York  Attorney  General.  Eddie  faces  several  civil  suits  and  a 
class  action  filed  by  fund  investors.  As  for  Manny,  his  fight  for  the 
Meadowlands  property  may  be  futile,  unless  there's  a  surprise 
ruling  in  his  favor  in  his  upcoming  court  case.  Whatever  hap- 
pens, says  Wilbur  Ross,  the  Sterns  will  get  past  this.  "Leonard  is 
an  incredibly  smart  decision  maker,"  he  says.  Leonard  remains 
undaunted:  "People  who  get  a  reputation  for  being  tough  are 
those  who  succeed.  When  you  fail,  you  get  pity." 

Speaking  of  tough,  whatever  happened  to  that  "got  them  by 
the  balls"  sign?  Leonard  says  he  can't  remember,  exactly.  But 
it's  not  around  anymore.  Almost  20  years  ago,  when  a  Busi 
nessWeek  writer  asked  him  that  same  question,  he  replied:  "Oh 
that.  I  gave  it  to  my  son."  ■ 

-With  Susann  Rutledge  in  New  York 


W  Magna  red/  stone,  V6~  phone 
panorama  roof,  keyless  entry,  sport 
pack*)*!,  comfort  packa'jt  loaded. 
Drive  the  car  of  your  dreams! 
CARS!C 


NEW  CARS 


'01  DVD  Navigation,  leather.  Totaty 
loaded,  Chrome  wheels.  Power 
everything.  Pnced  to  sell!  CaB  today 

=  55-6     - 

'04  New!  New!  New! 

.  ric,  CD/Cassette 
Sajkoo*  A8S.  Keyless  entry  Leather 


•04V-6  Cruise  Control  tease  or  buy, 
Supercharged  engine.    H.K.  sound, 
moon  roof  Spotless  finish  This  car 
=.55-6712 


04  Midnight  Blue,  silver  int. 
Power  everything.  Limited  edition 
This  car  ,»as  made  tor  rout  CARS! 

CARS'  CARS'  555-8943 

Q  '04  Drive  this  home  today! 
^^  Last  one  on  the  lot!  Great 
Financing  Red  Coupe  w/tan  mt- 
Air/CO/Auto  All  power  everything. 
Leather.    Sunroof,    tinted    glass, 


RS!  5SS-1239 


M 


ut  sale!  ^zt'  green  Tan 

A/C  PS. 

CD  4w/d.  leather  Trit  crucse.  roof 
rack.  Great  Financing;  Can  555-1 :  33 


'04  drive  home  this  Mack  beauty. 
Espresso  leather  int.  V6,  PS.  till  auto- 
matic, hard  top  8  speske-s  mufti  disc 
CD,  fully  loaded  only  one  left  on  the 
lot'  555-6674 


04  DVD  Navigation,  leather; Totaty 
loaded.  Chrome  wheels.  Power 
everything.  Pnced  to  sell1  Ca  today 
555-67581!!! 


"04  V-6  Cruise  Control  lease  or  buy. 
Supercharged  engine,    H.K.  sound. 


04   Midnight  Blue,  silver   int 
Power  everything  Limited  edition 

Tr-ts  czr  *as  maw  for  youl  CARS' 
CARS!  CARS!  555-8943 
"04  Magna  red/  stone,  V6.  phone 
panorama  roof,  keytess  entry  Jnorl 
package,  comfort  package,  loaded 
Drive  the  car  o*  your  dreams!  CAR> 
CARS!  CARS!  5SS1239 


"04  convertible  with  black  top  This 
>ewel  has  all  of  the  toys.  Pnvacy  glass, 
power  everything  Rear  view  camera 
and  DVTJ  CaB  before  ifs  gone'  555- 
7772 


TM  Excellent  car  tor  you!  A/C 
Power   doors   and   locks.  Loaded 

Monng  sate.  Must  go  555-3423 

*'04  Closeout  sale!*  Darkgreen 
Tan  interior.  X-tra  wide  bres.ATTA/C. 
PS.  CO  4w/d,  leather  Tilt  cruse,  roof 
rag^Grta^ri,a_.T<i,~;ia    rye  J33 


*A  04  drive  home  a  Mack  beauty. 

'  Espresso  leather  int.  V6.  PS.  nit, 

automatic,  hard  top.  8  speakers  mura 

disc  CU  tuiry  loaded.  wity  one  iet  on 
the  lot!  55S-6674 


'04  New!  New  !New!  Coupe  Silver. 
all  the  extras,  Iff1  wheels  Tnptronic 
CD/Cassette  Sunroof  ABS  Keytess 
entry  555-0090 


Last  one  on  the  lot!  Great  Financing 
Red  Coupe  w/tan  inlAir/CD/  Auto  All 


NEW  CARS 


uassssassssmm 

'04  V-6  Cruise  Control  lease  or 
buy,  Supercharged  engine.  H.D. 
CD/sound,  moon  roof.  Financing. 
Spooess  fmish  Tots  car  has  rtaO! 

***•  555-6712  *••* 
'04  Midmgjff  Blue7  silver Hiff 
Power  everything.  Limited  edition 
This  car  was  made  for  you!  CARS! 
CARS!  CARS'  555-8943 
"04  Drive  this  home  today!  Last 
one  on  the  lor!  Great  financing  Red 
Coupe  w/tan  ml  Air/CD/Auto  All 
power  e.erytti.nc    Lealnei   Sunroof 

awdeto,  asi&am 

'04  Magna  "red/  stone,  V6~  phone 
panorama  roof,  keyless  entry,  sport 
package,  comfort  package,  loaded. 

Drive  the  car  of  your  dreams'  CARS' 
CARS!  CARS!  555-1239 


O"04  convertible  with  black  too 
This  jewel  has  all  of  the  toys. 
Pnvacy  glass  rxwr  everything  Rear 

view  camem  Cat'  oe*ore  rfs  gone! 
555-7772 


"04  Excellent  car  tor  you!  A/C 
Power  doors  arc  lodes  Loaded 
Moving  sale  Must  go  555  3423 
a '04  Closeout  sale!  Dark  green 
▼  'tenor,  X-tra  wide  ores,  AT. 
A/C.  PS.  CO  4w/d.  leather  Tilt  cruise, 
root  rack,  ureal  Fjnandw  55S-1TVI 


W  drive  home  this  Mack  beauty, 
Espresso  leather  int  V6  PS.  tot  auto- 
matic, hard  top.  8  speakers  mufti  disc 
CD.  fully  loaded,  only  one  left  on  the 
lot!  555-6674 


GREAT  TERMS!  LOW  PAYMENTS! 
Trade  m  your  old  car  for  one  of  our 

new  ones  AH  models  tufly  loaded,  all 
colors  available.  Call  555-9376 


SUV  BLOWOUT!  Great  prices  on  all 
04  models.  All  trade-ins  accepted. 
Youti  love  our  tov;  finance  rates  find 
your  dream  SUV  today!  555-3057 


"04  convertible  with  black  too  This 
jewel  has  an  of  the  toys.  Pnvacy  glass, 

power  everyttiing  Rear  vie*  camera, 

DVDCailbefye'fsji-r-t' '■=■■-  Tm 


•04  EXCELLENT  CAR  FOR  YOU! 

A/C  Power  doors  and  locks.  Loaded 

O  Moving  sate.  Must  go.  O 

555-3423 


TM   Hardtop   Convertible  Aato 
cruise,  p*.  six-speed,  CD  and  more! 

All  tor  a  lev.  Ijv.  one*  Get  it  be'ore 
irsgone.  Call  555-3846 


LEASE  OR  BUY!  04  Silver  sedan, 
moonroot.  pert,  tires,  raw  system, 
custom  audio  systemo-soeed  v-6. 


All-new  Luxury  Sedan.  35  V6 
engine,  automatic,  power  windows, 
power  door  locks,  oU  ennse.  air  con- 
ditioning. IS-  alloy  wheels  AM/FM 
with  CD  player,  head  curtain  side  air 
bags  and  more!  Get  this  red  hot  deal 
today!  555-1831.  


Can't  afford  a  new  car?  Our  con- 
sultants tailor  your  deal  to  fit  your 
financial  needs.  Get  a  new  sedan 
coupe  or  SUV  with  payments  you  can 
deaTwith.  555-5254 


Get  S2500  cash  back  on  every  t>4 
in  stock!  For  your  lowest  price,  call  us 



Who  knows  where  die  great  deals 
on  new  cars  are?  We  do!  They're 
here!  Get  04  gas/diesel  2wd/4X4s 
with  our  discount  plus  factory  rebate. 
Only  at  this  savings.  Get  in  your  old 
car  now  and  come  on  down.  555- 
3006. 

©"'World's  greatest  Tent  Sale!  Get 
an  04  car,  truck  or  SUV  and  youTI 
have  no  payments  for  90  days.  On 
approved  better  nun  average  orefft 
You  wont  believe  these  low  lease 
oayments  555  3213 


Auto  Bonanza!  0%  Financing  on  all 
2004  sedans  on  approved  credit  Best 
selection  in  the  area!  Call  us  for  your 
best  price  at  555-3501 


•  Year  End  Clearance  Event  • 

H*  SUV  6-cyl  engine.  Auto  Trans.  Air 

Cond.,  Power  Windows.  Power 

Locks.  Cruise  Control. Tilt  Wheel. 

Call  555-3739 


New  04  SUV.  V6.  Auto.  Front  and 
Rear  Air.  AM/FM  CD  and  more!  1  at 
lowest  price,  others  at  similar  sav- 
ings. Check  it  out  today.  555-5391. 
Open  during  construction!  WeYe 

remode!:og  to  serve  you  bet'c-  Mo    S 

the  time  to  get  me  best  deals  on  a 

new  car  You  name  i  .ve  stock  it  555- 
5759 


Get  S200  worth  of  gas  with  every 
new  car  purchase  For  a  limited  time 

onv  We  H  put .  mi  m  |he  new  car  ,ou 
never dnserneo  you  could  afford  355- 
3216 


New  04  automatic  sedan  at  an 
increcfibie  price.  8uy  or  lease  with  SO 
down.  Auto,  leather.  V6,  Ful  Power, 
Too  of  tit  une.  On)  2  at  tn-s  price  so 
call  now.  555-3303 


♦  Brand  new  just  in!  SUV  with  5 
star  safety  rating.  V6.  auto.  AC, 
AM/FM  CD  and  more!!!1  Net  sales 
price  after  factory  rebate  and  incen- 
tives is  so  low  Dom  let  this  dream 
machine  get  away.  555-1360. 


Escape  from  your  current  lease  or 
loan.  Your  new  car  is  a  new  04  semi- 
luxury  sedan  with  auto  transmission. 
blk/charcoal,  equipped  with  premi- 


The  Time  to  buy  or  lease  is  now  at 
our  Close  Out  Event  These  models 
wont  fast  at  these  prices.  New  wag- 
ons, soft  top  convertibles,  monster 
frucks-.ve  vegot  it  all.  555-1415. 
"04  silver/gray  sedan,  custom 
wheels,  moonroot.  premium  sound 
system.  Well  match  or  beat  any  com- 
petitors current  advertised  price  or 
offer  on  any  vehicle  m  stock.  555- 

453JS_ 

T*rDOrnMISSTHtS~C' 
Luxury  04  mmrvan,  V6.  Auto,  7-8 
pass,  LS.  Alloy  wheels,  cruise.  Great 
low  price!  Family  owned  and  operat 
■  1 1  102  mm  Addams  Motors. 
■CALL  US  NOW!  SS5-S0S9! 


Drive  your  dream.  New  luxury  04 
sedans  and  coupes  fully  loaded  and 
ready  for  you  to  take  home.  Free  oil 
donnas  tor  Kfe  ejth  '-'rem  new  car 
purchase  555-5229 

04  sedan.  The  beauty  has  AC  Single 
CD.  rear  spoiler  and  many  other 
Mens.  .'.'''=  :hr  largest  ■>  ejHgni  r- 
the  area,  youn  pay  less!  555-5S20 

OCome  test  drive  this  all-new 
04  coupe.  V6t AT.  AC.  PS,  PW,  PL 
tilt  CC.  AM/FM  CD.  alloys.  Get  more 
than  a  good  deal.  2  at  this  low  low 
:-  oe  s  tort  el  Ms  one  get  a-. a, 
555-0121 


Owned  by  a  customer,  not  a  car 
dealer.  New  04  truck  that  has  it  all. 
6-cyt.  Auto  Trans,  Air  Cond-.  Power 


Somewhere 

Between 

New  And  Used 

Is  Lexus 

Certified 

Pre-Owned. 


USED  CARS 


'00  Convertible  with  all  the  bells 
and  whistles,  you  must  see  this 
baby. Turbo,  12t  mftes  Qreen  on  Beige 
555:125= 

•99  Super  clean™  XiNT  m  and  out 
njns  great.  Silver/Blk  leather,  chrome 
wheels,  power  everything.  5  speed 
tow  mites.  tuHy  loaded  555-9899 


■98  6  speed  manual  trans.  Yellow 
Loaded!  Aluminum  trim  moon 
Roadster,  antl  lock  brakes  19v  miles. 

One  owner  New  trade  -   5551222 


■■>'03  must  sell.  Pnced  to  move. 

S'je.  cik  an  the  extras  bwmies  5 
soed  555-9988  04  Sunroof.  CD  fuit/ 
loaded.  Leather,  temp  -.onirol  seats 
Black  on  Black,  A/C,  Sport  Pkg  NEW 
CARS  4YOU  555-1244 


1991  COUPE  "Has  Warranty!  'This 
two  door  vehicle  includes  Low 
Mileage.  Power  Steering  Power 
Braees  Power  Door  Locta  Powei 
Windows,  Power  Drivers  Seat,  Power 
Passenger  Seat.  AM/FM  Stereo 
Rid.:,,  Casse-re  Pewa  Tnc  Odometer, 
andTaUiuiiietei  M)  dream  car  car.  be 
yours;  555-7733 


01  Sports  Wagon.  Premium  pack- 
age Sew  ISOOOi  ---  astral  ad  0--., 

2800  mites!  .7^,  oj,  NEW  nhenthe 

is  so  much  better?  Way  below  blue 
book  Thi^car  is^erfect!|55-2256 
AVERY  CLEANS  CAR!  -  5spd,  IthV 
full  power,  till  cruise,  cass.  traction 
control,  dual  power  seats,  spoiler  and 
4  NEW  tires.  Locally  owned,  no  acci- 
dents -  koto  perfect  and  dnves  the 
same!  Mechanics  inspection  wef- 


USED  CARS 


■  '•i--ij,-t:--i-'-i 


This  one's  got  evenntiing!!'"  Late 
model  rtd  A-iioor  sedan  mt\  Traction 
Control  «3S  U  Power, AW  TM/CD 
PreiTium  Sound  System,  Dual  DVO 
Scretni  wlUi  heaowionas,  Leatto; 

Dual  Power-Heated  Seats.  W/Rear 
Spo  k  Dart  WWowTirit,  Prenwrn 

VAveeis  &Ti res  arc  Much  Mce'.H 

*  LOW  MILES  * 

**      CALL  555-3889 


2003  Sports  Coupe  '  Balance  of 
Factory  Warranty!  ^Tnts  late  model 
■ehi  le  features  Power  Drivers  Sea' 

AM/FM  Stereo  RadVj  Trip  OcBmeter 
A/C  Till  Steering  Wheel,  and  Cruise 
Control  Well  guarantee  you  our  low- 
est Jto  Hassle.  No  Haggle"  price, 
nam  cwr  the  rjnond  ;  ■:■  ■  555-0893 


Need  a  car?  We've  got  used  cars 
with  low  miles.  Many  makes,  many 
rnodels.Yt  -  good  am  >■■  _put yoj 
in  one  today  Call  FORECLOSED 
MOTORS  at  555-0844. 


01  Sport  Wagon  V6,  22K  m,. 
loaded,  black,  rthr  mt,  CO.  auto,  war- 
ranty. Cat]  for  low  price  today.  555- 


m 


•  -98  SPORTS  SEDAN  • 
V6. 1  owner  Auto,  PL  &  W  loaded 
nmacutate.  Low  mileage.  Must  sel 

CALL  555-3262. 


•97  coupe.  65  k  mi  Auto.  AC.  PW  & 
L.  loaded,  immaculate,  remaining 
warranty  included  Long  term  financ- 
ing  on  approved  credit.  555-3282. 


Luxury  03  SUV  w/  nav.  Prior  dealer 
demo.  Only  10K  miles  on  this  baby.  1 
at  tnis  rcr,^  Fulh  'c-idec  bi  on  b  - 
Call  today  at  555-3301 
02  coupe  4  sale- This  car  is  an  auto- 
matic, has  great  a/c  and  heat.  Its  a  2 
door  coupe  and  drives  well.  Tires  are- 
good,  no  rust  and  no  engine  prob- 
lems. 24k  miles.  Must  see  to  appre- 
ciate. 555-3430 


1998  Luxury  Car.  Powered 
Everything:  front  seats.-Window-- 
Mirror  Etc  Fully  Loaded,  Heated 
Seats,  Leather  Interior,  Speaters.  CD, 
Tape.  AM-fM.  V6.  Low  50000  Mi.. 
Moonroot.  Climate  Control.  Clean, 
Beige,  v&y  Dependable  Car. 
Exc  Cond  .Like  new  Inside  and  out- 
side. 1  Owner,  Great  Deal  Best  offer. 

55S:3563. 

86  Classic  Sports  Car.  Garage  kept 
aR  the  time'  Great  condition,  runs 
great!  Only  3.000  miles.  Call  for 
appointment  and  take  it  for  a  spin. 
555-3591 


01  Silver  Roadster.  5sod  manual 
transmission.  Front  Wheel  Dnve 
Convertible.    CD    Changer.    Sport 


There  should  be  a  section  in  the  paper  for  cars  that  aren't  quite  new  and  aren't 
quite  used.  That  section  would  be  for  Lexus  Certified  Pre-Owned  Vehicles.  After 
undergoing  a  thorough  inspection  and  reconditioning  process,  each  Certified 
Pre-Owned  Lexus  comes  with  an  impeccable  warranty  and  the  prestige  of  the 
Lexus  ownership  experience.  You'll  find  peace  of  mind  knowing  the  previous 
owner  wasn't  a  person,  it  was  a  company.  The  previous  owner  was  Lexus. 


CERTIFIED 

■  tied 


ONLY  AT  YOUR  LEXUS  DEALER 


2000  Blk/gm  sedan.  Perfect  conov 
lion,  clean,  nas  some  extra  options. 
Low  miles  Pnce  is  negotiable.  Call 
555-1434  ext  56 


■99  Coupe.  29.000  mites.  Light  Gray 
Int  Silver  Ext..  6-Speed  Trans.. 
Memory  Package.  Climate  Control, 
p/w  Windows,  p/w  Locks,  Dual  6- 
Way  p/w  Memory  Seats,  Cruise,  Tilt, 
Sound  System,  Dual  Airbags.  ABS. 
Tinted  Windows,  Kevless  Entry 
Remote  w/Abrm.  Chrome  Wheels. 
Always  Garaged  Kept.  Dealer 
Serviced.  Accident  Free.  Have  All 
Maintenance  Records.  Non-Smoker  & 
In  Excellent  Condition.  555-5554. 


♦  1953  Pick-up.  finished  in  bur- 
gundy with  black  interior  and 
nicety  finished  bed.  Very  original  look- 
'ng  but  has  a  very  smooth  running 
327  \n3  with  auto  trans.  This  car  reaey 
drives  great!  Low  miles.  555-5574. 


*  02  BLUE  SPORTS  WAGON.  * 
Leather  trim.  2.4L.  4  cyknder  16V 
tr.q.r.t  4  soe=rd  ,1'iton^atic  transmis- 
sion, front  and  side  airbags,  air  con- 
ditioning, speaker  sound,  cruise. 
power  steering,  brakes,  windows 
driver  seat,  moon  roof,  doors  locks 
and  mirrors  5  year  extended  war- 
ranty from  October  2001. 
•  Showroom  condition  • 
LESS  THAN  3000  MILES!     I 
!!!!CALL  555-6405!"! 


1991  Convertible.  Leather  Interior 
Extra  car  now.  want  to  soil.  Needs 
work  Call  tor  details.  116.000  mites 
555-7315. 


e    x    u     s 


C    P    O 


■99  Compact  Car.  front  Wheel 
DnveAir  Conditioning  .Power 

Steenri-xPofver  WiTXkWi^Power  Door 
Locks,  Tilt  Whee.,  Cruise  Control, 
AM/FW  Stereo  Cassette.  50.701 
miles  Perfect  to  park  >n  compact 
spaces.  Call  555  " 


1990  SedaruAC  4  X  4.  CD  Pfayw.  5- 
soeecl  fort  Oration  99jD0Omles 

2003  Van  Coir.e  down  to  WheeJ-O- 
Rama  Used  Cars  and  test  drive  this 
beaut-  Silver,  26347  Mites  Mimvan 
3  3  Her  6  cyi  iMei  tnata  hmi  b  dad 
wu  cart  pass  ^^^^02 


QOl  Red  Sport  Wagon.  Smote 

^^free,   Power  Windows.   Power 
Mirrors.      Power      Locks,      Power 
Steering.     Cruise    Control,     Dual 
Climate  Control.  Rear  AC,  Tilt  Wheel, 
Dual  Atrbags,  Keytess  Entry/Alarm. 
ABS.  ftooTfed  AV  m  ^.ii  2 child 
a- seat  Privacy  Gtoss  39000  Mtes 
Dealer  Serviced  Reg-1-:--?-.;  Cr^ges. 
Maintenance  Records,  Very  900d  con- 
dition, We  have  a  large  family  and 
need  a  larger  vehicle  ^5-2232 
02  red/ Wk  sedan.  4  doors. 
Automatic  A/C.  Heating,  AM  PM 
Stereo  Tap*  p*a/*r  and  too  much 

Ry  more  irrtormahon 


Limited   proditction  2002  Coupe. 
Never    Registered'!'    Needs    good 
home.  Cd'i  sftp  nattonwideJI    Oni, 
2000  mites.  CaH  555-4426 
♦♦♦  2000  Economy  Sedan  ♦♦♦ 
This  car  runs  great  and  e  in  great 
condition  inside  and  out  It  is 
uruernelydean  and  the  body  is 
straight-  the  tires  are  new,  onry 
15000  mites  on  them  and  they  have 
a  70000  mile  warranty.  Super  cold 
AC.  AM/FM  cassette,  cruise  control. 
Great  gas  mileage,  awesome  com- 
muter car!!  If  you're  interested 
[Aasecai  555-2825. 


■89  2-door  Coupe.  Only  106K 
Miles,  CD  Player.  5spd,  New  ures  6 
months  ago.  30-  MPG.  Light  Blue, 
Runs  Great.  Great  Commuterl  Im 

selling  this  cfieap  because  I  am 
-  -  -       •  /  .      -:'..    -. 

CALL  555-3023. 

93  grn/gry  minivan.  Excellent  con- 

Cit'O     -^cjiit  trzinsrviS'On   [fcalA/C 

built -in  child  seats,  gold  tnm.  pwr 
wmdows/locks.    85K    miles.    555- 

3133.  _  

2003  (^vertjbiejully-ioaded,  only 
9Kmiesl  Call  555-7135. 

2003  Luiury  Sedan.  Loaded. 
Loaded.  Loaded  v.-itti  every  option. 
Purchased  new  in  2003  Call 
Us  NOW  555-3556 


•  "98  CONVERTIBLE  * 

5  speed.  FuB  transferable  factory 
warranty  until  7Sk.  68.000  miles. 
White/bm  brand  new  top.  1  am  a 

meClMieC  SO  e.er,tt".rc  iiorks  yrea' 

MUST  SEE  MUST  SELL. 

=576       


97  Coupe.  Auto.  AC  dual  airbags. 
aNov  whfirli  cassene  re*  Jeftusla- 

LOADED!  Pnced  below  blue  book  lor 
m  -*  sale  NIC6:  On.  116  000  mites 
Callus  at  555-6097 


■02  Compact  2  Doors,  cd  player, 
illoy  wheels  Mjtmnatk  cool  fast  car 
to  drive  around  in.  Low  mites.  For 
more  information  please  us  can 
ur,  .    -'  10*1 


■95  beige  sedan.  Leathetcruise  con- 
trol, am/fm  cassette,  air  condftion- 
■■i'C.  power  seats,  custom 
.*■;'.        :-  ■ 

more  info  555-4218 

♦  2003  Sportscar.  nas  A  Low 
7.000  Miles.  Black  w  Leather 
Interior,  2Dr„  8cyl.  400HP  Upgraded 
Exhaust,  Fully  Loaded  With  AM/FM 
Radio  w/6  Disc  CO  Changer,  Alloy 
Wheels,  ABS.  Tilt  Wheel.  Keyless 
Entry.  Alarm.  Dual  Airbags,  Tinted 
Windows.  Power  Windows.  Locks. 
Mirrors.  Steering  &  Dnver  Seat.  A/C. 
Cruise.  Traction  Control. 
Warranty.  Only  One  Owner  Cobra, 
Garage  Kept  w/Car  Cover,  Accident 
Free.  Dealer  Serviced  w/Records, 
Non-Smoker.  Clean.  SMI  Brand  New 
w/Low  Mites."  555-0452.  , 


♦  ■95  Hatchback.  We 
rained.  Automatic  transmission, 
79k  mites!  Several  new  parts,  timing 
belr  transmission,  spark  plugs  v.'<s 
oil  and  filter  etc.  Very  reliable  -  good 
gas  mileage,  in  very  good  condition, 
years  of  lite  left'   Need  to  sen  ASAP 
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A  British  Solution  to  America's 
College  Tuition  Problem? 

How  a  radical  scheme  proposed  by  Tony  Blair  might  work  here 


THE  SOARING  COST  OF  A  COL- 
lege  degree  is  a  gnawing  prob- 
lem in  the  U.S.  Financially 
strapped  states  have  steadily 
jacked  up  tuition  at  public 
colleges,  which  enroll  80%  of  students. 
Financial  aid  has  helped  offset  the  hikes, 
but  more  and  more  middle-class  kids 
struggle  to  cobble  together  a  package  of 

loans,  grants,  and  family  money  and  often  wind  up  with  debts 
that  weigh  on  them  for  years  after  graduation.  Poor  kids  fare  far 
worse:  Fewer  san  5%  of  students  from  low-income  families  get 
a  ba,  a  figure  that  has  barely  budged  in  30  years. 

As  the  cost  of  college  continues  to  climb,  the  U.S.  needs  to  find 
a  way  to  solve  the  seemingly  intractable  problem  of  making  high- 
er ed  accessible  to  all.  In  that,  the  Brits  may  have  something  to  of- 
fer. On  Jan.  27,  Parliament  in  a  close  vote  passed  a  radical  scheme 
proposed  by  Prime  Minister  Tony  Blair.  The  gist  of  it  is  that  stu- 
dents pay  n  on  until  they  graduate  and  get  a  job  and  then 
pay  for  their  educ  ;on  according  to  how  much  they  earn  (table). 
At  first  glance,  it  ma^  -eem  far-fetched  to  compare  the  two  coun- 
tries' systems.  After  al  jst  U.S.  students  go  to  colleges  run  by 
states— not  the  national  government,  as  in  Britain.  Blair's  plan  is 
kicking  up  a  big  political  fight  because  it  triples  tuition,  but  that's 
less  of  an  issue  here,  since  tuition  is  already  high.  We  could  adapt 
Blair's  plan  to  our  system  by,  for  example,  giving  grads  federal  tax 

Blair's  Tuition  Proposal: 
Study  Now,  Pay  Later 

The  Prime 
Minister's  plan 
radically 
alters  the  way 
Britain  pays 
for  college: 


■  Students  would  pay  no  tuition  up  front,  only  after  they  graduate 
and  start  working.  This  shifts  the  burden  from  parents  to  graduates, 
making  family  income  less  important  to  affordability. 

■  Graduates  pay  their  tuition  debt  as  part  of  their  income  tax,  but 
once  their  incomes  surpass  about  $22,000  a  year. 

■ c  yments  would  be  interest-free  and  capped  at  9%  of  income, 
■     g  the  cost  for  those  with  less  valuable  degrees.  

■  Sti  dents  from  low-income  families  get  waivers  for  up  to  a  third  of 
the  annual  tuition  cost,  hiked  to  $5,460  from  $2,047. 


credits  for  student  loans  that  vary  with  their 
income  once  they  find  work. 

Loans  contingent  on  graduates'  earnings 
would  go  a  long  way  toward  delinking  college 
admission  from  family  income.  U.S.  taxpayers 
subsidize  higher  ed  for  the  same  reason  they  pay  for  pubUk 
schools:  America  strives  to  be  a  land  of  opportunity  and  to  giv  iy 
everyone  a  chance  at  education.  Yet,  inclusive  as  our  public  co!  L 
lege  system  is,  it  has  barely  picked  away  at  class  barriers.  A  mer »! 
4-5%  of  those  from  the  bottom  quartile  of  income  brackets  get  % 
degree  by  age  24,  according  to  an  analysis  of  Census  Bureau  dat  t 
by  Thomas  G.  Mortenson,  who  publishes  an  education  researc  ny 
newsletter  in  Oskaloosa,  Iowa.  About  12%  of  students  in  the  ne>  i 
quartile  get  a  BA,  while  25%  of  those  in  the  third  quartile  do.  I  « 
the  top  quarter,  meanwhile,  51%  of  students  finish  college. 

Easing  the  Burden 

OF  COURSE,  THE  BARRIERS  aren't  all  financial:  Students  fror  ffi 
middle-  and  lower-income  families  are  often  not  pushed  as  hare  i 
by  parents  to  excel  in  school  or  take  college-prep  classes.  Bu  a 
shifting  financial  aid  from  grants  to  loans  has  only  made  th 
problem  worse.  Poorer  students  are  more  reluctant  to  take  oi  15 
debts,  says  Mortenson,  since  their  families  have  fewer  assets  an«  p 
often  rent,  giving  them  little  or  no  experience  with  loans. 

Making  debt  contingent  on  income  after  graduation  coul<  qj 

help  ease  the  minds  of  both  middle-class  and  poor  kids.  Pres  1 

ident  Clinton  pushed  an  income-contingent  loan  program,  th<  E 

Stafford  Loan,  but  it  covers  just  one-third  of  all  student  loan,  - 

and  involves  only  a  small  taxpayer  subsidy.  Even  worse,  "if  yoi  j 

reduce  your  payments  because  your  in  { 

come  is  low,  you  have  to  pay  more  years » 

so  the  total  interest  you  owe  ends  up  be  t 

ing  more,"  says  Frank  X.  Viggiano,  execu  n 

tive  director  of  the  Minnesota  State  Uni  j 

versity  Student  Assn.,  which  like  mam  q 

other  student  groups  has  been  battling  tu  I 

ition  hikes  in  recent  years. 

By  contrast,  Blair's  plan  covers  all  stu  -: 
dents  and  provides  more  support  for  thost 
whose  incomes  never  rise  over  their  life  j 
times.  It  also  lets  grads  pay  nothing  i  j 
they're  not  working.  The  formula  goep, 
something  like  this:  Students  who  earrjn 
$22,000  a  year  or  more  would  pay  9%  o  s 
their  income.  This  works  out  so  that  the  av 


Data:  British  Dept  for  Education  &  Skills 
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rage  graduate  would    IN  NEW  YORK 
ayoffhisor  herloan    Students 
1  about  13  years.  Ob-    protesting 
iously  someone  earn-    ^ kes 
lg  huge  sums  right 
ut  of  school  would  pay  it  off  faster,  and 
nyone  can  pay  it  off  at  any  time.  The  tax 
ubsidy  comes  if  earnings  stay  at  the  low 
nd,  because  the  remaining  unpaid  debt  is 
iped  out  after  25  years. 

Such  measures  in  the  U.S.  would  go  a 
)ng  way  toward  reassuring  prospective 
tudents  about  the  risk  of  debt.  And  the 
larket-oriented  approach  of  tying  the  cost 
f  a  college  degree  to  the  value  students 
et  from  it  should  resonate. 

On  the  other  hand,  Americans  might 
/ell  balk  at  the  Blair  idea  of  requiring 
rads  to  pay  their  educational  debt  as  part 
f  their  income  tax.  That's  essentially  ask- 
ig  the  Internal  Revenue  Service  to  ad- 
linister  an  entire  new  tax  system.  But  the 
J.S.  could  simply  adapt  the  existing  loan 
•rogram  by  giving  a  credit  to  those  whose 
jan  payments  exceed  a  certain  percentage 
f  their  income,  says  Thomas  J.  Kane,  a 
Tofessor  at  the  University  of  California  at 
gs  Angeles.  He  made  a  similar  proposal 
i  a  1998  book  called  The  Price  ofAdmis- 
ion:  Rethinking  How  Americans  Pay  for 
College.  Says  Kane:  "Given  their  poor  fiscal 
ondition,  states  will  probably  continue  to 
aise  tuition,  so  why  not  figure  out  a  sys- 
em  to  make  it  easier  to  live  with?" 

Despite  its  meritocratic  self-image, 
he  U.S.  doesn't  subsidize  college  enough 
o  erase  the  drawbacks  of  being  from  a 
•oor  family.  Making  costs  contingent  on 
iow  students  fare  as  adults  would  be  a 
tep  in  that  direction.  ■ 

-  With  Stanley  Reed  in  London 
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Finance  Mergers  &  Acauisitions 


Those  Bulging 
Buyouts 

LBO  finns  are  getting  bolder,  thanks 
to  the  strong  economy  and  cheap  money 


LEVERAGED-BUYOUT  FIRMS 
are  on  a  tear.  Sidelined  by 
corporate  buyers  in  the  late 
'90s  when  merger  mania 
pushed  the  prices  of  compa- 
nies out  of  sight,  LBO  spe- 
cialists are  enjoying  a  revival 
that  recalls  their  '80s  heyday.  Flush  with 
$100  billion  from  deep-pocketed  pension 
funds,  they  are  winning  deals  that  are 
bigger  than  anything  they've  done  before, 
and  they're  often  shoving  corporate  buy- 
ers out  of  auctions. 

Indeed,  the  deals  are  getting  so  big 
that  buyout  kings  are  regularly  teaming 
up  with  each  other.  In  No- 
vember, Thomas  H.  Lee 
Partners,  Bain  Capital,  and 
Providence  Equity  Partners 
joined  forces  to  back  the 
$2.6  billion  purchase  of 
Warner  Music  Group  by 
former  Seagram  chief 
Edgar  Bronfman  Jr.  LBO 
firms— private  partnerships 
that  use  their  funds  as 
leverage  to  borrow  huge 
amounts  to  do  deals— 
bought  13  U.S.  companies 
valued  at  more  than  $1  billion  in  2003, 
nearly  double  the  annual  average  of  sev- 
en companies  over  the  past  decade. 
Overall  last  year,  LBO  firms,  also  known 
as  private-equity  firms,  accounted  for 
10%  of  the  $540  billion  in  mergers  and 
acquisitions  announced  in  the  U.S.,  dou- 
ble the  average  of  5%  over  the  last  10 
years,  according  to  New  York-based  deal 
tracker  Dealogic. 

This  year,  they  promise  to  be  an  even 

r  force  as  the  M&A  market  continues 

its  i  .-vival.  The  fast-growing  economy  and 

the  ball  market  in  stocks  are  giving  LBO 
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Wall  Street 
is  falling 
over  itself 
to  help  the 
cash-laden 
dealmakers 


firms  a  chance  to  fill  their  brimming  war 
chests  with  yet  more  billions  collected 
from  companies  they  already  own— by  ei- 
ther selling  the  companies  or  extracting 
big  dividends  from  them.  For  example, 
Clayton,  Dubilier  &  Rice  will  complete  its 
sale  of  Kinko's  to  FedEx  for  $2.4  billion  in 
cash  in  February.  And  Blackstone  Group 
and  two  other  firms  paid  themselves  $450 
million  in  dividends  in  January  only  two 
months  after  they  had  bought  water- 
treatment-outfit  Ondeo  Nalco  for  $4.2  bil- 
lion. Now  that  they're  collecting  such 
strong  profits,  LBO  firms  should  be  able  to 
raise  an  additional  $62.5  billion  from  in- 
vestors this  year,  estimates 
Lawrence  Schloss,  head  of 
private- equity  investing  at 
Credit  Suisse  First  Boston. 

The  cash  avalanche  will 
help  drive  the  size  of  LBO 
deals  even  higher,  especially 
because  still-low  interest 
rates  make  financing  dirt- 
cheap.  Increasingly,  buyout 
firms  are  targeting  public 
companies  and  outbidding 
would-be  corporate  buyers 
in  part  because  the  hot 
junk-bond  market  makes  it  simple  for 
them  to  borrow  (page  76).  "It  wasn't  al- 
ways easy  to  invest  in  really  good  busi- 
nesses, and  the  smart  firms  know  to  take 
full  advantage  now,"  says  Jack  Levy,  head 
of  M&A  at  Goldman,  Sachs  &  Co.  "Add 
the  tremendous  amount  of  money  the 
buyout  firms  have,  and,  voild,  you  have 
deal  combustion." 

Wall  Street  is  falling  over  itself  to  help 
the  buyout  artists.  The  lure?  An  estimated 
$2.8  billion  in  fees  that  LBO  firms  will  pay 
this  year  for  good  ideas  on  what  to  buy  in 
the  U.S.  and  for  help  in  arranging  financ- 


ing. Two  years  ago,  those  fees  totaled  jus  0 
$2.1  billion,  according  to  Banc  of  Ameria  I 
Securities  LLC  Vice- Chairman  Stefan  M  ie 
Selig.  Morgan  Stanley,  for  example,  has  n 
resurrected  an  in-house  think  tanl  x 
specifically  to  generate  investment  idea;  re 
for  LBO  firms. 

OUTMANEUVERING  TARGETS 

THE  PURCHASE  OF  Warner  Music  1 
which  Bronfman  was  able  to  snag  despite  s 
a  rival  bid  from  recording  company  EM;  se 
Group  PLC,  shows  just  how  powerful  the  a 
buyout  merchant's  muscle  has  become  in 
Typically,  it  has  been  difficult  for  financia  l 
firms  to  beat  out  corporate  buyers.  Bufr 
Time  Warner  Inc.  Chairman  and  Chie: 
Executive  Richard  D.  Parsons  chose  arjn 


1 

™V^  | 

- 

3  consortium  over  EMI  to  avoid  poten- 
antitrust  issues.  Bronfman  and  the 
ee  LBO  firms  backing  him  also  gave 
ae  Warner  an  option  to  buy  back  as 
eh  as  20%  of  Warner  Music  in  the  fu- 
e.  A  corporate  buyer  such  as  EMI,  pur- 
ising  the  unit  to  expand  its  market 
ire  or  boost  earnings,  likely  would  not 
re  granted  such  an  option.  "I  like  to 
I  it  schmuck  insurance,"  Parsons  told 
sinessWeek  Online  in  December.  "In 
e  the  music  industry  starts  to  go  like 
lgbusters,  we  won't  look  like 
mucks  for  selling." 
^BO  firms  are  increasingly  outmaneu- 
ing  companies  in  part  because  they 
re  become  corporate  buyers  in  their 
n  right.  Over  the  past  two  years,  they 


have  picked  up  companies  selling  every- 
thing from  electricity  to  cat  food.  And 
now,  they're  using  the  companies  they 
bought  to  buy  yet  more  companies.  For 
example,  Warner  Music  is  in  the  market 
to  buy  publishing  catalogs  to  expand  its 
Warner/Chappell  Music  Inc.  unit.  "All  of 
our  investments  are  looking  for  acquisi- 
tion opportunities,"  says  Anthony  J.  Di- 
Novi,  a  managing  director  at  Thomas  H. 
Lee  Partners  LLP.  Some  LBO  outfits  are 
also  hooking  up  with  companies  to  scout 
out  potential  purchases.  In  April,  Bain 
Capital  entered  into  a  $550  million  joint 
venture  with  Omaha-based  independent 
power  producer  Tenaska  Inc.  to  buy 
power-generation  assets. 

The  buyout  kings  have  become  such  big 
players  that  often  when  they  buy  a  compa- 
ny, they're  purchasing  it  from  another  LBO 
firm.  In  2003,  a  record  16%  of  companies 
worth  more  than  $100  million  apiece  sold 
by  buyout  firms  were  bought  by  other  such 
firms,  according  to  Citigroup.  For  example, 
Warburg  Pincus  bought  TransDigm  Hold- 
ing Co.,  an  aircraft-com- 
ponent manufacturer  and 
distributor,  from  Odyssey 
Investment  Partners  in 
June  for  $1.2  billion. 

Of  course,  one  result 
of  the  greater  presence  of 
financial  buyers  is  that 
they're  in  a  bigger  hurry 
than  companies  to  make 
money,  and  then  move 
on.  The  LBO  firms  gener- 
ally look  for  returns  on 
their  investments  within 
three  to  five  years. 
"We're  not  building  a 
conglomerate,"  says 
Thomas  H.  Lee  Partners' 
DiNovi.  "We'll  work  with 
the  management  teams 
to  grow  companies' 
businesses,  and  we'll 
look  to  realize  a  return 
for  our  investors." 

When  Bronfman  takes 
over  as  head  of  the 
world's  third-largest 
record  company  in  Febru- 
ary, he'll  enjoy  anything 
but  a  free  hand.  The  LBO 
firms  will  have  board 
seats  and  a  say  on  every- 
thing from  obtaining 
bank  loans  to  setting 
compensation  and  cut- 
ting costs. 

Buyout  firms  are  hiring 
more  top  names  from 
Corporate  America  than 


Big-Game 
Hunting 

Private-equity  firms 
bought  more  large 
companies  last  year... 


COMPANY 


Ondeo  Nalco  $4.3 

Water-treatment  company 


Unisource  Energy 

Power  utility 


Warner  Music  Group 

Music  and  publishing 


Cogentrix  Energy 

Power  producer 


...And  they  have 
hefty  deals  in  their 
sights  for  2004* 


Citizens  4.5-4.9 

Commmunications 

Local-phone  company 


Blockbuster 

Video-store  chain 


Eckerd 

Drugstore  chain 


Cinemark  USA       1.3-1.5 

Movie-theater  chain 


•Estimated  values 
Data:  Dealogic,  Thomson 
Financial  Corp..  BusinessWeek 


ever.  Former  Ford  Motor  Co.  CEO  Jacques 
A.  Nasser  joined  Bank  One  Corp.  in  2002 
as  a  senior  partner  in  its  private-equity 
business.  He  was  promptly  named  chair- 
man of  Polaroid  Corp.,  which  the  Bank 
One  unit  had  bought  out  of  bankruptcy  in 
July  of  that  year.  And  a  retired  chairman 
and  CEO  of  Honeywell  International  Inc., 
Lawrence  A.  Bossidy,  sits  on  the  advisory 
board  of  the  Aurora  Capital  Group  based 
in  Los  Angeles. 

THE  PRICE  ISN'T  RIGHT 

THEY  RECRUIT  SEASONED  managers 
for  a  simple  reason:  Buyout  firms  are 
struggling  to  squeeze  higher  returns 
from  companies  that  have  already  adopt- 
ed their  slash-and-burn  methods  of  man- 
agement. "You  have  to  have  an  answer  for 
where  the  business  is  going  and  how 
you're  going  to  create  more  growth,"  says 
Jonathan  Weiss,  head  of  the  financial 
sponsor  group  at  J.P.  Morgan  Chase  &  Co. 
Some  buyout  kings  could  face  tougher 
times.  As  the  economy  improves,  corpora- 
tions are  becoming  more 
aggressive  buyers.  And  the 
stock  market  is  already 
nudging  prices  of  some 
companies  up  to  unafford- 
able  levels.  "It  doesn't  mat- 
ter how  great  a  company 
is,"  says  Hamilton  E. 
James,  vice-chairman  of 
Blackstone.  "If  we  can't 
buy  it  at  a  price  that  will 
earn  us  a  return  of  at  least 
20%  a  year,  much  as  we'd 
like  to,  we  can't  do  it" 

Still,  there's  plenty  of 
scope  for  LBOs.  Not  every 
company  in  the  U.S.  has 
an  obvious  corporate 
mate— especially  in  con- 
centrated industries  where 
antitrust  concerns  loom 
large.  Besides,  company 
executives  say  they  don't 
feel  threatened  by  the  in- 
creasing presence  of  LBO 
partners  in  their  board- 
rooms. "They  expect  us  to 
get  costs  down  for  a  chal- 
lenged business  while  at 
the  same  time  increase 
market  share,"  says  Bronf- 
man. "We  think  we  can  do 
that."  Who  knows,  maybe 
they  will  make  beautiful 
music  together.  ■ 

-By  Emily  Thornton  in 

New  York,  with  Ronald 

Graver  in  Los  Angeles  and 

Tom  Lowry  in  New  York 
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Waiting  for  Junk 
To  Tumble 

It  could  happen  soon,  given  a  torrent  of 
new  debt  and  a  possible  interest-rate  hike 


IS  THE  JUNK-BOND  MARKET  A 
bubble  waiting  to  burst?  The  ride 
has  been  exciting— and  prof- 
itable—for investors  who  poured 
$27  billion  into  high-yield-bond 
funds  last  year,  more  than  twice  as 
much  as  in  2002.  The  average 
fund  had  total  returns  of  24%  last  year, 
nearly  five  times  what  the  typical  U.S. 
taxable-bond  fund  made,  according  to 
fund  researcher  Morningstar  Inc.  The 
out-of-the-park  performance  is  continu- 
ing this  year:  Junk  bonds  delivered  3% 
gains  in  the  first  three  weeks  of  January, 
triple  the  gains  on  the  Lehman  Brothers 
Aggregate  Bond  Index. 

But  there  are  plenty  of  warning  signs. 
The  huge  demand  for  junk  has  enabled 
companies  with  poor  credit  ratings  to  is- 
sue a  torrent  of  new  debt— sometimes  for 
questionable  purposes— while  paying 
less  interest  than  before.  At  the  start  of 
2003,  junk  bonds  yielded  an  average  of 
eight  percentage  points  more  than  10- 
year  Treasury  bonds.  By  the  end  of  the 
year,  the  spread  had  been  cut  in  half,  to 
just  four  percentage  points.  Considering 
the  risks  investors  are  taking,  says 
Lawrence  Schloss,  head  of  private-equity 
investing  at  Credit  Suisse  First  Boston, 
they're  no  longer  getting  rewarded 
enough.  "That's  a  future  accident  waiting 
to  happen,"  he  adds. 

DEFAULTS  ON  THE  RISE? 

THE  OBVIOUS  DANGER  is  that  an  inter- 
est-rate rise  could  pummel  the  market.  A 
hike  in  rates  would  probably  send  bond 
prices  plummeting  while  adding  only  a 
few  points  to  yield.  The  avalanche  of  new 
bonds  is  also  a  cause  for  concern.  Last 
year,  Wall  Street  issued  a  record  $125  bil- 
lion worth  of  junk  bonds  for  borrowers, 
according  to  market  tracker  Thomson  Fi- 
nancial. That's  more  than  twice  the  level 
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of  2002.  Those  billions  are  worrisome  be- 
cause spikes  in  junk-bond  issuance  are 
typically  followed  by  periods  of  high  de- 
faults, according  to  research  by  bond-rat- 
ing firm  Standard  &  Poor's.  That  hap- 
pened in  1990-91  and  again  in  2001-02, 
when  bankruptcies  soared.  "Probably 
starting  in  the  middle  of  2005,  defaults 
will  start  picking  up,"  says  John  Bilardel- 


CRAZY  FOR  JUNK 


Investors  are  piling  into  junk  bonds 
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lo,  global  head  of  corporate  ratings  at  S. 
Already,  symptoms  of  a  frothy  mar: 
are  present.  Buyout  firm  Thomas  H 
Partners  acquired  mattress-maker  Si 
mons  Co.  late  last  year.  The  compa] 
now  has  more  than  six  times  as  m 
debt  as  cash  flow  available  to  service 
That's  high  by  historical  standards.  J 
bonds  also  are  being  used  to  take  mor] 
out  of  a  business  rather  than  put  it  in 
vestment  firms  Blackstone  Group, 
Management,  and  Goldman  Sac 
bought  water-treatment  outfit  One 
Nalco  Co.  in  November  for  $4.2  billic 
loading  it  up  with  junk  debt.  In  Janu 
the  three  firms  piled  on  more  debt,  si 
ing  another  $450  million  in  bonds  to 
nance  a  dividend  for  themselves.  Tr 
prompted  S&P  to  downgrade  the  debt 
sued  just  two  months  earlier.  Blacksto 
says  it  paid  the  dividend  to  reduce  t 
risk  of  the  deal.  "We  felt  the  value  oft 
investment  had  already  appreciate 
says  Hamilton  E.  James,  vice-chairm  \ 
of  Blackstone.  "We  still  own  the  com 
ny,  but  with  less  money  at  risk." 


X 
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AONCE-IN-A-DECADERALLY 

FUND  MANAGERS  AREN'T  PANICKIf 
and  cashing  in  their  chips  just  yet.  Pei B 
Ehret,  co-manager  of  the  $1.5  billion  A, : 
High  Yield  Fund,  argues  that  there 
fundamental  reasons  why  junk  bonds < 
performing  well  and  could  continue  to 
so.  Two-thirds  of  the  new  issues  last  yt 
were  used  to  refinance  existing  debt  ■ 
lower  rates,  a  boost  to  the  borrower  s  ■ 
nancial  health.  As  the  economy  expam  r; 
many  borrowers  should  see  better  prol  tt 
and  ratings  upgrades.  "We're  not  willu  5s 
to  declare  the  market  in  rampant  exec  K 
just  yet,"  Ehret  says. 

Still,  some  junk-bond  pros— the  folks  K 
AIM  included— are  taking  steps  to  insuh  " 
their  portfolios  from  a  possible  downdra  n 
They're  investing  in  higher-quality  ju:  " 
and  in  shorter-term  securities  that  will  g  ^ 
clobbered  less  than  longer-term  bonds  m 
interest  rates  rise.  "This  was  a  once-in-  * 
decade  rally,"  says  Raymond  G.  Kennec z 
who  oversees  $17  billion  in  junk  bonds  x 
giant  Pacific  Investment  Management  C  * 
in  Newport  Beach,  Calif.  Kennedy  figur  la 
that  junk  investors  won't  see  much  pri s 
appreciation  this  year,  but  they  won't  lo  * 
much  of  their  principal,  either.  He's  foi  P 
casting  a  return  of  6%-8%,  about  what  ti E 
bonds  pay  in  interest 

But  if  history  is  any  guide,  defaults  w  * 
rise  and  the  skyrocketing  high-yield  m£ s 
ket  will  fall  back  to  earth.  That's  why  th  * 
call  it  junk.  ■ 

-By  Christopher  Palmeri  in  LosAnge*  * 
and  Emily  Thornton  in  New  Yo  ^ 
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/  FAITH  ARNER 


Codak's  Fuzzy  Numbers 

ie  company  has  taken  "one-time"  charges  every  year  for  the  past  12 


WHEN  DO  EXCEPTIONAL 
charges  become  so  rou- 
tine that  they're  not  ex- 
ceptional anymore?  If 
the  company  is  Eastman 
odak  Co.,  apparently  never.  Kodak  has 
ken  one-time  restructuring  charges 
rery  year  for  the  past  12,  wiping  out 
rrually  half  of  its  $11.4  billion  operating 
irnings  since  1992.  And  on  Jan.  22, 

;aid  it  would  take  about  $1.5  billion  more  in  such  charges  over 

6  next  three  years.  The  write-offs  are  for  layoffs  and  plant 

•sings  that  have  become  a  habit  as  the  beleaguered  photo- 

iphic  giant  tries  to  morph  into  a  digital  player.  So  isn't  it 

ie  these  costs  were  counted  as  operating  expenses? 

Kodak  prefers  to  put  a 

sier  spin  on  its  numbers. 

hen  it  made  a  forecast 

•  2004  recently,  it  high- 

hted    operating    earn- 

;s  and  downplayed  net 

rnings  calculated  under 

nerally    accepted     ac- 

unting    principles,    or 

AP,  and  required  by  the 

curities    &    Exchange 

tmmission.  It's  obvious 

ly:  Kodak  pegged  oper- 

ng  earnings  at  $2.25  to 

.55     a     share     before 

arges.    That    puts    its 

ice-earnings  ratio  at  13, 

eap  compared  with  the 

average  for  the  Standard  &  Poor's  500-stock  index.  But  take 

t  up  to  $400  million  for  restructuring,  and  Kodak's  per- 

are  earnings  nosedive  to  80$  to  $1.30,  while  its  p-e  soars  as 

?h  as  38.  "Investors  are  struggling  to  figure  out  exactly  what 

2  earnings-per-share  number  means,"  says  analyst  Shannon 

oss  at  Cross  Research. 

Kodak's  longer-term  forecasts  are  equally  puzzling.  In  Sep- 

nber,  Chief  Financial  Officer  Robert  H.  Brust  predicted  that 

e  company  would  earn  $3  a  share  in  2006,  when  it  hopes  its 

ig  transformation  will  be  complete.  Of  course,  that  number 

esn't  include  the  latest  round  of  restructuring,  as  analysts 

d  investors  at  a  Jan.  22  meeting  in  New  York  with  manage- 
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ment  were  none  too  pleased  to  learn.  Erika  G.  Long,  a  manag- 
ing director  at  hedge  fund  Maverick  Capital,  asked  whether  the 
$3  forecast  was  "intellectually  honest."  Brust  argued  that  it 
was  reasonable  at  the  time  because  the  company  hadn't  yet 
calculated  the  full  impact  of  the  latest  restructuring  program, 
which  will  cut  as  many  as  15,000  workers,  or  20%  of  the  work- 
force. If  anything,  he  added,  the  cuts  will  push  operating  earn- 
ings over  $3,  thanks  to  lower  expenses  for  salaries,  leases,  and 
other  operating  costs.  Added  Chief  Executive  Daniel  A.  Carp: 
"We  believe  2003  marks  the  bottom." 

Kodak  may  try  to  spirit  the  changes  away  in  presentations, 
but  investors  should  be  leery.  The  restructuring  charges  aren't 
simply  for  selling  old  equipment  and  factories  at  a  loss.  Hard 
cash  will  be  flying  out  the  door— up  to  $200  million  a  year, 
Brust  says— to  pay  severance  and  other  real  costs. 

Kodak  is  certainly  following  the  letter  of  the  law.  SEC  rules 
don't  allow  companies  to  eliminate  charges  that  are  likely  to  re- 
cur in  the  next  two  years  or  occurred  in  the  last  two.  But  that  ap- 
plies to  quarterly  filings  with  the  SEC.  In  press  releases  and  con- 
ference calls,  companies 
are  still  free  to  underscore 
figures  that  show  them  in 
the  best  light— as  long  as 
they  reconcile  them  with 
GAAP  numbers. 

Kodak  is  far  from  alone 
in  taking  annual  charges 
and  announcing  operating 
earnings  that  vary  widely 
from  GAAP.  In  recent  years, 
Motorola,  Baker  Hughes, 
and  LSI  Logic  have  often 
reported  operating  figures 
that  were  much  higher 
than  their  GAAP  numbers. 
Of  course,  operating 
earnings  have  their  place. 
Many  analysts  prefer  them  because,  stripped  of  the  noise  of  tru- 
ly one-time  write-offs,  they're  a  better  snapshot  of  a  company's 
underlying  earnings  power  and  future  cash  flow.  "As  long  as  a 
company  discloses  what  their  restructuring  expenses  are, 
there's  not  a  problem,"  says  Howard  M.  Schilit,  founder  of  the 
Center  for  Financial  Research  &  Analysis. 

Kodak  says  it  has  no  plans  to  change  the  way  it  discusses  re- 
sults. Brust  adds  that  in  any  case,  the  gulf  between  operating 
and  GAAP  numbers  will  largely  disappear  by  2007,  when  Kodak 
expects  to  wrap  up  its  restructuring.  Then,  finally,  its  bottom  line 
may  really  become  the  bottom  line.  ■ 

-With  David  Henry  in  New  York 


Year  after  year,  Kodak's  restructuring 
charges  have  taken  a  bite  out  of 
operating  earnings 


RESTRUCTURING 
CHARGES 
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FROM  CONTINUING  OPERATIONS 
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Information  Technology  Bankin 


Meet  the  Upstarts 
In  Tech  Banking 

Small  investment  firms  are  lining  up,  but 
can  they  grab  enough  business? 


ACK  IN  2001,  KRISH 
Panu  had  a  problem  with 
Wall  Street.  The  CEO  of 
At  Road  Inc.  had 
launched  his  wireless- 
data  software  company 
in  a  September,  2000, 
initial  public  offering  managed  by  Cred- 
it Suisse  First  Boston.  But  as  the  tech 
bust  set  in,  CSFB  and  other  banks 
dropped  research  coverage  of  the  com- 
pany, and  Panu  struggled  to  get  At 
Road's  story  out.  In  2001  and  2002, 
smaller  investment  banks  like  Think- 
Equity  Partners  began  following  At  Road 
and  took  Panu  to  visit  large  investors. 
Today,  At  Road  is  profitable,  its  stock 
price  has  tripled  in  a  year,  and  many  of 
its  largest  shareholders  are  institutions 
Panu  met  through  smaller  banks.  "We 
were  looking  to  get  attention,  and  the 
small  banks  worked  harder,"  he  says. 

Stoiies  like  Panu's  are  what's  driving 
more  than  a  dozen  small  investment 
banks  to  try  to  build  themselves  into  the 
new  stars  of  tech  banking.  The  idea:  to 
become  to  the  next  bull  market  what 
Hambrecht  &  Quist,  Alex.  Brown, 
Robertson  Stephens,  and  Montgomery 
Securities  (collectively  known  as  HARM) 


Goldman,  Sachs  &  Co.  and  Morg;| 
Stanley  are  too  hamstrung  by  staff  i 
to  give  Silicon  Valley  the  ears-to 
ground  coverage  small  companies  nee 
"We  believe  there's  a  huge  gap  in  t 
marketplace,"  says  ThinkEquity  CI 
Michael  T.  Moe.  "These  people  feel  li 
they  have  been  abandoned." 

Even  larger  companies  sniff  opport 
nity.  Discount  broker  Charles  Schwab 
Co.  bought  investment-banking  bo 
tique  Soundview  Technology  Group  I?  . 
last   month   and   made   a   deal   wi 
Perseus  to  distribute  shares  of  Perseu 
sponsored  IPOs  to  Schwab's  institutio 
al  customers.  Jefferies  &  Co.  pushed  in 
technology  mergers  by  buying  M&- \ 
viser  Broadview  International  LLC  ( 
Dec.  23.  Thomas  Wei^ 
Partners,  founded  in  19< 
by  Montgomery's  form  ^ 
CEO,  continues  to  expai  K 
in    tech.    And    midti  | 
banks  like  S.G.  Cowi  ( 
and  First  Albany  Cor  ^ 
are  hiring  tech  bankers  B 
But  the  aspiring  te  L 
bankers     may     face    ^ 
tougher   challenge   thj., 
they  realize.  For  started 
the  top  Wall  Street  finC 


were  until  they  were  acquired  in  the 
1990s.  Firms  like  ThinkEquity  Partners, 
Perseus  Group,  and  WR.  Hambrecht 
want  to  assume  the  old  HARM  role  of 
showering  attention  on  emerging  tech 
companies  rather  than  established  gi- 
ants. They  argue  that  the  top  banks  like 


haven't  cut  banking  sti 
as  deeply  as  the  upstai 
seem  to  think.  Morg: 
Stanley  has  reduced 
tech  bankers  in  Silio 
Valley  by  20%  from  t)  ^ 
peak,  to  60,  and  Gol 
man  has  cut  by  40%, 
more  than  50.  But  Chu< 
Cory,    Morgan's    glob 
tech  M&A  chief,  says  th 
activity  is  down  40%  to  80%,  dependii 
on  the  line  of  business.  "The  supply 
banking  advice  exceeds  demand,  not  tl  ~ 
opposite,"  says  Cory. 

The  other  problem  is  that  many  ne  I 
tech  bankers  aren't  playing  what  could ' 
their  trump  card— reform.  Most  of  tl  ~ 


At  the 
Starting  Gate 

Wall  Street  is  teeming  with 
young  investment  banks 
fhat  want  to  be  the  tech 
eciahsts  of  the  next 
!  market.  Here's  how 
some  of  the  most 
prominent  stack  up. 
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THINKEQUITY  PARTNERS 

Led  by  ex-Merrill  Lynch  exec 
Michael  Moe,  the  firm  is 
betting  that  a  focus  on 
small-caps  will  set  it  apart 
from  big  rivals  who  follow 
the  same  few  dozen  stocks. 
Its  analysts  focus  on  areas 
like  security  and  online 
education.  Still,  like  the  big 
boys,  it  blends  research  and 
banking  in  ways  critics  think 
pose  conflicts  of  interest. 


W.R.  HAMBRECHT  &  CO. 

Founded  by  William  R. 
Hambrecht,  a  pioneer  of 
West  Coast  investment 
banking,  the  firm  boasts  a 
pedigree.  It  also  offers  a 
novel  approach— auction- 
driven  IPOs  that  let 
investors' bids,  not  the 
underwriting  bank,  set  the 
stock  price.  Hostility  from 
Wall  Street  firms  has  been  a 
barrier  to  getting  clients. 


PERSEUS  GROUP 

This  new  bank  struck  an 
alliance  with  brokerage  giant 
Charles  Schwab  to  distribute 
the  stock  of  Perseus'  future 
banking  clients  to  Schwab's 
institutional  trading 
customers.  CEO  Todd  Carter 
is  a  well-regarded  former 
banker  at  Robertson 
Stephens.  Minority  ownershir. 
by  merchant  bank  Perseus 
LLC  will  provide  key  contacts 


w  tech  banks  hope  to  make  money  by 
ing  banking  for  the  same  companies 
!iose  stocks  they  research.  That's  pre- 
fely  the  approach  that  New  York  Attor- 
y  General  Eliot  Spitzer  attacked  in  his 
restigation  of  Wall  Street  because  of  its 
lierent  conflicts  of  interest.  With  the 
ne  possible  conflicts,  the  new  banks 
iy  struggle  to  differentiate  themselves. 
1  spite  of  reforms,  the  business  model  is 
i  same  as  five  years  ago:  Favorable  re- 
lrch  coverage  in  exchange  for  banking 
siness,"  says  Jay  Ritter,  an  IPO  expert 
10  teaches  at  the  University  of  Florida. 

OKINGFORANEDGE 

iME  FIRMS,  however,  are  trying  to 
Did  Wall  Street' s  traditional  conflicts, 
hwab  has  agreed  not  to  split  banking 
:s  with  Perseus,  believing  that  taking 
nking  fees  will  pit  its  interests  against 
jse  of  investors.  Instead,  Schwab  will 
tie  for  research  and  trading  revenue 
it  Perseus'  clients  create.  WR.  Ham- 
=cht,  founded  in  1998  by  legendary 
imbrecht  &  Quist  CEO  Bill  Hambrecht, 
s  the  most  radical  model:  It  abandons 
iditional  IPO  pricing,  in  which  bankers 
:  a  price  after  consulting  with  institu- 
nal  investors,  in  favor  of  a  modified 
ction  where  the  market  sets  the  price, 
he  conventional  approach  is  behind  so 
ich  of  the  scandal  that  has  bubbled  to 
i  top  the  last  few  years,"  says  Patrick  M. 
me,  CEO  of  Hambrecht  client  e-tailer 
rerstock.com  Inc.  "A  Dutch  auction 
ts  the  right  price."  But  even  Hambrecht 
s  struggled,  leading  or  co-leading  just 
;ht  IPOs  in  the  past  three  years. 
Of  the  boutiques,  new  and  old,  Weisel, 
rseus,  and  Jefferies  probably  have  the 
arest  shots  at  success.  For  Weisel  and 
rseus,  the  edge  is  relationships.  CEO 
lomas  Weisel's  venture-capitalist 
ends,  including  New  Enterprise  Associ- 
:s  co-founder  C.  Richard  Kramlich  and 
chnology  Crossover  Ventures  partner 
zk  Kimball,  are  in  positions  to  give  him 
siness.  Indeed,  Kramlich  says  Weisel 
Dbably  will  participate  in  half  of  the  IPOs 
NEA-backed  companies.  Perseus  Group 
U  benefit  from  its  Schwab  connection 
d  its  affiliation  with  merchant  bank 
rseus  LLC.  And  Jefferies  can  combine 
oadview's  M&A  expertise  with  its  own 
iding  business,  which  handles  11%  of 
:w  York  Stock  Exchange  trades. 
More  than  likely,  none  of  the  newcom- 
>  will  build  a  bank  that  rivals  the  clout 
d  prestige  of  Goldman  or  Morgan  Stan- 
r.  But  after  three  years  marked  by  stock 
»ses  and  Wall  Street  layoffs,  even  small- 
ale  success  will  taste  pretty  sweet.  ■ 
-By  Timothy  J.  Mullaney  in  New  York 


IPOs 


Dolby  Gets  Ready 
To  Make  a  Big  Noise 


You  see  the  name  at  virtually 
every  movie  theater  in  the 
world.  The  majority  of 
households  have  at  least  one 
device  containing  its 
technology.  And  most  people  are  as 
familiar  with  the  brand  as  they  are  with 
Kodak  or  Sony.  Yet  for  all  this  renown, 
Dolby  Laboratories  Inc.  remains  a  veritable 
mystery.  "The  general  public  has  absolutely 
no  idea  what  Dolby  is,  even  though  almost 
everyone  owns  a  product  with  its 
technology,"  says  Brent  Butterworth, 
editor-in-chief  of  Robb  Report  Home 
Entertainment  and  Design. 

That's  all  about  to  change.  After  39 
years  as  a  private  business,  Dolby  is 
preparing  to  go  public.  Assuming  all  goes 
according  to  plan,  the  San  Francisco 
company  that  made  its  name  in  noise- 
reduction  technology  for  audiotape  and 
then  parlayed  that  expertise  into  theater 
sound  systems  likely  will  hold  its  initial 
public  offering  late  this  year. 

It  could  be  a  blockbuster.  Dolby  pulled  in 
revenues  of  more  than  $200  million  in 
2003  and  enjoys  fat  profit  margins  of  20% 
to  40%.  Revenues  come  from  the  sale  of  its 
own  sound  systems  for  theaters  and  from 
licensing  fees,  which  average  750,  that 


Dolby  collects  for  every  consumer  product 
shipped  with  its  audio  technology.  This 
includes  video-game  consoles  and  DVD 
players.  And  growth  prospects  look  strong: 
Its  technology  is  the  U.S.  standard  for 
digital  television  sets,  which  are  expected 
to  soar,  from  3.7  million  units  sold  last  year 
to  29  million  by  2007,  according  to 
researcher  In-Stat/MDR.  Analyst  David 
Farina  of  investment  bank  William  Blair  & 
Co.  says,  based  on  comparable 
companies,  Dolby's  value  should  top  $1 
billion.  "Dolby  should  get  a  huge  premium 
for  its  brand,"  says  Farina.  "This  is  about  as 
good  as  it  gets  in  this  business." 

Why  is  Dolby  going  public?  In  a  rare 
interview,  founder  Ray  Dolby,  who  still  owns 
100%  of  the  stock,  tells  BusinessWeek  that 
his  own  mortality  is  driving  the  decision.  At 
70,  he  says  he  must  get  serious  about 
estate  planning.  With  the  liquidity  of 
publicly  traded  stock,  his  family  will  be  able 
to  pay  the  necessary  estate  taxes  when  he 
dies.  "I  have  to  pay  death  taxes  sooner  or 
later,"  says  Dolby,  who  spends  less  time  at 
the  office  now  and  more  time  flying  his 
airplane  and  helicopter.  "It's  the  right  time 
to  let  go  of  my  baby." 

Not  that  letting  go  is  easy.  To  prepare  for 
the  IPO,  Dolby  is  making  fundamental 


Blockbuster 
In  the 
Making? 

Sound  pioneer  Dolby  plans 
to  go  public  later  this  year. 

HEADQUARTERS  San  Francisco 

EMPLOYEES  630 

CHAIRMAN  Ray  Dolby 

CEO  N.W.  "Bill"  Jasper  Jr. 

REVENUES  2003  $200  million 

PROJECTED  2004  $250  million 

CORE  BUSINESSES  Cinema  gear 
and  consumer  electronics 

GROWTH  AREAS  Digital  TVs,  car 
audio,  home-theater  systems 

7* 

CAPITAL  IDEAS 

Founder  Dolby 

(left)  and  CEO 
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changes,  including  assembling  its  first 
board  of  directors  and  irr tailing  a 
more  elaborate  financial  system.  "In 
the  past, ;  ight  have  asked  to 

spend  $75;  .  0  on  something  and  I'd 
just  say  yes,"  explains  N.W.  "Bill" 
Jasper  Jr.,  who  has  been  Dolby's  chief 
executive  since  1983.  "Now,  they  have 
to  bring  in  a  capital-authorization 
request.  We  are  having  to  introduce 
more  and  more  bureaucracy." 

Such  change  produces  shudders  in 
people  like  Dolby  and  his  125-plus 
engineers.  For  years,  the  inventor,  with 
50  patents  to  his  name,  has  fielded 
buyout  offers  and  queries  to  go  public. 
But  he  has  always  balked  for  fear  of 
seeing  his  company's  engineering- 
driven  culture  perish  in  the  hands  of 
outsiders  who  wouldn't  understand  the 
technical  vision.  Indeed,  one  of  the 
reasons  Dolby  has  been  so  successful 
is  its  willingness  to  spend  heavily  on 
research  and  development. 

Now,  however,  may  be  the  right  time 
for  the  company  to  raise  more  capital. 
After  dominating  much  of  the  sound 
world  for  years,  serious  competitors  are 
emerging,  most  prominently  Digital 
Theater  Systems  Inc.  That  company 
made  its  first  splash  when  Steven 
Spielberg  chose  its  technology  for  his 
blockbuster  Jurassic  Park.  Although  the 
company  is  a  quarter  of  Dolby's  size, 
with  $50  million  in  revenues,  its 
technology  is  in  almost  as  many 
theaters  as  Dolby's.  And  it's  e/oanding 
in  consumer  gear,  from  home-theater 
systems  to  game  consoles. 

Meatier  Media 

To  stay  ahead,  Dolby  is  putting  more 
resources  into  cutting-edge  products, 
particularly  as  both  cinema  and 
consumer  electronics  move  from 
analog  to  digital  technologies.  Dolby 
has  made  three  acquisitions  geared 
toward  the  digital-cinema  market, 
including  a  small  film-encryption 
business  and  a  video-compression 
upstart.  Both  deals  fit  into  Dolby's  long- 
term  strategy  of  moving  beyond  sound. 
"We're  not  just  an  audio  company 
anymore,"  says  Jasper.  "We're  more  of 
an  entertainment  company." 

Perhaps  it's  not  surprising,  then,  that 
Dolby  changed  its  mission  statement  in 
2002  from  "Sound  for  the  Next 
Century"  to  "Entertainment  for  the  Next 
Century."  With  a  successful  IPO,  the 
company  may  iive  up  to  that  aspiration. 
-By  Linda  Himelstein  in 
San  Francisco 
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Can  Nokia  Capture 
Mobile  Workers? 

It  sees  a  big,  largely  overlooked  market 
Of  course,  so  do  rivals  Palm  and  Microsof 


» 


XECUTIVES  AT  NOKIA 
Corp.  see  the  problem 
nearly  every  time  they 
catch  a  plane  or  check  into 
a  hotel.  Business  travelers 
are  busily  tapping  out 
e-mails  on  BlackBerrys 
and  downloading  Web  pages  through 
Wi-Fi  connections  onto  laptops,  Palms, 
and  Pocket  PCs.  Nokia's  long-held  vision 
of  a  wireless  workforce  is  finally  starting 
to  take  shape— but  not  enough  of  it  is 
happening  on  Nokia  mobile  phones. 

Now,  Nokia  Chairman  Jorma  Ollila  is 
reorganizing  the  Finnish  company,  the 
world's  leader  in  cellular  phones,  to 
push  into  untethered  business  commu- 
nications. Last  fall,  Ollila  created  a  new 
Enterprise  Solutions  Group— one  of 
four  units  that  will  report  directly  to 
him.  He's  setting  it  up  far  from  compa- 
ny headquarters  in  Helsinki,  in  an  as- 
yet-undisclosed  site  near  New  York 
City.  And  to  run  the  unit,  he  has 
reached  into  Hewlett-Packard  Co.  and 
hired  Mary  T.  McDowell,  a  39-year-old 
American  and  a  veteran  of  the  server 
business.  She  took  over  in  January— and 
plunges  into  a  doozy  of  a  job.  It  involves 
developing  an  entire  technology  offer- 
ing, from  server  software  to  handsets, 
and  taking  on  industry  giants,  includ- 
ing Microsoft  Corp.  and  HP. 

Nokia's  key  in  the  enterprise  market 
will  be  software.  Analysts  say  that  if  Mc- 
Dowell's team  comes  up  with  systems 
that  neatly  shuttle  corporate  data  to  far- 
flung  mobile  phones— while  blocking  out 
hackers,  thieves,  and  viruses— hardware 
sales  will  follow.  It's  here  that  Nokia  has  a 
httle-known  headstart.  Its  Internet  prod- 
ucts group,  now  part  of  the  Enterprise  So- 
lutions, is  a  surprising  No.  2  to  Cisco  Sys- 
tems Inc.  in  the  market  for  corporate 
firewalls  and  other  security  devices. 
Still,  Nokia  faces  a  hard  climb.  The 


FEW  SALES  company's    mai  i 

Communicator,  stay  in  the  but 
Nokia's  handheld-  ness  market  is  tl 
phonehybrid  venerable  Commi 

nicator,  a  handhe 
computer-phone  hybrid  that  has  failed 
win  support  beyond  the  techno -nei 
crowd  since  the  first  version  appeared 
1996.  Total  sales  in  that  time,  accordir 
to  IDC,  barely  top  400,000— a  cipher 
the  10  million-unit-per-year  PDA  mark 
dominated  by  Palm  and  Microsoft  ope 
ating  systems. 

McDowell  is  planning  to  catch  up  in 
hurry.  Her  argument?  There's  plenty 
room  for  Nokia,  a  $37  billion  powe 
house,  in  a  wireless-data  business  still  i 
its  infancy.  The  company  figures  that  i 
potential  market,  which  includes  phont 
and  equipment  to  connect  to  mobile  ne 
works,  will  grow  from  $27  billion  th 
year  to  $43  billion  in  2007.  "We  have  tr 
chance  to  shape  a  new  market,"  saj 
McDowell.  She  adds  that  her  unit,  whic 
starts  out  with  about  2,000  employee 
should  produce  5%  of  Nokia's  revenue 
or  about  $2  billion,  by  the  end  of  th 
year  and  break  even  in  2005.  Big  drean 
for  the  Big  Apple,  but  Nokia  may  stru§ 
gle  to  make  them  come  true.  ■ 

-By Andy  Reinhardt  in  Par 
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Expert  Repairman, 
Tough  Assignment 

Capellas  has  strong  credentials  to  save 
MCI,  but  this  game  may  be  unwinnable 


HOURS  AFTER  TAKING 
over  as  chief  executive  of 
WorldCom  Group  on 
Nov.  15, 2002,  Michael  D. 
Capellas  came  face  to 
face  with  the  reality  of 
running  a  scandal-ridden 
and  bankrupt  company.  Capellas  flew 
down  to  the  sprawling  campus  in  subur- 
ban Virginia,  rounded  up  senior  manage- 
ment—a paltry  six  executives  who  hadn't 
been  indicted,  fired,  or  driven  out— and 
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put  them  on  stage  before  4,000  employ- 
ees. "Who  are  these  guys?"  someone 
shouted  from  the  audience.  Capellas  real- 
ized that  the  question  was  no  joke.  "It  was 
a  denning  moment  for  me,"  he  recalls. 
"People  didn't  even  know  their  own 
senior  management." 

No  one  can  say  that  today.  Since  he 
came  to  WorldCom— which  now  is  in  the 
process  of  renaming  itself  MCI— Capellas 
has  seemed  to  breathe  life  back  into  the 
company  by  sheer  force  of  will.  He  rallied 
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RIGHT  NUMBERS 

Capellas  has  slashed 
debt  and  raised  cash 


its  55,000  employees  | 
moralized  by  an  $11 
lion  accounting  scandj 
coaxed  warring  creditc 
to  accept  a  bankruptl 
reorganization  plan,  a  i 
schmoozed     big     ci 
tamers  until  they  1  | 
guilty    about    jumpi  ; 
ship.  He  persuaded  t 
General  Services  Admi 
istration  to  lift  a  b 
against  MCI  bidding 
federal   contracts.   Ai 
today  he  has  some 
vestors  believing  agai 
On  Jan.  16,  Mexican  b 
lionaire  Carlos  Slim  He, 
said  he  would  consid 
converting     his     boi 
holdings  into  as  much  I 
12%  of  MCI  stock  oncej  j 
emerges  from  bankrupt 
cy,  sometime  this  wintt  T 
Company  insiders   s 
Slim  is  betting  MCI  wjo 
prosper  on  its  own. 

But  will  MCI  wind  i 
standing  on  its  owrl| 
For  all  the  energy  ai  g 
emotion  that  Capellas  generates,  it  loo 
like  he  has  again  joined  a  game  that  w  | 
unwinnable  from  the  start.  As  when 
became  CEO  of  troubled  Compaq  Con 
puter  Corp.— which  he  wound  up  sellii 
to  Hewlett-Packard  Co.  in  2002— Cape  n 
las  is  trying  to  implement  an  ambitioi 
strategy  at  a  company  that  has  slippt  : 
way  behind  in  fundamental  matters  of 
nance,  operations,  and  reputation. 


Ji 
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HOBBLED  GIANT 

AT  BEST,  CRITICS  expect  Capellas'  outjL 
to  muddle  along  with  high-single-dig 
margins,  but  in  the  end  to  be  sold  to  or 
of  the  local  Bell  operating  companies.  "J 
many  ways,  Capellas  has  done  a  fantast 
job.  But  he's  just  not  going  to  be  able  i 
catch  up,"  says  Richard  G.  Klugman, 
telecom  analyst  at  Jefferies  &  Co.  "Tt 
world  has  moved  away  from  MCI." 

Capellas  says  he  knows  what  M( 
needs  to  become:  the  network  of  choic^ 
for  consumers  and  companies  alik 
connecting    to    everything    from    ce^ 
phones  to  computers  to  MP3  players.  Tr. 
day,  MCl's  network  can't  connect  winL 
lessly  with  MP3  players,  and  it  doesn 
offer   cell-phone   service.   Capellas 
working  to  offer  both.  The  problem 


:i's  rivals  are  also  building  seamless 
works.  And  MCI  remains  a  hobbled 
nt.  True,  the  global  reach  of  its  data 
work  remains  second  to  none,  and 
pellas  used  bankruptcy  court  to  slash 
)t  and  raise  a  mountain  of  cash.  But 
:i's  debt-to-capital  ratio  is  estimated 
be  19%  this  year,  compared  with  13% 
AT&T,  according  to  Susan  Kalla  at 
edman,  Billings,  Ramsey  and  Co.,  Inc. 
d  free  cash  flow  and  earnings  before 
erest,  taxes,  depreciation,  and  amorti- 
ion  (EBITDA)  still  lag  AT&T  and 
rint  Corp.  So  does  capital  spending. 
At  the  same  time,  MCI  is  still  struggling 
h  the  troubled  legacy  of  founder  and 
mer  CEO  Bernard  J.  Ebbers.  He  bought 
upany  after  company  but  never  inte- 
ited  their  operations.  Today,  MCI  re- 
dns  a  jumbled  con- 
»meration  of  222  legal 
cities,  many  with  con- 
ting  collection  and  ac- 
lnting  systems.  Capel- 

must  upgrade  and 
:ld  these  systems  while 
ing  to  introduce  new 
vices.  It's  a  tall  order 
it  few  believe  he  can 
jet  Plus,  the  scandal 
Jd  still  prove  costly- 
Jan.  26,  an  examiner  in 
!  bankruptcy  case  sug- 
>ted  states  might  pur- 
?  MCI  or  accountant 
MG  for  back  taxes 
tided  through  "highly 
jressive"  strategies.  MCI 
putes  the  findings  and 
rs  its  tax  plan  was  legit. 
What  gives  his  backers 
pe    is    that   Capellas 

enthusiastically  em- 
ices  hopeless  situa- 
ns.  A  pudgy,  bookish 
y  who  liked  to  write 
etry,  Capellas  decided 

eighth  grade  he  want-    

to  play  football.  Never  ^^^^^^^ 
nd  that  a  congenital  disease  nearly 
nded  him  in  his  left  eye.  He  whipped 
nself  into  linebacker  material  with  a 
memade  weight- training  machine:  a 
ck  rubber  band  lashed  around  a  tele- 
one  pole.  "If  Mike  decides  to  do  some- 
ng,  you'd  better  get  out  of  his  way," 
re  his  brother,  George.  It's  a  trait  he  in- 
rited  from  his  father,  a  Greek  immi- 
int  who  worked  his  way  up  from  la- 
rer  to  superintendent  at  the  Republic 
jel  Corp.  plant  in  gritty  Warren,  Ohio. 
As  an  undergraduate  at  Kent  State 
tiversity,  Capellas  fell  in  love  with 
mputers.  He  still  fondly  recalls  feeding 


hundreds  of  punch  cards  into  a  refriger- 
ator-size machine  to  solve  simple  math 
problems.  But  his  future  wife,  Marie  An- 
gelillo,  knew  Capellas  was  destined  to  be 
more  than  just  a  computer  programmer. 
"Michael  always  said  he  wanted  to  sit  at 
the  strategy  table  with  the  top  execu- 
tives," she  says.  She  married  Capellas  in 
1979,  and  for  the  next  20  years  they 
crisscrossed  the  globe  as  Capellas 
climbed  the  ranks  at  Schlumberger, 
Oracle,  and  SAP. 

MASTER  MOTIVATOR 

CAPELLAS'  BIG  BREAK  came  when 
Compaq  unexpectedly  promoted  him 
from  chief  information  officer  to  CEO  in 
1999.  Archrival  Dell  Inc.  had  jumped 
ahead  by  figuring  out  how  to  sell  PCs 


Can thisTelecom  Be  Fixed? 

As  MCI  prepares  to  exit  bankruptcy  court, 

CEO  Michael  Capellas  has  harder  challenges  ahead: 


THE  CHALLENGE... 


BOLSTER  FINANCES  Capellas  must 
raise  operating  margins  by  continuing 
to  cut  costs  while  boosting  revenue. 

BOOST  TRAFFIC  Holding  on  to  current 
corporate  customers  is  crucial.  So  is 
attracting  new  small-to-midsize 
customers. 

DEVELOP  HOT  SERVICES  MCI  needs 
new  services  that  enable  customers 
to  place  calls  over  the  Internet  and 
connect  with  networks  wirelessly. 

INTEGRATE  SYSTEMS  MCl's  222  legal 
entities  must  be  rationalized. 

SELL  THE  COMPANY?  Many 

consultants  believe  that  Capellas 
will  have  no  choice  but  to  sell  MCI, 
given  how  far  behind  it  is. 


VERDICT... 


Tough  but  possible,  since  the 
company  has  slashed  depreciation 
and  interest  expenses. 

Not  likely,  since  companies  now 
prefer  to  spread  traffic  among 
several  carriers. 


It  will  be  tough,  since  MCI  isn't 
a  leader  and  must  find  a  way  to 
catch  up. 

Good  luck:  This  job  alone  could 
take  years. 

There  are  no  negotiations  under 
way,  or  planned.  Likely  buyers 
would  be  local  phone  companies 
such  as  Verizon  or  SBC. 


cheaply  online,  and  Compaq  was  in  so 
much  trouble  that  its  board  couldn't  at- 
tract a  high-profile  savior.  Even  Capellas 
hesitated.  He  finally  took  the  job  and  put 
in  place  a  strategy  that  boosted  sales,  but 
it  wasn't  enough  to  catch  Dell.  In  the 
end,  the  sale  of  Compaq  left  many  won- 
dering if  this  master  motivator  could  re- 
shape a  company  around  his  vision.  "He 
gutted  out  the  crisis,  no  question  about 
that,"  says  a  former  Compaq  director 
who  asked  not  to  be  identified.  "But  he 
couldn't  come  up  with  a  winning  plan  to 
put  the  company  back  in  the  fast  lane." 
At  MCI,  Capellas  has  done  more  than 


win  over  WorldCom  survivors.  He  re- 
cruited first-class  talent  to  fill  the 
thinned-out  senior  management,  luring 
heavyweights  such  as  former  AT&T  exec 
Richard  R.  Roscitt  as  president  and 
financial  whiz  Robert  T.  Blakely,  who 
managed  the  restructuring  of  chemical 
giant  Tenneco  Inc.,  as  chief  financial 
officer.  Capellas  persuaded  Deloitte 
Touche  Tohmatsu  to  assign  600-plus 
accountants  to  clean  up  MCl's  fraudu- 
lent accounting.  And  he  held  on  to 
wavering  customers.  In  one  day  last 
summer,  he  visited  three  clients  in  Los 
Angeles,  led  an  employee  pep  rally 
(shouting,  "All  those  of  you  who  don't 
want  to  get  out  of  bankruptcy,  raise  your 
hand!"),  and  then  escorted  10  clients  to  a 
Rolling  Stones  concert.  "With  cus- 
tomers, Mike  reminds 
me  of  Jay  Leno,  the  way 
he'll  walk  among  them, 
pressing  the  flesh  and 
telling  jokes,"  says 
Michael  D.  Fleisher, 
Gartner  Group's  CEO. 

Capellas  has  a  plan  for 
a  next-generation  phone 
giant:  If  s  all  about  offer- 
ing an  attractive  package 
of  services  priced  lower 
than  if  they  were  sold 
separately.  This  bundle 
has  to  include  high- 
speed Internet  access 
and  local  and  long-dis- 
tance phone  service. 
That's  why  Capellas 
won't  sell  off  these  low- 
margin  businesses.  But 
he  also  needs  a  cell- 
phone option;  MCI  is  the 
only  major  carrier  that 
can't  offer  wireless  serv- 
ice. Capellas  is  working 
to  partner  with  a  wireless 
operator.  The  company 
has  had  preliminary 
talks  with  Nextel  Com- 
munications Inc.  But  no  deal  is  immi- 
nent, say  insiders. 

Clearly,  the  futuristic  aspects  of  that 
plan  are  what  most  captivate  Capellas. 
He  has  put  together  a  new  team  of  some 
500  developers  trying  to  devise  new  soft- 
ware-driven services.  At  any  one  time  he 
carries  a  cell  phone,  pager,  PDA,  and 
MP3  player.  "Oh  boy,  you  should  hear 
him  when  all  of  this  stuff  goes  off  at 
once,"  says  his  executive  assistant, 
Grace  Trent,  covering  her  ears  with  her 
hands.  After  work,  he  spends  the  wee 
hours  of  the  morning  teaching  himself 
XML,  the  programming  language  used 
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to  create  many  new  digital  services,  such 
as  retrieving  voice  mail  off  the  Internet 
and  e-mail  off  voice  systems. 

And  Capellas  can't  stop  talking  about 
Internet  telephony,  which  moves  digi- 
tized voice  calls  through  the  Net.  It's  a 
business  he  believes  MCI  can  and  must 
dominate.  Considering  the  global  reach 
of  the  company's  networks,  "MCI  wins  if 
IP  [Internet  protocol]  telephone  takes 
off,"  he  says.  But  such  phone  service  is  a 
long  way  from  widespread  acceptance. 
The  technology  is  still  unreliable  and  in- 
secure, which  is  why  none  of  MCl's  big 
corporate  customers  has  signed  up. 

SELL  OR  DIE? 

THAT'S  BAD  NEWS,  because  MCI  needs  to 
offer  something  novel  to  hold  on  to  old 
customers  and  attract  new  ones.  While  no 
large  companies  have  dropped  MCI, 
they  have  transferred  more  of  their  busi- 
ness to  competitors  to  win  lower  prices 
and  hedge  against 
more  bankruptcies. 
MCl's  share  of 
North  American 
revenue  has  steadily 
dropped,  from  32% 
in  2001  to  28%  last 
year,  according  to 
San  Francisco  tele- 
com       consultant 

telephony  Ryan  Hankm  Kent 

^^^^^      J     Inc.,  and  its  EBITDA 

^^^^^^m  margins    are    only 

11%,  less  than  half 
the  26%  margins  at  Sprint  and  AT&T. 

For  all  of  Capellas'  ideas,  MCl's  weak 
position  may  doom  its  chances  of  staying 
in  business.  The  best  option  is  probably  a 
sale,  and  the  most  likely  buyers  are  the 
local  telephone  companies,  which  have 
the  financial  wherewithal  to  shore  up 
MCl's  capital  spending  and  make  it  com- 
petitive again.  MCl's  corporate  cus- 
tomers would  open  a  market  for  the  local 
carriers  that  they  haven't  been  able  to 
crack  on  their  own.  "The  war  is  over,  and 
the  Baby  Bells  have  won,"  says  Ken 
McGee,  an  analyst  at  Gartner  Group. 
"We're  seeing  the  end  of  the  likes  of  MCI 
and  AT&T.  Capellas  can't  change  that." 

For  a  CEO  who  played  a  significant  role 
in  the  final  days  of  the  PC  Clone  Wars,  such 
talk  has  to  sound  all  too  familiar.  Capellas 
doesn't  rule  out  a  sale  if  he  gets  the  right 
offer.  For  now,  he's  operating  as  if  MCI  can 
and  should  stand  alone.  Still,  once  again, 
Capellas  may  have  arrived  just  in  time  to 
stamp  out  the  fires  at  a  once-trendsetting 
company,  but  too  late  to  make  much  of  a 
difference  in  the  long  term.  ■ 

-By  Charles  Haddad  in  Ashburn,  Va. 


Capellas 
is  betting 
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future  of 
Internet 
tony 
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BY  JOHN  CAREY 


Drug  Ads  Need 
Stronger  Medicine 

New  FDA  guidelines  may  not  go  far  enough 


THANKS  TO  UBIQUI- 
tous  advertising,  Cele- 
brex, Lipitor,  and  oth- 
er prescription  drugs 
have  become  almost 
as  familiar  as  classic  brands  like 
Jaguar  or  Gucci.  There  are  some 
advantages  to  that.  Since  taking 
off  in  the  late  1990s,  direct-to- 
consumer  (dtc)  drug  ads  have 

prodded  more  people  to  see  their  doc- 
tors and  get  needed  treatments. 

At  the  same  time,  however,  the  ads 
may  cause  some  medications  to  be  over- 
prescribed  and  inappropriately  used, 
leading  to  lower  quality  care  and  higher 
drug  costs.  And  several  recent  studies 
have  concluded  that  direct-to-con- 
sumer  ads  typically  minimize  the  risks 
and  overstate  the  benefits  of  pharma- 
ceutical products.  "Research  shows  that 


consumers  are  not  getting  the  full  stt 
ry,"  says  Food  &  Drug  Administratis  d 
Associate  Commissioner  Peter  J.  Pitts  m 

Recognizing  the  problem,  the  FDA  n 
making  changes.  In  early  February,  tl  a 
agency  is  expected  to  propose  th  g 
drugmakers  be  allowed  to  replace  tl  a 
misnamed  "brief  summary"— the  fin 
page  of  tiny  type  in  printed  drug  ad  n 
filled  with  jargon  about  side  effects  ar  i 
other  information— with  a  more  rea»  s 
able  format.  o 

The  FDA  will  also  tweak  the  guidelim  p 
to  discourage  promotions  that  dor  ] 
mention  side  effects.  Currently,  drujj] 
makers  are  permitted  to  run  ads  th  id 
alert  consumers  to  a  disease  or  that  met  fr 
tion  a  drug  name  without  specifying  tl  ie 
condition  it's  meant  to  treat  These  ac » 
aren't  required  to  include  information  c  n 
risks.  By  packing  such  ads  together  in  g 
series,  drug  companies  can  plug  prcx  [ 
ucts  almost  as  if  they  were  risk-free. 
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6,576  women 
taking  drug 


BENEFIT 


RISKS 


rhe  FDA  is  mov- 

in  the  right  direc- 
1.  Unfortunately, 

initiative  only 
.*s  part  way.  The 
st  pressing  con- 
n  is  that  ads  will 
I  make  drugs  ap- 
ir  more  effective 
1  safer  than  they 
Hy  are.  "There  is 
public  perception 
t  the  benefits  of 
se  drugs  are  large 
ind  that  the  FDA 
y  allows  ads  for 
y  effective  ones," 
)lains  Dr.  Lisa  M.  Schwartz,  associate 
rfessor  of  medicine  at  Dartmouth  Med- 
1  School. 

Not  so.  The  vast  majority  of  drugs  only 
rk  in  half  the  people  who  take  them,  or 
/er,  explained  Dr.  Allen  Roses,  vice- 
■sident  of  GlaxoSmithKline  PLC,  at  a  re- 
lt  conference.  Current  Alzheimer's 
lgs  offer  only  a  tiny  effect,  and  that  oc- 
•s  only  in  about  30%  of  patients.  Cancer 
lgs  typically  work  in  just  one  out  of  four 
)ple.  And  for  many  individuals,  heavily 
/ertised  painkillers  Celebrex  and  Vioxx 
>vide  no  more  relief  than  older,  cheaper 
dicines,  such  as  ibuprofen. 
Consumers  are  unlikely  to  learn  that 
m  advertisements.  The  spots  for  the 
inkillers,  for  instance,  show  arthritis 
ferers  getting  a  new  lease  on  life  and 
nboling  through  fields.  That's  "very 
ferent  from  the  reality,"  says  Dr.  Bar- 
ra  Mintzes,  a  researcher  at  the  Univer- 
/  of  British  Columbia. 


Truth  in  Advertising 

Here's  how  AstraZeneca  could 
clarify  drug  risks  and  benefits  using 
actual  clinical  trial  data  on  tamoxifen 
taken  to  prevent  breast  cancer:* 


6,599  not 
taking  drug 


Number  of  cases  of  breast  cancer 
92  178 


Number  getting  uterine  cancer 
33  13 


Number  with  serious  blood  clots 
53  26 


•  See  expanded  table  at  businessweek  com/magazine/extra.htm 


isk  Table 


rE  PROMISING  solution  has  been  pro- 
sed by  Schwartz  and  colleague  Dr. 
:ven  Woloshin:  Add  a  table  to  drug  ads 
renting  actual  data  on  benefits.  For 
:rck  &  Co.'s  painkiller  Vioxx,  for  in- 
nce,  Schwartz  and  Woloshin's  sample 
upares  the  brand  name  with  ibuprofen 
d  shows  that  for  both  drugs,  9%  of  pa- 
nts reported  excellent  relief  of  symp- 
ns,  while  4896  and  41%,  respectively, 
>orted  fair,  poor,  or  no  effects. 
The  idea  works  even  better,  say  the  re- 
irchers,  when  data  about  risks  are 
ded.  Tamoxifen,  for  instance,  has  been 
vertised  as  a  preventive  treatment  for 
?ast  cancer.  While  fewer  women  who 
)k  the  drug  in  a  trial  got  breast  cancer 
upared  with  those  getting  placebos, 
■  women  on  tamoxifen  had  higher  rates 
uterine  cancer,  strokes,  and  other 
jblems  (table).  Dr.  Sidney  Wolfe,  direc- 


tor of  the  Public  Cit- 
izen's Health  Re- 
search Group,  points 
out  that  only  some 
people  get  the  bene- 
fit of  any  drug,  while 
most  will  be  at  risk 
for  the  side  effects. 
For  tamoxifen,  he 
says,  "when  you  add 
up  the  risks  and 
benefits,  it  turns  out 
that  the  risks  out- 
weigh the  benefits." 
Tamoxifen's  mak- 
er, AstraZeneca,  re- 
"DaSSFLsa Schwartz. Dartmouth  sponds  that  infor- 
mation about  the  drug  always  includes 
an  FDA-required  warning  describing 
side  effects.  And  for  women  at  high  risk 
for  breast  cancer,  the  company  argues, 
the  benefits  outweigh  the  dangers. 
What's  more,  many  drugmakers  say  that 
a  table  with  clinical  trial  results  may  it- 
self be  misleading.  Different  trials  can 
produce  varying  results— and  the  gener- 
al population  may  respond  differently 
than  patients  in  carefully  controlled 
clinical  trials. 

Granted,  results  vary.  But  a  table  can 
also  explain  any  limitations  in  the  data. 
And  getting  real  information  into  the 
hands  of  consumers  is  good  for  health 
care.  For  one  thing,  it  helps  address  a  big 
concern  about  DTC  ads— that  patients  are 
walking  into  doctors'  offices  demanding 
and  getting  drugs  that  may  not  be  the 
best  for  their  conditions.  For  instance, 
drugs  known  as  diuretics,  which  reduce 
fluid  in  the  blood  stream,  are  often  the 
best  first-line  treatment  for  high  blood 
pressure.  But  they  are  underused  because 
they  are  low-cost,  generic  drugs  that 
aren't  worth  advertising.  Putting  infor- 
mation in  ads  for  newer  blood  pressure 
drugs  that  compares  their  effects  to  those 
of  diuretics  could  improve  treatment  for 
this  condition. 

Drug  companies  are  leery  of  providing 
additional  scary-sounding  details  about 
side  effects.  They  shouldn't  be.  Recent 
surveys  of  patients  show  that  when  an  ad 
clearly  describes  all  the  risks,  consumers 
are  more  likely  to  trust  the  ad  and  to  dis- 
cuss the  drug  with  their  doctors. 

Because  of  fears  that  DTC  ads  are  mis- 
leading, most  countries  don't  allow  them. 
But  in  the  U.S.,  with  its  long  tradition  of 
commercial  free  speech,  such  ads  are  nev- 
er going  away.  "The  genie  is  out  of  the 
bottle,"  says  the  FDA's  Pitts.  But  we  can 
do  a  better  job  of  putting  this  genie  to 
work  improving  public  health  instead  of 
just  boosting  drug  industry  profits.  ■ 
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"General  Motors  believes 

the  concepts  in  this  book 
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launch  3G  mobile  and  the  number  one  brand  in  Japan,  the  world's  most  advanced  market.  NEC's  new  ce 
phone  with  digital  camera,  advanced  gaming  entertainment  functions,  and  business  networking  demonstrate 
the  possibilities  of  the  next  generation  of  mobile  technology.  And  is  another  example  of  NEC  combining  it 
networking  and  software  expertise  to  empower  people  through  innovation,  www.necus.com  800-338-954 


IT  SERVICES  AND  SOFTWARE    ENTERPRISE  NETWORKING  AND  COMPUTING    SEMICONDUCTORS    IMAGING  AND  DISPLAY 


CNEC  Corporation  2003  NEC  and  NEC  logo  are  Registered  Trademarks  of  NEC  Corporation 
Empowered  d  ,  i  "radema-k  of  NEC  Corporation  image  simulated,  not  m  actual  game 


Empowered  by  Innovation 


SciTech  Developments  to  Watch 
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NNOVATIONS 


)f  quantum  clocks 
nd  keyboards 

>  Perhaps  the  greatest 
ystery  of  quantum  physics 
"entanglement."  When 
oms  interact,  they  can  forge 
link  that  communicates 
stantaneously  over  vast 
stances.  It's  as  if  two  clocks 
;ked  in  unison  forever— stop 
ie,  and  the  other  also 
Bezes.  It  seems  high-tech 
ocks  may  benefit  from  this 
eirdness.  Alex  Kuzmich,  a 
lysicist  at  Georgia  Institute 
Technology,  believes  entan- 
ement  could  be  used  to 
iprove  the  precision  of 
omic  clocks  1,000  times,  to 
us  or  minus  one  second  in 
3  billion  years.  Since  atomic 
ocks  help  measure  distance 
global  positioning  system 
jvices,  the  accuracy  of  GPS 
ots  would  be  enhanced 
amatically.  Feasible?  Only 
ne  will  tell. 


>Get  the  tiny  keyboard 
ues  when  you  use  your 
ersonal  digital  assistant  or 
andheld  computer?  For 
99.99,  there's  a  pocket-size 
ntidote  from  iBIZ  Technology 
Phoenix.  It's  a  little  laser 
adget  that  projects  the  image 
I  a  full-size  keyboard  on  any 
at  surface.  The  2-ounce 
evice  uses  infrared  sensors 
)  track  the  movement  of  your 
ngers  across  the  virtual 
aboard  and  can  even  emit 
jdible  clicks  to  mimic  the 
ial  thing.  -Otis  Port 


ENTOMOLOGY 


CLUES  FROM  A  BEETLE 
ON  SAFER  JET  ENGINES 


THE  BOMBARDIER  beetle  is  one 
tough  bug.  When  harassed  by 
a  predator,  the  half-inch-long 
insect  can  retaliate  in  under  a 
tenth  of  a  second,  blasting  it 
with  a  rapid-fire  jet  of 
boiling-hot  caustic  gas.  The 
beetle  makes  this  toxic  spray 
by  combining  two  harmless 
chemicals  in  a  millimeter- 
long  chamber  in  its  abdomen, 
then  aiming  the  resulting 
agent  through  a  turret-like 
nozzle  at  its  rear. 

Now,  Andy  Mcintosh,  a 
professor  of  thermodynamics 
at  Britain's  University  of  Leeds, 


is  creating  computer-based 
models  of  the  beetle's 
superefficient  chemical 
reactor  to  help  improve  the 
reliability  of  jet  engines. 
Currently,  power-hungry 
electric  reigniters  are  used  to 
fire  up  an  engine  that  has 
stalled  out  at  high  altitude. 
Mcintosh  suspects  the 
beetle's  unique  heart-shaped 
reactor  will  inspire  a  design 
for  a  better  reigniter— one 
that's  both  smaller  and 
uses  less  juice.  In  design, 
he  says,  it's  hard  to  beat 
nature's  best. 


BRAIN  SCANNING 

USING  DYE  TO 

PINPOINT 

ALZHEIMER'S 

RESEARCH  INTO  Alzheimer's 
disease  has  long  been 
stymied  by  the  lack  of  a 
definitive  way  to  detect  the 
clumps  of  protein  plaques 
and  tangles  that  accumulate 
deep  in  the  brain,  killing 
neurons  and  causing  mental 
deterioration.  These  deposits 
are  found  in  no  other  form  of 
dementia,  but  currently  they 
can  be  identified  only  after 
the  patient  dies,  by  autopsy. 
A  team  of  scientists  from 
the  University  of  Pittsburgh 
and  Uppsala  University  in 


Sweden  reports  that  a 
solution  may  be  a  combin- 
ation of  positron  emission 
tomography  (PET)  and  a  new 
imaging  agent  called  Pitts- 
burgh Compound  B.  It  is  a 
fluorescent  derivative  of  a  dye 
used  to  identify  plaque  in 
Alzheimer's  victims  during 
autopsy,  reengineered  to 
allow  it  to  cross  the  blood- 
brain  barrier  in  living 
patients.  In  a  trial  of  16 
patients  diagnosed  with 
probable  Alzheimer's,  the 
researchers  said  the  dye  stuck 
to  those  areas  of  the  brain 
known  to  contain  plaques 
when  the  disease  is  present, 
but  not  elsewhere.  The  work 
was  reported  in  the  Annals 
of  Neurology. 

-Catherine  Arnst 
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VIRUS  WATCH 

AT  CLINICS, 
IT'S  A 

BUG-EAT-BUG 
WORLD 

UNLEASH  A  HARMFUL  virus  into 
a  hospital?  Sounds  dangerous, 
but  in  this  case  it's  a  threat 
only  to  a  tough-to-kill  breed  of 
bacteria  called  methicillin- 
resistant  staphylococcus 
aureus  (MRSA).  Scientists  at 
Britain's  University  of  Warwick 
hope  to  fight  the  superbug  by 
infecting  it  with  a  specially 
bred  virus  that  will  kill  it 
before  infection  sets  in. 
"MRSA  is  a  huge  problem  for 
hospitals,"  says  Warwick 
microbiology  professor 
Nicholas  Mann. 

At  present,  only  one  anti- 
biotic will  kill  MRSA,  and 
doctors  say  it's  only  a  matter 
of  time  before  the  bug 
develops  full  resistance.  After 
isolating  so-called  lysogenic 
phages— viruses  that  live  in 
MRSA— Mann's  team  re- 
engineered  them  to  attack 
their  host.  In  time,  he  thinks 
the  phages  could  be  used  to 
treat  animals  and  plants  as 
well,  including  bacterial 
infections  on  farm  crops. 
Mann  expects  the  method  will 
work  with  other  antibiotic- 
resistant  bacteria,  too.  Now 
being  tested  as  a  nasal  spray 
in  clinical  trials  on  human 
volunteers,  this  viral  invention 
could  hit  the  market  in  years. 
-Rachel  Tiplady 
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TonyAuctions 
Forlwerybody 

Major  houses  like  Sotheby's  and  Christie's  are  running  moderately  priced  sales 
to  attract  a  broader  spectrum  of  buyers.  BY  LINDA  himelstein 


t 


O  IN  THIS  SECTION: 

Contracts  that  make 
the  customer  liable 


Baseball  camp  for 
fathers  and  sons 


The  growing  taste  for 
boutique  meat 


Barker:  A  reenergized 
Duke  Energy 


PICTURE  AN  AUCTION  of  fine  art,  and  you  might 
imagine  a  crowd  of  dapper  aristocrats  in  a  lush 
wood-paneled  room.  As  the  auctioneer  presents  a 
painting  by  some  brand-name  Impressionist, 
buyers  scratch  their  noses  or  tug  their  ear  lobes 
to  signal  a  secret  bid.  When  the  bidding  stops,  a 
hush  envelops  the  room  as  the  auctioneer  calls 
it  "Going,  going,  gone"  and  lowers  his  hammer, 
[fs  quite  a  dramatic  scene.  If  only  it  weren't  so  Hollywood, 
the  real  world,  bidders  rely  more  on  numbered  paddles  than 

;es.  Auctioneers  end  each  sale  simply     instance,  would  have  retailed  for  about 

$25,000.  That's  why  auction  regulars 
say  it's  important  to  ask  specialists  at  the 
auction  to  identify  dealers  in  the  crowd, 
and  then  watch  how  they  are  bidding. 
They  will  pay  a  price  only  up  to  the  point 
at  which  their  markups  are  still  large 
enough.  So  if  you're  willing  to  outbid  the 


asking:  "All  through?"  And  these 
:tions  aren't  just  about  coveted  works 
lit  or  rare  wines  and  manuscripts.  In- 
asingly,  major  auction  houses  are  of- 
ng  more  moderately  priced  items,  hi- 
ding jewelry,  furniture,  and  fine 
na,  in  an  attempt  to  attract  a  broader 
ctrum  of  buyers.  Sotheby's  has  its 
:ade  Auctions,  Christie's  its  House 
es,  Doyle  New  York  its  Doyle  At 
me,  and  Bonhams  &  Butterfields,  the 
Via  and  Sunset  sales. 
\.t  all  these  auctions,  price  points  are 
lower  than  those  at  more  exclusive 
ts.  Items  sold  in  2003  at  Bonhams' 
ce-monthly  lower-end  events,  for 
mple,  went  for  an  average  of  just 
22.  "We  are  trying  to  educate  the 
blic  and  demystify  the  whole 
cess,"  says  Laura  King  Pfaff,  chair- 
n  of  Bonhams  &  Butterfields. 
experts  say  the  best  buys  can  be  had 
jewelry,  rugs,  and  furniture.  Consider 
>:  On  Jan.  14,  Christie's  auctioned  off  a 
tage  Queen  Anne-style  red  tavern 
le.  Christie's  appraisers  thought  the 
le  would  fetch  as  much  as  $1,200.  The 
ing  price:  $478. 

OD  DEALS 

COURSE,  PLENTY  OF  goods  beat  ex- 
:tations.  A  pair  of  20th  century  rock 
stal  and  green  quartz  lamps  that 
ristie's  thought  would  bring  in  be- 
;en  $8,000  and  $12,000  actually 
at  for  more  than  $33,000  last  Octo- 
'.  At  the  same  sale,  a  Danish  serving 
linet  from  the  1950s  sold  for  $2,629, 
y  above  the  $500  estimate.  A  South 
is  pearl,  diamond,  and  platinum 
:klace  auctioned  off  by  Bonhams  in 
cember  exceeded  the  $5,000  estimate 
a  cool  $2,638. 

iven  then,  experts  say  these  can  be 
)d  deals.  Why?  Because  buying  that 
ne  item  at  a  retail  store  costs  a  lot 
re.  The  necklace  from  Bonhams,  for 


Whereto  Bid 


BONHAMS  &  BUTTERFIELDS 

butterfields.com 

SoMa  Auction  held  monthly  in  San 
Francisco;  Sunset  Auction  held  monthly 
in  Los  Angeles 


CHRISTIE'S  christies.com 

Christie's  House  Sales  held  in  New  York 

the  first  Wednesday  of  every  month 


DOYLE  NEW  YORK  doylenewyork.com 
Doyle  At  Home  held  nine  times  a  year 
in  New  York 


SOTHEBY'S  sothebys.com 
Sotheby's  Arcade  Auction  series  held 
in  New  York  at  least  12  times  a  year 


dealers  by  10%,  you  can  get  a  good  value. 
"I  always  hope  and  pray  that  my  compe- 
tition is  a  dealer,"  says  Louis  Webre  of 
Doyle  New  York,  who  sometimes  bids  on 
behalf  of  absent  clients. 

None  of  this  means  that  Christie's  and 
others  are  looking  to  compete  with  eBay. 
Indeed,  live  auctions  offer  a  very  different 
experience.  "People  can  view  everything 
before  a  sale.  They  can  touch  it,  turn  it 
around,  and  ask  specialists  on  the  floor 
questions,"  says  Heather  Johnson,  direc- 
tor of  Christie's  monthly  house  sales, 
which  offer  moderately  priced  items. 
"Then  on  the  day  of  the  auction,  you 
might  get  a  bargain  or  you  could  bid 
against  someone  who  will  pay  anything 
to  get  the  item.  You  never  know." 

POINTERS  FOR  NOVICES 

THE  YOU-ARE-THERE  pitch  resonates 
with  many  consumers  who  still  feel  un- 
comfortable making  purchases  online  or 
buying  goods  sight  unseen.  "There  may 
be  better  prices  on  eBay,  but  you  can't  see 
anything  in  person,  so  it's  much  easier  to 
make  a  mistake,"  says  Ed  Berberian,  a 
collector  of  Native  American  artifacts  in 
Los  Angeles  who  regularly  shops  at  live 
auctions  and  on  eBay. 

In  addition  to  specialists  on  hand  to  as- 
sist buyers  during  previews  and  sales, 
most  auction  houses  put  their  catalogs,  as 
well  as  tutorials  that  walk  buyers  through 
the  auction  process,  on  their  Web  sites. 
They  explain  everything  from  previewing 
items,  known  as  lots,  to  bidding.  Doyle 
New  York  hosts  a  once-a-month  seminar 
for  novices.  Apart  from  the  basics,  atten- 
dees can  pick  up  little-known  pointers  at 
these  events,  such  as  how  to  discern  how 
much  certain  items  may  fetch.  Since  sev- 
eral like  items  are  often  sold,  finding  a  lot 
similar  to  the  one  you  want  to  buy  that 
sells  early  in  the  auction  will  indicate  how 
much  your  item  is  likely  to  go  for  later. 

Some  other  important  things  to  know: 
Most  items  come  to  auction  on  consign- 
ment, either  through  estates  or  because  of 
divorce,  and  are  sold  as  is.  That  means  the 
inventory  at  each  sale  changes,  and  the 
items  offered  can  be  a  wide-ranging  mix, 
from  Native  American  textiles  to  fine  crys- 
tal to  vintage  musical  instruments.  It's 
important  to  examine  items  closely  for 
size  and  flaws  during  previews,  which  are 
usually  held  a  few  days  before  the  auc- 
tion. If  you  know  what  you  want,  auction 
houses  have  staffers  who  will  notify  you 
when  a  possible  match  comes  up  for  sale. 
It's  particularly  helpful  if  you're  trying  to 
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fill  out  old  china  or  silver  collections. 
Appraisers  assigr  ach  lot  a  value 
range.  When  the  sale  begins,  the  auction- 
eer will  start  bidding  below  the  low  esti- 
mate. All  lots  will  be  sold— even  under 
their  estimated  prices— unless  sellers 
place  minimum  reserve  prices  on  them. 
Many  buyers  are  surprised  to  find  that  the 


so-called  hammer  price,  which  is  the  final 
bid,  is  not  the  final  cost.  All  auction  hous- 
es tack  on  a  buyer's  premium,  which  can 
be  anywhere  from  5%  to  20%  of  the  win- 
ning bid.  In  addition,  buyers  need  to  fac- 
tor in  taxes  and  shipping. 

You  need  not  be  at  the  auction  to  take 
part.  Most  auctioneers  allow  bidding  by 


phone,  fax,  or  online.  That's  good  n 
since  these  lower-priced  events  are  h( 
only  in  headquarters  cities— New  York 
Christie's,  Sotheby's,  and  Doyle  N< 
York.  San  Francisco's  Bonhams,  thouj 
also  runs  a  sale  in  Los  Angeles.  Try  to 
in  person.  It  may  not  be  the  stuff  of  H 
lywood,  but  it's  still  a  lot  of  fun.  ■ 


Contracts 


This  Clause  Should 
Give  You  Pause 

Beware  of  service  contracts  that  shield  companies 
and  put  you  at  risk.  BY  CAROL  MARIE  CROPPER 


ON  MY  FIRST  BUSINESS 
trip  with  my  then  7- 
month-old  twins,  I  need- 
ed child  care.  A  nanny 
service  with  a  good  repu- 
tation that  the  hotel  sug- 
gested was  bonded,  and 
the  price  was  right.  All  seemed  well— un- 
til I  got  its  contract.  In  a  paragraph  tided 
"indemnification  and  hold  harmless,"  it 
said  the  company  would  not  be  liable  for 
the  nanny,  and  furthermore,  I  would  have 
to  indemnify  the  company  should  it  get 
hit  with  any  claim  arising  from  its  service. 
Fortunately,  I  had  a  choice.  A  second 
service  had  no  such  terms.  But  what  if  I 
had  signed,  as  many  consumers  do,  per- 
haps without  grasping  the  legal  jargon? 
Had  there  been  a  loss  or  injury  to  some- 
one else,  I  might  have  found  myself  a  de- 
fendant in  a  lawsuit.  Or,  if  the  injury  had 
been  to  one  of  my  children,  I  would  have 
had  to  persuade  a  court  to  throw  out  the 
mdemnification  clause  in  order  to  hold  the 
nanny  service  liable.  The  clause  would,  at 
best,  have  increased  the  cost  of  collecting 
and,  at  worst,  made  it  impossible. 

My  experience  is  no  anomaly, 
one-sided  clauses  have  become 
more    common    in    the    last 
decade  as  Corporate  America 
has  sought  to  shield  itself 
from  liability.  They  show 
up  in  contracts  for  Sierra 
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Club  outings,  alarm  services,  and  even  for 
work  by  the  air-conditioning  repairman. 

Enforcing  such  a  clause  would  be  diffi- 
cult, says  Michael  Greenfield,  a  professor 
at  Washington  University  in  St.  Louis 
School  of  Law.  But  he  says  its  very  pres- 
ence might  intimidate  consumers  and 
make  them  less  likely  to  sue  or  more  apt 
to  settle  out  of  fear  of  how  a  judge  would 
rule.  Courts  once  cast  a  cold  eye  on  con- 
sumers mdemnifying  corporations,  says 
Heidi  Li  Feldman,  a  professor  at  George- 
town University  Law  Center.  But  they 
have  begun  to  warm  to  the  idea,  letting 
the  issue  proceed  further  toward  trial. 

What  should  you  do  if  you  come  face  to 
face  with  an  indemnification  clause— or 
any  other  you  think  is  unfair?  First,  try 


striking  it  out.  If  the  company  refus 
look  for  a  provider  that  doesn't  demz 
the  one-sided  language. 

If  neither  strategy  succeeds,  ask  if  yc 
insurance  would  cover  you  should  you  fi 
yourself  liable.  Most  homeowners'  polk 
exclude  any  liability  the  consumer  entc 
into  by  contract,  says  Janet  Bachman,  vie 
president  of  the  American  Insurance  Asj 
The  one  common  exception  is  for  co 
tracts  entered  into  for  the  maintenance 
the  home,  such  as  with  a  heating  and  i 
conditioning  repair  service.  Also,  auto 
surance  policies  usually  cover  loss 
caused  by  anyone  you  permit  to  drive  yo 
car.  But  that  coverage  is  unlikely  to  extei 
to,  say,  liability  you're  exposed  to  if  a  na 
ny  service  that  you've  indemnified  is  su 
for  negligence  because  its  nanny  was 
driver.  Bottom  line:  Contact  your  insi 
ance  agent  before  you  sign. 

AT  GREATEST  RISK 

IF  YOUR  CASE  GOES  to  trial,  the  decisi 
may  vary  by  state,  even  by  judge.  Califo 
nia  courts  tend  to  be  consumer-friendl 
Texas  courts  less  so.  Of  course,  the  detai 
affect  the  outcome.  Factors  include  ho 
sophisticated  the  court  thinks  you  are  ar 
whether  you  had  any  power  to  negotia 
the  terms  of  the  contract.  Also,  a  judj 
will  likely  be  more  sympathetic  to  som 
one  who  agreed  to  such  a  provision  to  g 
medical  care  than  to  a  person  who  signe 
up  for  hang-ghding  lessons. 

How  common  the  clause  is  might  ah 
be  an  issue.  If  the  clause  is  unusual  for  tl 

kind  of  service  involved,  a  court  migl 
decide  the  consumer  could  not  ha^ 
anticipated  it  and  rule  it  unenforo 

able;  if  it  has  become  extremely  con 

mon,  a  judge  may  reason  the  consumi 

had  no  choice.  If  s  in  the  middle  whei 

the  greatest  risk  lies,  says  Feldman. 

As  Corporate  America  turns  to  clev« 
contracts  to  avoid  liability,  consume 
need  to  pay  extra  attention  to  any  servk 
contracts  they're  asked  to  sign.  You  don 
want  a  short  babysitting  job  to  turn  into 
long  legal  headache.  ■ 
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There  are  times  in  life  when  you  could  really  use  expert 
financial  advice.  For  more  than  145  years,  Northwestern 
Mutual  and  its  products  have  quietly  earned  a  most  enviable 
reputation.    Visit    www.nmfn.com    for    more    information. 
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The  Family  That 
Fields  Together. . . 

Father-son  baseball  camp  delivers  a  weekend  of 
bonding-for  Dad,  anyway.  BY  mark  hyman 


FLORIDA  BECKONS  COUNT- 
less  vacationers  each  Janu- 
ary with  its  beaches  and 
amusement  parks.  But  the 
past  two  Januarys,  our 
family's  trip  to  the  Sun- 
shine State  had  more  to  do 
with  its  grass  and  dirt.  We  came  for 
Father-Son  Weekend  at  Bucky  Dent's 
Baseball  School. 

Dent's  27-acre  field  of  dreams  in  Delray 
Beach  offers  the  rare  opportunity  to  have 
your  name  penciled  into  the  same  batting 
order  as  your  child,  or  to  play  the  infield 
within  sunflower-seed  spitting  distance  of 
each  other.  For  one  memorable  inning 
this  year,  I  was  stationed  at  first  base  as 
my  son  Eli,  13,  stood  at  second  and  Ben, 
15,  patrolled  short. 

Forging  a  stronger  bond  between 
parents  and  progeny  is  what  Dent,  a 
former  big  leaguer  with  the  Yankees  and 
White  Sox,  and  Vice-President  and 
General  Manager  Larry  Hoskin  had  in 
mind  when  they  created  their  father-son 
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experience  about  10  years  ago.  "There's 
a  lot  of  playing  catch  and  a  few  stories 
about  the  days  when  dad  was  a  good 
player,"  says  Dent,  52,  the  MVP  of  the 
1978  World  Series. 

The  Dent  School  operates  26  weeks  a 
year  but  offers  the  father-son  sessions 
only  three  weekends,  in  January,  May, 
and  September.  (Moms  and  daughters 


BUCKY  DENTS 
BASEBALL 

SCHOOL  Warm- 
ups  can  be 
harder  on  dads 


can     sign     up,    I 
they're    required 
stay  off  campus.)  1 
January   weekend 
always  a  sellout, 
^"^"  ports     Hoskin,     a 

registration  for  this  year's  session— v* 
about  100  campers— closed  about 
weeks  before  we  arrived. 

Checking  into  the  Dent  school  for  c  * 
second  year,  we  were  reminded  that 
amenities  include  neither  gourmet  d 
ing  nor  luxury  accommodations.  I  i 
what  do  you  expect  for  the  price?  Fati  c. 
and  one  son  costs  $325,  and  additioi  * 
sons  are  $100  each.  Campers  live  in  di  i 
mitory-style  barracks  that  had  my  b(  k 
yearning  for  the  creature  comforts  o 
Motel  6.  Meals  range  from  take-out  pli- 
za  served  on  paper  plates  to  burgi  t 
served  on  paper  plates. 

But  the  baseball  was  as  wonderful  Jnn 
ever.  Dent  and  his  staff  configure  the  t  Ex- 
perience to  work  for  participants  of  id 
most  any  age.  Kids  ages  5  to  11  hang  w  o 
their  dads  during  exercises  and  soi  I 
workouts.  When  games  begin  Saturdls: 
the  little  players  grab  their  bats  and  he 
for  a  manicured  youth  diamond  whefc 
they  are  supervised  by  experienc  e 
coaches.  Dads  can  drop  by  to  shout  < 
couragement  or  snap  photos. 

STOMACH  ISSUES 

ON  FRIDAY,  OUR  GROUP  spent  a  men 
rable  evening  picking  up  grounders  a  jj 
playing  catch  on  a  lighted  diamond.  Afi 
supper,  the  ever-entertaining  Hosk  | 
who  played  minor-league  ball  in 
Chicago  Cubs  organization,  explain 
several  camp  rules:  Wear  caps  with  bifc 
facing  forward.  Sons  must  tuck  th<  k 
shirts  in  uniform  pants,  but  fathers  a  | 
exempt.  "Some  of  you  dads  have  stoi  g 
ach . . .  issues,"  Hoskin  explained,  causi]  * 
the  kids  at  our  table  to  howl.  That  was « 
pecially  evident  in  the  morning  warm-uf^ 
with  lots  of  stretching,  and  among  t 
dads,  lots  of  groaning 
Dent,  whose  other  j« 
is  managing  the  Colui 
bus  (Ohio)  Clippers, 
New  York  Yankees  A/ 


BOYS  OF 
WINTER 

Campers  play 
two  games 


or  league  team,  usually  is  around 
trday  morning  to  pose  for  photos 
i  campers  on  "Little  Fenway."  The 
is  nearly  a  replica  of  Fenway  Park 
ioston,  complete  with  a  35-foot-high 
een  Monster"  in  left.  It's  a  tribute  to 
„t,  who  cracked  a  classic  home  run 
•  the  Monster  in  1978  to  win  the 
nant  for  the  Yanks. 
/e  missed  our  photo  op  with 
ky— he  was  called  to  a  Yanks  work- 
in  Tampa.  But  the  disappointment 
d  as  our  afternoon  game  ap- 
ached.  Our  error-prone  squad— fea- 
ng  a  real  estate  broker  from  At- 
:a,  a  customer-service  rep  from 
ianapolis,  and  a  Florida  dad  who's 
editor  at  the  National  Enquirer— 
c  it  on  the  chin  Saturday.  We  lost  al- 
;t  as  badly  in  Sunday's  rematch.  No 
tie.  I  remember  only  the  highlights: 
ing  from  second  base  on  Ben's 
eh  single,  watching  Eli  nearly  snag 
ird  liner  at  second, 
b  me,  the  weekend  seemed  like  a 
hour  feel-good  bond-a-thon.  If  it 
for  my  children,  they  weren't  say- 
On  the  plane  home  I  asked  them 
;ther  the  trip  had  strengthened  our 
ler-son  bond.  Ben  offered  a  snappy 
d  about  adhesives.  Eli  thought  a 
nent  and  replied:  "Define  bond."  I 
:  those  guys.  ■ 

]rlory  Days 

lese  camps  are  father-son 
-ents.  If  they  want  to  participate, 
oms  and  daughters  should  call 
lead  for  availal 


ICKY  DENT'S  BASEBALL  SCHOOL 

Iray  Beach,  Fla.  561 265-0280, 
ntbaseball.com 

day-to-Sunday,  January,  May,  and 
ptember  sessions. 

ther  and  one  son,  $325.  Each  additional 
n  is  $100.  Minimum  age:  5 

DNS  BASEBALL  CAMP 

immond,  La.,  985  549-2897, 

iw.i-55.comAlubaseballcamp/index.html 

iv.  27-28, 2004. 

ther  and  son,  $425  for  semi-private 

Dm,  $300  for  commuters.  Children  must 

least  be  in  first  grade. 

RGINIA  BASEBALL  CAMPS 

ria.Va.  434  982-5775, 

vw.vabaseballcamps.com 

ly  30-Aug.  1,  Aug.  6-8 

•00  father  and  son  (early  registration), 

50  per  additional  camp  participants. 

iys  must  be  between  7  and  12. 


Figuring  Out  If 
Banks  Fit  Together 

A  talk  with  fund  manager  David  Ellison. 


DAVID  ELLISON  KNOWS  a  thing  or  two  about  bank  mergers:  Be- 
fore joining  FBR  Investment  Services  in  1997,  Ellison  ran  a 
top -performing  financial  fund  at  Fidelity  Investments  for  11 
years.  His  FBR  Financial  Services  Fund  is  up  an  annualized 
11%  in  the  past  five  years,  and  his  FBR  Small  Cap  Financial 
gained  an  annualized  22%  during  the  same  period.  To  figure 
out  if  mergers  will  work,  Ellison  focuses  on  balance  sheets 
and  management's  skills.  Naturally,  he's  looking  at  J.P.  Mor- 
gan Chase's  $58  billion  proposed  takeover  of  Bank  One  and 
what  this  deal  means  for  the  industry.  Personal  Finance  Ed- 
itor Lauren  Young  recently  caught  up  with  Ellison  by  phone. 


Are  we  about  to  enter  a  period  of  bank 
merger  mania? 

Consolidation  is  more  noticeable  re- 
cently, but  if  s  not  new.  It  has  been  going 
on  forever,  especially  among  small 
banks,  which  I  favor.  Because  we've  bust- 
ed out  with  two  large  deals  in  three 
months,  everybody  is  focused  on  it. 

What's  your  take  on  the  Bank  One  deal? 

What  I  am  getting— I  own  both  of  these 
stocks— is  a  better  mix.  Bank  One,  for  ex- 
ample, brings  credit  cards  and  money 
management,  where  earnings  are  more 
stable  than  in  Morgan's  trading  and  in- 
vestment banking  businesses. 

What  about  Bank  One's  CEO,  Jamie 
Dimon,  who  is  expected  to  be  in  charge  of 
the  newly  combined  company? 

He's  a  proven  manager  and  knows  the 
industry,  but  Dimon  hasn't  made  a 
tremendous  amount  for  shareholders. 
Before  the  deal  was  announced,  Bank 
One's  stock  was  up  43%  since  he  joined 
in  March,  2000,  which  is  in  line  with  the 
S&P  Bank  Index.  But  many  smaller 
banks  have  done  much  better.  The  chal- 
lenge is  making  the  merger  work. 

Are  bigger  banks  better? 

From   an   investment  point   of  view, 


there's  no  empirical  evidence  that  bigger 
is  better.  Smaller  banks  like  Golden 
West  Financial  and  North  Fork  tend  to 
have  better  returns  on  equity  and  assets. 
For  the  average  customer,  there  isn't 
much  of  a  difference  between  a  big 
bank  and  a  smaller  bank.  However,  in- 
dividuals typically  love  the  underdog, 
and  the  smaller  bank  is  the  underdog. 
That's  why  small  banks  benefit,  typical- 
ly within  six  months,  when  there  are  a 
lot  of  big  bank  mergers.  ■ 
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Business  Mutual  Funds 


That's  Some 
Sharp  Hedging 

A  fund  in  double  digits  since  2000.  BY  LEWIS  BRAHAM 


2000,  and  Hussman  Strategic  Total 
turn  Fluid,  an  income  fund,  in  Septemr 
2002.  In  his  spare  time,  Hussman  p 
sues  other  interests,  such  as  collecting  ' 
and  playing— guitars  and  running  a  \* 
site,  hussman.org,  about  nutrition 
bodybuilding.  (The  mutual  fund's  "W 
site  is  hussmanfunds.com.) 


to.  I 


IN  2003,  WHEN  THE  AVERAGE 
equity  mutual  fund  delivered  a 
32%  total  return,  the  $771  mil- 
lion Hussman  Strategic  Growth 
Fund  earned  just  21%.  But  port- 
folio manager  John  P.  Hussman 
need  not  make  apologies.  During 
the  bear  market,  when  most  funds  were 
awash  in  red  ink,  he  ran  one  of  the  few 
diversified  equity  funds  to  rack  up 
double-digit  returns.  Since  the  fund's 
July,  2000,  launch,  it  has  returned  on  av- 
erage 19.5%  annually.  What's  more,  the 
41-year-old  Hussman  produced  these 
gains  without  making  big  bets  in  sectors 
that  performed  well  then,  such  as  real 
estate  and  gold. 

Hussman's  edge  is  that  he  hedges  his 
portfolio,  while  most  funds,  as  a  matter 
of  policy,  do  not.  When  he 
thinks  market  conditions 
are  unfavorable,  Huss- 
man can  take  steps  such 
as  buying  put  options, 
which  increase  in  value 
when  stock  indexes,  such 
as  the  Standard  &  Poor's 
500-stock  index  and  the 
Russell  2000,  fall.  If  con- 
ditions improve,  as  they 
did  in  2003,  Hussman  re- 
moves all  or  part  of  the 
hedge.  He's  not  a  hyper- 
active hedger,  making 
changes  just  once  or 
twice  a  year.  Nor  does  the 
hedging  service  add 
much  to  overhead.  The 
expense  ratio  for  this  no- 
load  fund  is  1.35%, 
slightly  below  average. 

Such  flexibility  sets 
Hussman  Strategic 
Growth  apart  from  bearish,  or  short-sell- 
ing, funds,  which  go  up  when  the  market 
goes  down,  or  market-neutral  funds, 
which  seek  to  neutralize  the  market's  im- 
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John  P.  Hussman 


TITLE  President,  Hussman 
Econometrics  Advisors, 
mutual  fund  and  private 
account  manager,  and 
publisher  of  newsletter 
Hussman  Econometrics 

OFFICE  Ellicott  City,  Md. 

BORN  Oct.  15, 1962 

EDUCATION  PhD  1992, 
economics,  Stanford;  MSEd 
1985,  education  and  social 
policy;  BA 1983,  economics, 
Northwestern 

PREVIOUS  EXPERIENCE 

Adjunct  assistant 
professor  of  economics, 
University  of  Michigan 

HOBBIES  Collecting  and 
playing  guitars,  weightlifting 


pact.  Most  of  those  funds 
lost  money  in  2003. 
Hussman  developed 
his  strategy  as  a  PhD  can- 
didate in  economics  at 
Stanford  University.  In  his 
thesis  on  "market  effi- 
ciency and  information 
economics,"  he  concluded 
that  by  analyzing  both 
stock  valuations  and  price 
movements,  one  could 
identify  favorable  and  un- 
favorable market  cli- 
mates. Hedging  during 
unfavorable  ones  would 
produce  higher  returns 
with  less  risk. 

In  1988,  while  still  a 
graduate  student,  he 
launched  Hussman 
Econometrics  Advisors  to  manage  private 
accounts  and  publish  a  newsletter  for  in- 
stitutional investors.  He  started  a  mutual 
fund,  the  Strategic  Growth  Fund,  in 


OVERPRICED  MARKET 

RIGHT  NOW,  HUSSMAN  argues,  St 
are  unattractive  for  two  reasons.  First, 
compares  the  S&P  500's  current  price 
to  current  earnings  but  to  peak  eai 
ings— the  most  recent  high  point  in  eai 
ings.  By  that  measure,  the  p-e  is  21,  vs.  I 
historical     average 
price-to-peak  earnings 
14.  Then,  Hussman  lcx^ 
at  investor  sentiment 
measuring  the  advane 
decline  ratio— how  ma 
stocks  are  rising  vs.  falli 
each  day.  "When  you 
gin  to  see  the   avera 
stock  breaking  down,  ev 
though  the  indexes 
still  up,  ifs   a  sign 
vestors  are  becoming  sk 
tish,"  he  says.  "There  1 
been  a  significant  loss 
market  momentum,  aj 
certain  key  sectors  such 
utilities   have  weaken 
considerably."  He's  ne\ 
out  of  stocks  complete 
and  is  now  50%  hedged. 
Hussman  also  uses  v? 
uation  and  price  mome 
turn  to  select  individual  stocks.  Dru 
maker  Merck,  one  of  his  largest  holding 
has  a  p-e  ratio  that's  about  half  the  i  ' 
dustry  average.  "Investors  have  be< 
worried  there  are  no  new  drugs  in  t) 
pipeline,"  he  says.  So  the  stock  has  d  r 
chned  for  each  of  the  past  three  years.  B 
Hussman  recently  noticed  positive  sigi 
in  its  price  movements.  "When  Men 
canceled  its  testing  of  a  new  depressu 
treatment  on  Nov.  12,  its  shares  didn't  r| 
spond,"  he  says.  "That's  a  sign  the  bi 
news  is  already  priced  into  its  sto 
Other  current  holdings  include  Home  D 
pot  and  King  Pharmaceuticals,  a  snu 
drugmaker  based  in  Bristol,  Tenn. 

One  concern  is  that  when  Hussman 
hedged,  his  returns  depend  entirely  c 
his  stock  picks.  That  means  if  the  mark 
goes  up,  his  stocks  have  to  rise  more 
generate  a  positive  return.  But  in  tl 
fund's  31 2-year  history,  he  has  demoi 
strated  hedging  smarts  amid  plenty 
volatile  markets.  That's  why  his  retun|i 
have  left  his  competitors  eating  dust. 
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AVAVA 


a  higher  plane 
of  communication 


HEN  TAKING  YOUR  COMPANY  on  the 
telephony  road,  the  right  traveling 
mpanion  is  essential.  Avaya  Global 
;rvices  will  not  only  get  you  going  in  the 
;ht  direction,  but  we'll  guide  you  the 
lole  way.  For  starters,  we  develop  a 
miprehensive  network  plan  that  includes 


a  multivendor,  multitechnology  IP  readiness 
assessment.  This  tells  us  what  we  need  to 
know  to  help  you  avoid  surprises  during 
implementation  and  maximize  security. 
We'll  get  you  up  and  running  easily  and 
seamlessly.  And  you  can  continue  to  count 
on  Avaya  Global  Services  to  manage  and 


constantly  monitor  your  entire  network, 
using  EXPERT  Systems5"  Diagnostic 
Tools,  for  example,  that  remotely  resolve 
96%  of  all  system  alarms*  Go  with  Avaya, 
and  your  competitors  will  be  eating  your 
dust.  Visit  www.avaya.com/sidecar  or 
call  866-GO  AVAYA. 


I  P   Telephony 


Contact    Centers 


Unified    Communication 


With 


AVAYA  GLOBAL  SERVICES 

at  your  &ide,  migration  to  IP  telephony  ean  be  a 

SMOOOOTH  RIDE. 
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iliod  by  «  of  ^  ate  trademarks  ot  Avaya  Inc.  and  may  Be  mo/stered  .n  certain  ire  the  property  ol  ttm.r  respective  owners- 
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Where's 
The  Beef 
From? 

"Boutique"  meats  raised  on  family 
farms  are  gaining  followers  among 
safety-conscious  diners.  BY  ED  levine 


REMEMBER  WHEN  YOU 
would  go  to  any  restau- 
rant and  just  order  a 
beef,  pork,  or  lamb  dish? 
Here's  what's  on  the 
menu  at  the  Five  Lakes 
Grill  in  Milford,  Mich.: 
"Crispy  Niman  Ranch  pork-belly  confit  on 
braised  apple  red  cabbage."  Savoy  in  New 
York  features  "Catalan-style  Conservation 
Beef  grilled  ribeye  with  red  wine  Pernod 
braise."  And  Charlie  Trotters  in  Chicago 
serves  only  grass-fed  lamb  from  Jamison 
Farm  (table). 

This  is  what  the  designer  craze  in  this 
country  has  come  to:  Even  our  meats 
come  with  a  label.  Not  to  be  flip,  though: 
There  are  good  reasons  restaurants 
serve— and  you  might  want  to  eat— 
so-called  boutique  meats  raised  on 
family  farms. 

HERITAGE  BREEDS 

THE  FIRST  HAS  TO  DO  with  health.  With 
public  concern  about  mad  cow  disease,  E. 
coli,  listeria,  and  other  food  safety  issues, 
it's  reassuring  to  know  that  the  meat 
comes  from  a  small  farm  with  organic 
growing  methods  and  tight  controls  on 
handling  and  processing.  Boutique  cattle 
are  raised  principally  on  grass  and  rotate 
among  pastures,  while  the  pigs  are  old- 


line  heritage  breeds  fed  grains,  vegeta- 
bles, and  fruits  in  enclosed  areas  in  fields 
and  woods.  Unlike  animals  raised  under 
industrial  methods,  they  are  not  fattened 
up  with  corn,  animal  byproducts,  hor- 
mones, and  antibiotics. 

Grass-fed  beef  is  lower  in  calories  and 
fat  than  corn-fed  beef,  according  to  Eat 
Wild,  an  organization  devoted  to  pas- 
ture-based farming  (eatwild.com).  It  has 
higher  levels  of  conjugated  linoleic  acid, 
which  is  a  cancer-prevention  agent,  and 
more  heart-healthy  omega-3  fatty  acids 
than  conventionally  raised  beef. 

Proponents  of  boutique  meat  also  ap- 
preciate the  farmers'  humane  treatment 
of  the  animals  and  concern  for  the  envi- 
ronment. Flying  Pigs  Farms  in  Shushan, 
N.Y.,  for  example,  gives  its  animals  room 
to  roam  in  large  outdoor  paddocks  in- 
stead of  crowding  them  into  indoor,  arti- 
ficially-lit steel  pens,  the  way  commercial 
producers  do.  Boutique  ranches  also  ro- 
tate pastures  to  ensure  that  the  land  will 
remain  healthy. 

When  it  comes  to  flavor  and  texture, 
meat  from  animals  that  eat  grass  exclu- 
sively can  be  inconsistent.  So  Bill  Niman, 
owner  of  Niman  Ranch  in  Oakland, 
Calif.,  raises  his  cows  on  the  pasture  for 
the  first  16  to  18  months  of  their  lives  be- 
fore feeding  them  a  combination  of  bar- 


ley, corn,  wheat,  soymeal,  cane  molasse 
and  hay  in  the  finishing  feedlots.  Conse 
vation  Beef  in  Helena,  Mont.,  augmen 
the  grass  its  cows  eat  with  wheat  and  a 
falfa.  Both  entities  then  age  their  meat 
a  drying  room  for  21  days. 

NOT  SO  JUICY 

NIMAN  RANCH  BEEF  tastes  very  simil; 
to  the  prime,  dry-aged  meat  you  can  bi 
at  high-end  butchers.  Conservation  Be 
steaks,  while  quite  tasty,  lack  the  ma 
bling  that  corn  promotes  in  beef,  and  a 
result  they  aren't  as  juicy.  Boutique  po> 
tastes  much  better  than  standard  pig  tx 
cause,  among  other  things,  heritage  pig 
have  much  more  fat.  As  the  pork  indusG 
has  promoted  "the  other  white  meat,' 
pigs  have  become  leaner  and  less  flavo: 
fill.  A  pork  roast  from  Flying  Pigs  is  a  rei 
elation.  It  has  a  wonderful,  rich  flavor  an 
satiny,  buttery  texture. 

Be  ready  to  pay  up  for  boutique  mea 
It's  generally  about  50%  more  expensiv 
than  similar  generic  cuts  you'd  buy  in 
store.  For  example,  Conservation  Bet 
sells  four  10-to-12-ounce  dry-aged  Ne* 
York  strip  steaks  for  $78,  not  includin 
shipping.  A  supermarket  equivaler 
might  cost  about  $50.  But  once  you  tr 
it,  you  may  wind  up  eating  less  and  er 
joying  it  more.  ■ 


Designer 
Ranches 


CONSERVATION 
BEEF 

Helena,  Mont. 
conservationbeef.com 
877  749-7177 


FLYING  PIGS 
FARM 

Shushan,  NY. 

www.flyingpigsfarm.com 

518854-3844 


JAMISON  FARM 

Latrobe,  Pa. 

www.jamisonfarm.com 

800237-5262 


NIMAN  RANCH 

Oakland,  Calif. 

nimanranch.com 

510808-0340 
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All  the  business 
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Al  from  one 
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Business  Objects- 


Business  Objects  has  acquired  Crystal  Decisions. 

And  our  customers  have  acquired  a  complete  business  intelligence 

software  standard. 


crystal  decisions,. 


Crystal  Decisions'  reporting  software  and  Business  Objects'  query  and  analysis,  and  performance 
management  software  are  now  one.  One  complete  suite  you  can  standardize  on  to  track,  understand, 
and  manage  your  business  to  improve  your  enterprise  performance.  While  lowering  your  total  cost  of 
ownership.  To  learn  more  about  the  new  Business  Objects  and  to  register  for  our  global  launch  events, 
"The  Future  of  Business  Intelligence,"  visit  www.businessobjects.com/standard.  We'll  show  you  how 
raising  your  standards  can  lower  your  costs. 


BUSINESS  OBJECTS' 

The  business  intelligence  standard. 

Global  Launch  Events:  Atlanta-  Baltimore.  Bogota.  Boston  -Buenos  Aires  -Charlotte-  Chicago  -Cincinr^ -Cleveland- Dallas -Derrver.  Detroit -Hartfad-Ho^ 

Madison.  Mexico  City.  Miami  •  Minneapolis  •  Morrtreal  ■  New  Yrjrk .  Philadelphia » Phoenix  -  Pittsburgh .  Richmond  -Salt  Lake  City « Sew  Franasco  •  Sao  Paulo  •  Seattle » St  Ujuis  •  Tallahassee » Toronto-  Washington  DC 
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HEALTH 


INVESTING 


WHERE  TO  FIND 
CARE  FOR  THE 
GERIATRIC  MIND 

KNOW  AN  ELDERLY  PERSON  who's  grief- 
stricken,  demoralized,  or  even  suicidal? 
Although  these  are  common  feelings  for 
older  adults,  it's  surprisingly  hard  to  find 
trained  specialists  who  can  help.  Now  the 
geriatrics  division  at  Cornell  University's 
Weill  Medical  College  has  developed  a  Web 
site  (CornellCARES.com)  where  you  can 
download  information  on  psychosocial 
as  well  as  financial  issues  related  to 
the  elderly.  The  topics  covered  so  far 

include  "Grief  and 

Loss,"  "Managing 

Health  Costs," 

and  "Housing 

Options."  You  can 

also  read  answers 

to  e-mail  queries 

from  primary 

care  doctors  to 

Dr.  Robert  Abrams, 
director  of  Geriatric  Psychiatry  Services 
at  the  med  school's  geriatrics  division. 
One  recent  discussion  involves  suicide 
screening  for  elderly  patients.  Finally,  in  a 
service  Cornell  hopes  to  take  national,  the 
site  offers  a  searchable  database  of  1,500 
mental-health-care  providers  in  New 
York  City  who  accept  Medicare 
reimbursements.  ^^^^^^^^^^^^^^^^^^^^ 

INVESTING 

INTERESTED  IN  CHINA'S  red-hot  stock  market?  Keep  your 

eye  on  the  new  benchmark,  the  USX  China  Index 

(USXChinalndex.com),  which  rose  104%  in  2003.  Unlike  the 

companies  in  the  Shanghai  Composite  Index,  all  34  stocks  in 

the  USXC  index  trade 

on  U.S.  exchanges. 

Among  the  leaders: 

China  Yuchai(CYD), 

which  owns  the  bulk  of 

diesel  engine  maker 

Guangxi  Yuchai 

Machinery,  and 

Sohu.com  (SOHU),  an 

Internet  portal. 


Higher  Yields  Here : 


IN  THIS  ERA  OF  SUPER-LOW  INTEREST  rates,  most  savings  vehicles  fail  to  keep  even  w 
the  1.9%  inflation  rate.  If  you  want  to  do  better,  consider  "corporate  note"  or 
"corporate  money  market"  accounts.  They're  offered  by  GE  Capital 
(www.geinterestplus.com),  Ford  Motor  Credit  (800  580-4778),  and  Caterpillar's  Cat 
Financial  (800  504-1114). 

Depending  on  how  much  you  invest— minimums  start  at  $250— these  programs 
pay  as  much  as  2.6%.  That  beats  the  2.1%  on  the  highest-yielding  money-market  ac 
counts  and  the  0.5%  on  money  market  accounts  and  mutual  funds.  You  can  also  writ  ik 
checks  on  these  accounts,  though  for  sums  below  $250,  you  may  pay  a  fee  of  25$  to  $1( 

The  drawback:  While  the  Federal  Deposit  Insurance  Corp.  insures  bank  money 
markets,  these  products  have  no  safety  net.  (GE  Capital  is  rated  AAA;  Caterpillar, 
and  Ford,  BBB-.)  Moreover,  since  your  money  is  invested  in  the  sponsor's  debt, 
you'll  get  less  diversification  than  with  a  money  market  fund.  Still,  in  a  yield-starvet  [ 
market,  it  may  be  a  risk  worth  taking.  -Anne  Terges  le 
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ACCESSORIES 

A THONG FOR 
YOUR  CELL  j  j 

YOU  MAY  NOT  want  to  ' 

carry  a  purse  when 

you're  walking  a 

convention  floor  or 

going  dancing,  but 

you'd  never  leave 

your  phone  behind. 

Phone  Thong  is  an 

easy  way  for  women  to  sling  a  cell  phoifa 

over  a  shoulder  or  around  the  waist  forpe 

those  pocketless  occasions.  In  red  or 

black,  it's  $15  at  www.phonethong.net  < 

or  $20  at  AT&T  Wireless  stores,  where  it5  ft 

called  the  Hip  Hugger. 
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he  Barker  Portfolio 


BY  ROBERT  BARKER 


Duke's  New  CEO  Is 
Turning  Up  the  Juice 


olden  days,  maybe  even  as  far  back  as 
or  11  years,  utility  stocks  paid  healthy 
/idends  and  rarely  sent  investors' 
arts  fluttering.  Then  came  the  "new" 
Llities.  They  went  easy  on  dividends, 
)wing  cash  instead  into  deregulated 
irkets.  But  along  came  California's 
ergy  crisis,  a  scam  called  Enron,  and 

:k-market  losses  grave  enough  to  have  sent  any  number  of 

reholders  to  an  early  reward. 

{ prime  example  is  venerable  Duke  Energy,  whose  stock 

slid  74%  at  one  point  from  a  peak  above  $47.  Now  near 
,  the  stock  is  still  hated  on  Wall  Street,  where  just  3  of  31 
lysts  recommend  it.  But  if  you  look  out  beyond  this  year, 

may  find  the  Charlotte  (N.C.)-based  company  worth  your 
Je.  Duke,  it  turns  out,  is  fast  becoming  a  new  old  utility. 

HARD  PRIORY,  WHO  LED  DUKE  into  so-called  merchant  sales 
.  trading  of  energy,  gave  way  last  fall  to  a  new  CEO,  Paul 
lerson.  This  is  Anderson's  second  stop  at  Duke,  which  in 
7  bought  the  natural-gas  company  he  headed,  PanEnergy. 
left  the  next  year  to  lead  BHP,  Australia's  natural- 
)urces  giant,  which  in  2001  merged  with  London-based 
iton.  Anderson,  who  is  58,  rejoined  Duke  in  November.  By 
.  7  he  had  oudined  its  fresh  start,  including  $3.3  billion  in 
te-offs,  debt  reduction  this  year  of  at  least  $3.5  billion, 
1,  to  raise  cash,  the  sale  of  some  assets,  notably  power 
nts  outside  Duke's  regulated  service  area  (table).  Is  Duke 
ing  these  deregulated  markets  just  as  they  scrape  bottom? 
haps,  but  after  tax  benefits,  Anderson  reckons  these 
sets  are  worth  more  dead  than  alive." 
^he  tax  losses  are  cash  in  the  bank  because  Duke's 
instay  units  remain  nicely  profitable.  As  an  electric  utility 
he  Carolinas,  Duke  through  2003's  first  nine  months 
ted  $1.2  billion  in  operating  earnings  on  $3.7  billion  in 
enue.  With  most  of  its  generating  capacity  from  either 
1,  nuclear,  or  hydro  plants,  the  utility  is  little  affected  by 
ng  oil  or  natural-gas  costs.  Yet  higher  natural-gas  prices 
benefiting  Duke's  gas-field  services  arm,  which  through 
»t.  30  saw  revenue  jump  62%,  to  $6.2  billion.  Earnings 
e  a  bit  faster,  to  $162  million.  Likewise,  Duke's  extensive 
pipelines  advanced  smartly,  delivering  $1  billion  in 
:rating  earnings  on  revenue  of  $2.3  billion.  Overall, 
ierson  told  me  he  thinks  Duke  may  in  the  future  grow  at  a 
ate  4%  to  6%.  On  top  of  that,  Duke's  $1.10-a-share 


Duke  Energy:  Starting  Over 


Symbol 
Stock  price 
Annual  dividend 
Dividend  yield 
2003  net  loss 

2003  earnings,  ongoing  operations 

2004  earnings 

Debt  as  a  percent  of  capital,  2003 
Debt  as  a  percent  of  capital,  2004 


DUK 

$21.15 

$1.10  per  share 

5.2% 

$1.45-$1.50  per  share 

$1.20-$1.25  per  share 

$1.20  per  share 

60% 

52% 


All  earnings  figures  are  company  estimates 
Data:  Company  reports 


dividend  makes  for  a  positively  healthy  5.1%  yield. 

How  secure  is  the  payout?  Anderson  swears  by  it,  noting 
that  Moody's  Investors  Service  recently  affirmed  Duke's  credit 
ratings.  More  comforting  may  be  two  other  considerations. 
First,  there's  Anderson's  record.  In  his  revival  of  PanEnergy, 
investors  made  out  handsomely.  From  May,  1993,  when 
PanEnergy  sold  stock  to  the  public  at  $21.25,  to  November, 
1996,  when  it  agreed  to  merge  with  Duke  for  stock  worth 
$48.17,  its  dividend  rose  18%.  BHP  investors  did  even  better. 

Then  there's  Anderson's  compensation  package.  Duke  pays 
him  no  salary,  just  stock  and  options.  Some  are  tied  to 
performance  goals  and  vest  at  various  points,  but  Anderson 
agreed  not  to  sell  any  before  January,  2007.  Meantime,  the  only 
cash  he  gets  from  Duke  will  be  in  dividends  on  his  stock.  Add 
it  all  up,  and  Anderson  has  lots  of  reasons  to  maintain  the 
dividend,  and  ensure  investors  share  his  eventual  reward.  ■ 

E-mail:  rb@businessweek.com 
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rsonal  Business  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

CAN  UNITED  TECHNOLOGIES  SWEET-TALK  HONEYWELL  THIS  TIME? 

BIOTECH  TELIK  IS  FLYING  SOLO-BUT  FOR  HOW  LONG? 

WHAT  GEORGE  SOROS  MIGHT  SEE  IN  LITTLE-KNOWN  BIOENVISIOI 


OUTPACING 

THE  MARKET 


DOLLARS 


JULY  27.  03         JAN.  28.  04 
Data.  BuuHtog  r"iarci3l  HwMs 


The  Buzz  on  Honeywell 

Many  analysts  are  sour  on  Honeywell  International 
(HON),  but  some  investors  are  buying  shares  because 
they  smell  a  takeover.  Who  might  buy  the  world 
leader  in  aircraft  electronics  and  small  jet  engines?  The  talk  is 
that  United  Technologies  will  make 
another  pass  following  its  first  offer  of 
51  a  share  on  Oct  20, 2002— before  it 
was  edged  out  by  General  Electric's  bid 
of  $55  two  days  later.  But  the  European 
Commission  blocked  GE.  United  tried 
again,  right  after  GE  failed,  but  was 
turned  down  flat.  Honeywell  rose  from 
26  in  September  to  37.70  on  Jan.  16— 
before  easing  to  35.70.  John  Inch  of 
Merrill  Lynch,  who  tags  the  stock  a  buy 
just  on  fundamentals,  says  United  is 
still  very  interested— and  frustrated. 

But  he  doubts  Honeywell  is  eager  for  a  deal.  "CEO  David  Cote 
likes  the  way  he's  running  what  he  sees  as  a  premier 
enterprise"  says  Inch.  United  and  Honeywell  declined 
comment  Inch  sees  profits  of  $1.56  a  share  in  2003  and  $1.55 
in  2004,  rising  to  $2.05  in  2005.  His  12-month  price  target:  41. 
Merrill  owns  stock  Richard  Steinberg  of  Steinberg  Global 
Asset  Management,  who  owns  shares,  says  aerospace  is  poised 
to  turn  around,  which  would  be  a  boon  to  Honeywell.  Analysts' 
estimates  are  too  low,  he  adds.  Bernie  Schaeffer  of  Schaeffer' s 
Investment  Research  likes  the  stock's  technicals:  It  has 
outscored  the  Dow  and  S&P  500  indexes  since  October.  And  it 
has  recovered  50%  of  its  drop  from  its  high  of  68.62  in  1999. 
That's  "very  positive,"  says  Schaeffer. 

Telik's  Promising 
Tumor  Treatments 

Telik  (TELK),  which  develops  drugs  for  cancer— mainly 
chemotherapy-resistant  solid  tumors— and  diabetes  may 
be  the  next  biotech  buyout.  So  says  Mark  Monane  of 
investment  outfit  Needham,  who  identified  Esperion 
Therapeutics  in  early  December  as  buyout  bait.  By  late 
December,  Pfizer  said  it  was  buying  Esperion.  (Needham  has 
done  banking  for  Telik.)  Telik  has  been  hot,  soaring  from  10 
last  February  to  26.21  on  Jan.  12, 2004,  before  easing  to  23.70. 
Monane  says  Telik  could  be  next  because  its  Telcyta  is  the 
"most  promising  unpartnered,  small-molecule  compound  in 
late-stage  development."  Monane  expects  FDA  approval  by 
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2006.  Telcyta  targets  breast,  colon, 
lung,  and  ovarian  cancer,  he  says.  With 
$222  million  in  cash,  Telik  could  bring 
Telcyta  to  market  Monane  sees  Telik 
finding  a  European  marketing  partner 
this  year  who  could  end  up  buying  it. 
Possible  partners:  France's  Aventis  or 
Britain's  GlaxoSnuthKline.  The  stock  is 
a  strong  buy,  with  a  12-month  target  of 
33,  says  Monane.  He  sees  Telik  turning 
a  profit  in  2007,  earning  $2.51  a  share 
on  sales  of  $254  million.  Meirav  Chovav 
of  UBS,  also  bullish,  has  a  target  of  30. 

Envisioning  a  Buyout 
For  Bioenvision 
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"hat's  George  Soros  buying?  In  biotech,  he  has 
accumulated  27%  of  Bioenvision  (BIV),  a  little- 
known  biopharma.  Other  investors:  OrbiMed 
Advisors,  with  8%,  and  Deutsche  Bank,  with  nearly  5%.  The 
stock  is  up  from  2.15  in  July  to  5.02  on  Jan.  28.  Bioenvision's 
Modrenal  is  sold  in  Britain  for  advanced  breast  cancer  in  post£ 
menopausal  women.  It's  also  co-developing,  with  ILEX 
Oncology,  Clofarabine  for  acute  and 
chronic  leukemia.  Peter  Cardillo,  chief 
strategist  at  investment  firm  S.W  Bach, 
says  Bioenvision  is  undervalued  not 
only  because  of  the  potential  of  Mod- 
renal  and  Clofarabine  but  also  because 
it  could  be  acquired.  A  logical  buyer  is 
Schering  or  Bristol-Myers  Squibb,  he 
says,  adding  the  stock  is  worth  10  in  a 
buyout.  CFO  David  Luci  says 
Bioenvision  is  looking  for  partners  and 
concedes  that  some  big  companies  are 
interested.  The  issue  before  the  board, 
on  which  Soros  is  represented,  is  whether  to  go  it  alone  or  see^i 
a  merger  to  take  advantage  of  the  $1  billion  market  potential 
for  Clofarabine,  Luci  says.  Chrystyna  Bedrij  of  Griffin  Securiti 
sees  FDA  approval  by  yearend.  Profits  are  expected  in  2007 


JUUT27.XB         JAN.28XM 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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eak  in  the  wording  on 
letary  policy  by  Greenspan  & 
sent  shivers  through  bourses 
an.  28.  'Patience,'  promised 
ced  on  holding  rates  low-so 
iictably  investors  rushed  to 
exits.  Meanwhile,  such 
wethers  as  Altria  and  AmEx 
)rted  strong  quarterly  profits 
raised  hopes  for  2004.  The 
or  market  measures,  though, 
ground. 

Bloomberg  Financial  Markets.  Reuters 
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Standard  &  Poor's 

4 

U.S.  MARKETS 

JAN.  28 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P500 

1128.5 

-1.7 

L5 

31.4 

Dow  Jones  Industrials 

10.468.4 

-1.5 

0.1 

29.4 

NASDAQ  Composite 

2077.4 

-3.0 

3.7 

54.8 

S&PMidCap400 

589.3 

-1.9 

2.3 

42.1 

S&PSmallCap600 

278.8 

-1.9 

3.1 

47.3 

Wilshire  5000 
SECTORS 

11,017.0 

-1.7 

2.0 

35.3 

BusinessWeek  50* 

623.8 

0.0 

0.3 

18.7 

BW  Info  Tech  100" 

361.1 

-2.1 

3.0 

28.1 

S&P/BARRA  Growth 

564.7 

-1.1 

1.6 

28.7 

S&P/BARRA  Value 

559.6 

-2.2 

1.4 

34.3 

S&P  Energy 

228.5 

-0.6 

2.0 

33.0 

S&P  Financials 

387.5 

-1.6 

2.0 

32.3 

S&P  REIT 

119.5 

3.5 

3.2 

38.4 

S&P  Transportation 

195.7 

-1.1 

-3.1 

20.9 

S&P  Utilities 

120.4 

-0.9 

1.7 

26.4 

GSTI  Internet 

148.8 

-5.2 

2.9 

94.3 

PSE  Technology 

729.1 

-2.6 

4.6 

58.4 

GLOBAL  MARKETS 

JAN.  28 

WEEK 

%  CHANGE 
YEAR  TO      LAST  12 
DATE        MONTHS 

S&P  Euro  Plus  (U.S.  Dollar) 

1240.0 

1.6 

5.2 

54.2 

London  (FT-SE 100) 

4468.1 

-1.0 

-0.2 

28.0 

Paris  (CAC  40) 

3706.8 

0.8 

4.2 

32.4 

Frankfurt  (DAX) 

4150.2 

0.3 

4.7 

55.4 

Tokyo  (NIKKEI  225) 

10.852.5 

-1.4 

L6 

30.3 

Hong  Kong  (Hang  Seng) 

13,431.8 

1.3 

-2.3 

45.4 

Toronto  (S&P/TSX  Composite)  8535.7 

-1.0 

3.8 

29.9 

Mexico  City  (IPC) 
FUNDAMENTALS 

9551.1 

1.3          8.6 

JAN.  27        WEEK  AGO 

61.3 

YEAR  AGO 

S&P  500  Dividend  Yield 

1.51% 

1.53% 

1.85% 

*Mar.  19. 1999=1000     "Feb.  7.  2000=1000 


S&P  500  P/E  Ratio  (Trailing  12  mos.)     27.4         28  0  26.6 

S&P  500  P/E  Ratio  (Next  12  mos.)*       18.4         18.3  15.7 

First  Call  Earnings  Surprise*                5.36%      5.86%  3.35% 

•First  Call  Corp. 

TECHNICAL  INDICATORS          jan.27  weekago  reading 

S&P  500  200-day  average                 1015.0  10082  Positive 

Stocks  above  200-day  average              91.0%      91.0%  Negative 

Options:  Put/call  ratio                          0.65         0.56  Positive 

Insiders:  Vickers  NYSE  Sell/buy  ratio    5.42         5  65  Negative 


BEST-PERFORMING 
GROUPS 


LAST 
MONTH  N 


LAST  12 

MONTHS  % 


Wireless  Services 

19.8 

Internet  Software 

148.0 

Instrumentation 

18.8 

Divsfd.  Metals  &  Mining 

105.2 

Photographic  Products 

17.2 

Instrumentation 

96.2 

Communication  Equipment  16.3 

Semiconductors 

95.4 

Tires  &  Rubber 

13.5 

Wireless  Services 

86.3 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                    LEADERS 

% 

Communications 

10.4 

Latin  America 

92.2 

Latin  America 

9.5 

Diversified  Emerg.  Mkts. 

69.0 

Pacific/Asia  ex-Japan 

7.6 

Technology 

68.3 

Technology 

LAGGARDS 

7.4 

Pacific/Asia  ex-Japan 

LAGGARDS 

59.1 

Precious  Metals 

-6.5 

Domestic  Hybrid 

24.0 

Miscellaneous 

1.2 

Miscellaneous 

27.1 

Utilities 

2.2 

Utilities 

29.5 

Japan 
EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

iShares  Gold.  Sachs  Nwkg.  25.3 
PFds.  Wrlss.  Ultsr.  Inv  22.2 
Fidelity  Sel.  Dev.  Comms.  19.8 
Reynolds  19.6 

LAGGARDS 

PFds.  Pr.  Mtls.  Usr.  Inv.  -14.7 
OppenheimerGoW&Spec.  A  -8.4 
Rydex  Precious  Metals  -8.4 
OCM  Gold  -8.1 


%      52-WEEK  TOTAL  RETURN  % 

LEADERS 

Apex  Mid  Cap  Growth  164. 3 

Reynolds  161.2 

iShares  MSCI  Brazil  Idx.  152.8 

PFds.  Smicdr.  Ultsr.  Inv.  150.3 

LAGGARDS       

Rydex  Dynam.  Vent.  100  -63.3 

ProFunds  UltSh.  OTC  Inv.  -63.2 

ProFunds  UltraBear  Inv.  -49.0 

Rydex  Dyn.  Tempest  500  -49.0 


WORST-PERFORMING 
GROUPS 


LAST 

MONTH  % 


LASTL? 

MONTHS  % 


Gold  Mining 

-12.5 

Photographic  Products 

-4.6 

Aluminum 

-9.9 

Trading  Cos.  &  Distribs. 

-2.2 

Specialty  Appar.  Retailers 

-8.3 
-8.2 

Health-Care  Facilities 

1.5 

Divsfd.  Metals  &  Mining 

Home  Furnishings 

4.7 

Steel 

-7.9 

Brewers 

5.2 

INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


JAN.  28 

WEEKAGO 

YEAR  AGO 

0.61% 

0.61% 

0.96% 

0.93 

0.88 

1.17 

L82 

1.64 

L70 

4.19 

4.03 

4.02 

5.00 

4.91 

451 

5.61 

5.54        537 

IBanxQuote.  Inc. 

10-YR.  BOND 

30-YR.  BOND 

General  Obligations 

3.43% 

4.47% 

Taxable  Equivalent 

4.90 

6.39 

Insured  Revenue  Bonds 

3.59 

4.82 

Taxable  Equivalent 

5.13 

6.89 

THE  WEEK  AHEAD 


SONAL  INCOME  Monday, 
2,  8:30  a.m.  EST  » 
Dnal  income  in  December  is 
cted  to  have  risen  0.2%  after 
ing  0.5%  in  November.  That's 
d  on  the  median  forecast  of 
omists  surveyed  by  Informa 
al  Markets.  Consumer 
nditures  probably  climbed 
)  for  a  second  straight  month. 
CHASING  MANAGERS'  INDEX 
iday,  Feb.  2, 10  a.m.  EST 
s  Institute  for  Supply 


Management's  industrial  activity 
January  index  probably  stood  at 
61.8%,  from  a  revised  63.4%. 
VEHICLE  SALES  Tuesday,  Feb.  3 
»  Sales  of  U.S.-made  and  imported 
cars  and  light  trucks  in  January 
very  likely  slowed  to  an  annual 
pace  of  about  17  million,  from  17.9 
million  during  December. 
PRODUCTIVITY  &  COSTS 
Thursday,  Feb.  5,  8:30  a.m. 
EST  »  The  rise  in  output  per  hour 
worked  in  the  fourth  quarter 


probably  slowed  to  a  3.2%  annual 
rate,  after  a  9.4%  surge  in  the  third 
quarter.  Unit  labor  costs  probably 
fell  1.4%,  following  a  5.8%  decline. 
EMPLOYMENT  Friday  Feb.  6, 
8:30  a.m.  EST  »January 
nonfarm  payrolls  are  forecast  to 
have  grown  by  145,000,  following  a 
weak  December  gain  of  only  1,000 
jobs.  The  unemployment  rate  most 
likely  inched  up  to  5.8%,  from 
5.7%.  Average  hourly  wages 
probably  rose  by  0.2%. 


The  Bus/'nesslfVee/c  production  index 
for  the  week  ended  Jan.  17  hit  214.3, 
up  9.9%  from  the  previous  year. 
Before  calculation  of  the  four-week 
moving  average,  the  index  was 
virtually  unchanged  at  213. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com/TTiagazine/extra.htm 
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The  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 


A 

ABB  (ABB)  54 
Adidas  (ADDDY)  13 
A.H.  Robins  62 
AIM  High  Yield  Fund  76 
Airbus  54 
Akamai  (AKAM)  38 
Alaron  Trading  40 
Alcatel  16 

Alex.  Brown  (DB)  78 
Alliance  Capital  (AC)  46 
Alliance  Data  (ADS)  18 
Amazon.com  (AMZN)  46 
AmerGen  Energy  58 
American  Funds  46 
Apollo  Management  76 
Apollo  Real  Estate  62 
Apple  (AAPL)  28 
Armada  Funds  58 
AstraZeneca(AZN)84 
AT&T  (T)  49, 82 
AT&T  Wireless  (AWE)  58, 
98 

AtRoad(ARDI)78 
Aurora  Capital  74 
Aventis(AVE)100 


B 

Bain  Capital  74 

Baker  Hughes  (BHI)  77 

Bank  of  America  (BAC) 

62,74 

Bank  One  (ONE)  74, 93 

Baxter  International  (BAX) 

46 

Bed  Bath  &  Beyond  18 

BHP  Billiton  (BHP)  99 

Bioenvision(BIV)100 

BlackstoneGroup74,76 

Bloomberg  50 

Bonhams&Butterfields 

88 

BP(BP)40 

Bridge  Information  50 

Bnstol-Myers(BMY)100 

Broadview  International 

78 


Canary  Capital  Partners 

13,62 

Cargill  46 

Caterpillar  (CAT)  98 

CBS  (VIA)  49 

Charles  Schwab  (SCH)  78 

China  Display  Digital  54 

China  Southern  Airlines 

54 

Christie's  88 

Cinergy  (CIN)  58 

Cisco(CSC0)38,80 

Citigroup  (C)  36, 74 

Clayton  Dubilier  &  Rice  74 

CNN  (TWX)  49 

Coca-Cola  (KO)  18 

Compaq  (HPQ)  82 

Conservation  Beef  96 

Corbisl6 

Corporate  Chaplains  16 

Credit  Suisse  (CSR)  52, 

76,78 

Cross  Research  77 


DaimlerChrysler(DCX)18 

Dealogic74 

Dell  (DELL)  28, 82 

DeloitteTouche82 

Deutsche  Bank  (DB)  100 

Digital  Theater  (DTSI)  79 

Dolby  79 

Doyle  New  York  88 

DTE  Energy  (DTE)  58 

Duke  Energy  (DUK)  99 

Dynegy  (DYN)  58 


Eastman  Kodak  (EK)  77, 

79 

eBay  (EBAY)  88 

EBS50 

Economy.com  40 

Eli  Lilly  (LLY)  44 

EMI  74 

Enron  22, 58. 99 

Ericsson  (ERICY)  16 

Esperion(ESPR)100 


Exelon(EXC)58 

Exxon  Mobil  (XOM)  40, 46 


FBR  Financial  93 

FedEx  (FDX)  74 

Fidelity  Investments  93 

FimatUSA40 

First  Albany  78 

First  Eastern  Investment 

38 

FirstEnergy  (FE)  58 

Hying  Pigs  Farm  96 

Ford  (F)  74 

Ford  Motor  Credit  (F)  98 

Forest  City  Ratner  62 

Fox  (FOX)  18 


G 

Gartner  (T)  82 

GE  Capital  (GE)  98 

General  Electric  (GE)  100 

GlaxoSmithKline(GSK) 

84,100 

Golden  West  (GDW)  93 

Goldman  Sachs  (GS)  29, 

50,54,74,76,78 

Great  Plains  49 

Griffin  Securities  100 


H 

Halliburton  (HAL)  22 

Hambrecht&Quist(JPM) 

78 

Hartz  Mountain  62 

Hewlett-Packard  (HPQ) 

28.38.80.82 

Home  Depot  (HD)  94 

Honeywell  (HON)  74, 100 

Human  Genome  (HGSI) 

38 

Hussman  Econometrics 

94 


iBIZ  Technology  (IBZT)  87 

IBM  (IBM)  28 

IDC  80 

ILEX  Oncology  (ILXO)  100 

Illinois  Power  (DYN)  58 


IMC  Global  (IGL)  46 
lnStat/MDR79 
Instinet  Group  (INGP)  50 
Island  ECN  50 


Javelin  Group  13 

Jefferies58,78,82 

JetBlue  Airways  (JBLU)  18 

Johnson  &Johnson  (JNJ) 

44 

J.R  Morgan  Chase  (JPM) 

32,74,93 


King  Pharmaceuticals 
(KG)  94 
Kinko's74 

KPMG82 


Lehman  Brothers  (LEH) 
40,50,76 
Loews  (LTR)  62 
L'0real(L0RLY)54 
LSI  Logic  (LSI)  77 


M 

Mack-Cali  Realty  (CLI)  62 

Marketplace  Ministries  16 

Maverick  Capital  77 

McDonald's  (MCD)  46 

MCI  82 

McKesson  (MCK)  44 

Merck  (MRK)  84, 94 

Merrill  Lynch  (MER)  32, 

38,100 

MFS  Investment  46 

Microsoft  (MSFT)  13, 38, 

80 

Microvision  (MVIS)  18 

Mills  (MLS)  62 

Montgomery  Securities  78 

Morgan  Stanley  (MWD) 

38,50,74,78 

Morningstar76 

MortgagelT32 

Motorola  (MOT)  16. 77 


N 

National  City  Investment 
58 

NeedhamlOO 

New  Enterprise  Associates 

78 

News  Corp.  (NWS)  18 

Nike(NKE)13 


Niman  Ranch  96 
Nissan  (NSANY)  38 
Noble  Energy  (NBL)  40 
Nokia  (NOK)  80 
North  Fork  (NFB)  93 


Odyssey  Investment  74 
Old  Dominion  (ODFL)  16 
OndeoNalco74.76 
0ppenheimer40,46 
Oracle  (ORCL)  82 
OrbiMed  Advisors  100 
Overstock.com  78 


Palra0ne(PLM0)80 
Panasonic  (MC)  28 
PanEnergy99 
PBHG  Funds  62 
PECO  Energy  58 
PepsiCo  (PEP)  18 
Perseus  Group  78 
Petco(PETC)62 
Pfizer  (PFE)  44, 100 
Pilgrim  Baxter  62 
Pilgrim's  Pride  (PPC)  16 
Pimco32,76 
Polaroid  74 
Porsche  18 
Progressive  49 
Providence  Equity  74 
Pulver.com  49 
Putnam  Investments  46 


Reuters  (RTRSY)  50 

Rite  Aid  (RAD)  62 

Robertson  Stephens  (FBF) 

78 

Ryan  Hankin  Kent  82 


S 

SAP  (SAP)  82 

Schaeffer'slOO 

Schering(SHR)100 

Schlumberger(SLB)40, 

82 

S.G.Cowen78 

Seagram  74 

Sears  (S)  46 

Senkos  54 

Sharp  (SCHAY)  28 

Shore  Communications 

50 

Siemens  (SI)  54 

Simmons  76 


Simpson  Capital  62 
Sony(SNE)28,79 
Sotheby's  (BID)  88 
Soundview  Technology  - 
Southern  (SO)  58 
Sprint  (FON)  82 
Standards  Poor's  (t\ 
32.36,76.94 
Steinberg  Global  100 
Suez(SZE)54 
SW  Bach  100 
Synaptics  (SYNA)  28 


™5 


01 


Technology  Crossover  1 

Telik(TELK)100 

Tenaska  74 

Tenet  Healthcare  (THCf 

46 

Texas  Instruments  (TXI 

36 

ThinkEquity  Partners 

Thomas  H.Lee  74, 76 

Thomas  Weisel  78 

Thomson  Financial  (T( 

36,50 

3Com(C0MS)38 

Time  Warner  (TWX)  74 

TransDigm74 

Tyson  Foods  (TSN)  16 


f. 


U 

Unicom  58 

United  Technologies  (L 

100 

Unocal  (UCL)  40 


Violia  EnvironnementS 
Volkswagen  52, 54 


I 


W 

Wal-Mart  (WMT)  20. 46 

54.62 

Warburg  Pincus  74 

Wamer/Chappell(TWX, 

74 

Warner  Music  (TWX)  74 

William  Blair  79 

WorldCom  82 

WR.Hambrecht78 

Wrightson  Associates  3 


Y 

Yankee  Group  16 
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For  more  advertiser  information,  log  onto 
www.businessweek.com/classifieds 


For  Ad  Rates  and  Information 
Phone:  (312)  464-0500 
Fax:  (312)  464-0512 


siness/Career  Opportunities 


The  current  economy  is  making 
i  MONEY  for  loan  and  leasing  brokers! 

OYJh  YOUR  OWN 
HUWISDD  iadW  COAMANY 

siness  kwra/Fodoring/Equipmenl  leasing 

range  business  loons  and  leases 
3m  $10,000  to  $10  million, 
'ork  directly  with  national 
nders.     No    experience 
seded.     We     completely 
]in     and     support     you. 
ilimited   earning   potential 
id  residual  income 

OR  A  FREE  VIDEO 
ND  INFO  BROCHURE 

All  800-336-3933 

/w.  viewtic.com  (k-The  Loan  Consultants, 


SIX  FIGURES... 

Plus  Car  &  Home  Benefits 
Billion  S  Int'l  Health  Corp.  from 
apan.  Unlimited  Earning  Poten- 
tial from  Your  Home  Office, 
or  Business  Ownership  details,  call 

877-747-6629 
rww.5pillars.com/mmiller 


Ivanced/Distance  Learning 


ABSOLUTELY  FREE 
EVALUATION 


3achelor's  -  Master's  - 
Ph.D.  Degrees 

ased  on  life  and  work  experience. 

Confidential  --  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 


)ISTANCE  LEARNING 


BBA  and  MBA  in  Business 

BA  and  MA  in  Psychology 

Southern  California  Univwsir? 

for  Prof  essional  Studies 
1M0  L  Udi  Stoat,  Sou  Ah  CA.  «*B 

Since  1978 
Educational  Loans  Available 
100)477-2254 


Health/Fitness 


BotlyRail 

Weight  Training 
with  Reduced  Stress 
and  Strain  on 
Back! 


ww.bodyrail.com 


Yacht  Charters 


Planning  Your  Stay 
for  the 
Athens  2004  Olympics: 

Why  Not  Stay  on  a 
Floating  Hotel, 
aVafcfYacht! 


»v 


Being  on  our  yachts  docked  in  Uhens 
marinas  you  enjoy: 

•  I  uviin  •  Security  •  Umosphere 

•  Pritao  •  Private  transportation 

•  No  traffic  or  crowds 

•  xonr  own  lull  crew  to  sent"  \ou  &  jour 
guests.. .and  you  can  cruise  whenever 
\ou  want! 

,800)  223-3845 
Valefyachts.com. 
OlympicsAthens2004Lodging.com 
OlympicsAthens2004Yachting.com 
nfo^Valefyachts.com 

VALEF  YACHTS  LTD 

P.O.  BOX  385 
AMBLER.  PA  19002 


Advanced/Distance  Learning 


Distance  Learning  •  Oft  Campus 
Home  Study 


Degree  completion 
programs  available 

•  Business  Administration 

•  Management 

•  ISvcliology 

•  Education 

Credit  for  Career  /  Life  experience  available 

Self-Paced  Program 

Open  Enrollment  •  Stan  Anytime 


-o»s<«4C 


California 
Coasv__ 

Univerdrv 

700  North  Main  Strart 

Santa  Ana.  California  92701 


jpPHwyg 


Luxury  Resort  Mansions 


THE  FINEST  HOTEL 
YOU'VE  EVER  STAYED  IN. 


Vacation  in  a  palace  of  absolute 
splendor  located  in  the  Arizona 
Biltmore — a  fully  serviced  mansion 
with  exquisite  interiors,  set  amid 
rolling  fairways.  All  yours  for  an 
entire  month,  as  a  one-month  lease 
per  year,  for  five  years. 


tf. 
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RESORT 
MANSIONS 

The  grandeur  of  a  mansion. 
The  services  of  a  5-star  hotel. 


phone  (480)  585-7500  •  fax  (602)  667-0299 
www.resortmansions.com 

This  is  not  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  to  residents  of  any  state  in 
which  registration  requirements  have  not  been  fulfilled.  Void  where  prohibited. 


Business  Software 


Skyrocket  Your  Business' 
Income  27%  -  52% 

Almost  Overnight!  Free  Recorded 
Message  Reveals  Details. 

Call  24/7: 1  -888-558-9640 
Ad  Code 71 7941 2 


Books 


Handbook  of  International 
Business  2004 

Definitive  guide  to  global  business. 
Import/export  practice.  E-commerce, 
doing  business  in  the  EU,  tax  havens. 
IBCs,  cross-border  MSA,  IPOs,  asset  pro- 
tection planning  and  much  more.  650+ 
pages,  www.handbookofbiz.com 


The  BusinessWeek  Marketplace... It  Works! 

•  Advertise  in  the  BusinessWeek  Marketplace 

and  reach  5  million  responsive  readers. 

•  Reaching  more  business  professionals  than 

any  other  business  magazine... 
BusinessWeek  is  the  place  to  be  with  your  ad. 

Call  for  special  advertising  rates  and  value  added  features: 

800-424-3090 

Email:  bwmarketplace@aol.eom 

(For  customer  service/subscription  call  800-635-1200) 
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Budget  Lessons 
From  New  York? 


THERE'S  GOOD  NEWS  AND  BAD  NEWS 
on  the  budget-deficit  front.  New  York 
City  is  projecting  a  $1.4  billion  surplus 
for  the  current  fiscal  year,  a  remarkable 
turnaround  from  last  year's  $6.9  billion 
deficit.  The  net  fiscal  position  of  the  combined  state 
budgets  has  also  turned  from  deep  red  to  black  in 
recent  months— another  surprising  inversion. 

But  the  federal  budget  deficit  appears  only  to  be  getting 
worse  and  worse.  The  latest  Congressional  Budget  Office 
report  added  another  $1  trillion  to  the  projected  deficit  over 
the  next  decade,  for  a  total  of  $2.4  trillion.  And  thaf  s  a  best- 
case  scenario.  The  actual  figure  could  get  as  high  as  $5.5 
trillion  if  the  2001  and  2003  income-  and  inheritance-tax 
cuts,  which  are  scheduled  to  expire,  are  made  permanent. 

This  election  season  has  seen  both  Republicans  and 
Democrats  in  Washington  pile  on  tax  cuts  and  new 
entidements  in  an  unprecedented  rush  of  fiscal  folly.  By  2008, 
millions  of  Baby  Boomers  will  turn  62  and  begin  to  retire, 
drawing  down  increasing  billions  from  Social  Security.  The 
clock  is  ticking.  It  is  past  time  for  Washington  politicians  to 
behave  responsibly  and  start  to  get  the  budget  in  hand. 

Urgent  measures  need  to  be  taken.  First  and  foremost, 
Washington  must  be  pragmatic,  not  dogmatic.  New  York  City 
Republican  Mayor  Michael  Bloomberg,  and  many  other 
mayors  and  state  governors,  turned  their  fiscal  positions 
around  with  startling  speed  by  raising  taxes  and  cutting 

spending.  Now,  with  a  surplus  in 
hand,  Bloomberg  is  planning  to 
rebate  much  of  the  higher  real 
estate  taxes  he  imposed.  That's  a 
flexible  approach. 

Unfortunately,  the  Bush 
v      *  rir^f-  Zn  Administration  has  taken  a  rigid, 

ideological  position  on  tax  cuts. 
Making  the  income  and 
inheritance  cuts  permanent,  as 
the  President  is  aiming  to  do, 
would  lock  in  deep  budget 
deficits  and  freeze  tax  policy  in 
the  face  of  unheard-of 
government  obligations.  It  makes  economic  sense  to  cut  taxes 
deeply  during  a  recession,  but  not  in  a  strong  expansion.  And 
legislating  expensive  new  entitlements,  such  as  the  Medicare 
drug  benefit,  makes  more  political  than  fiscal  sense,  too. 

Next,  the  Bush  Administration  and  Congress  must  restore 
the  confidence  of  overseas  investors.  Federal  Reserve 
Chairman  Alan  Greenspan  correctly  argues  that  foreign 
investors  will  probably  finance  U.S.  deficits.  They  will,  but 
only  if  investors  trust  that  those  deficits  will  be  modest  and 
under  control.  Right  now,  apprehensive  individual  and 
institutional  foreign  investors  are  boycotting  American 


Cutting  taxes 
makes  sense 
in  a  recession 

not  in 
a  strong 
expansion 


stocks,  bonds,  and  Treasuries.  Only  the  central  banks  of 
China  and  Japan  are  buying  dollar  assets— Treasury  bills— 
to  curb  their  own  currencies  from  rising  and  to  keep  their 
economies  growing.  This  vote  of  no  confidence  from  priva 
investors  around  the  world  is  quite  serious,  and  it  puts  the 
U.S.  recovery  at  risk. 

The  U.S.  economy  has  amazing  strength  and  vitality. 
American  productivity  growth  is  exceptionally  healthy, 
corporate  profits  are  high,  and  growth  in  recent  quarters 
has  generated  unexpected  tax  revenues  for  cities  and 
states.  This  year's  projected  $477  billion  federal  deficit  wil 
almost  certainly  come  in  lower,  but  not  nearly  low  enough 
With  proper  fiscal  stewardship,  the  U.S.  economy  could 
probably  grow  enough  to  provide  for  the  boomers'  retireme?] 
But  politicians  have  to  start  making  choices  and  showing 
some  leadership. 


Roars  from  the 
Corner  Office 
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HATS  OFF  TO  AMERICA'S  CEOs,  WHO 
are  bringing  in  the  best  corporate 
profits  in  a  decade.  Earnings  of  com- 
panies in  the  Standard  &  Poor's  500- 
stock  index  will  probably  post  a  27% 
rise  for  the  fourth  quarter  of  2003  over  the  previous 
year,  with  a  big  part  of  the  gains  coming  from  highei 
revenues  as  well  as  cutting  costs  (page  36).  This  is 
great  news,  and  the  stock  market  is  taking  notice. 
Bolstered  by  rising  profits,  CEOs  are  beginning  to  take 
risks  once  again,  increasing  their  spending  on  new 
technology  and  capital  equipment,  searching  for  merger 
opportunities,  and  marketing  new  products  and  services. 
The  tech  sector  is  doing  particularly  well,  thanks  to  new 
offerings  of  cell  phones,  wireless  PCs,  and  handheld  device 
The  lower  dollar  is  helping  tech  companies  as  well. 
Financial  services  also  had  strong  profits,  driven  by 
extremely  low  interest  rates.  Now  that  the  Federal  Reserve  i 
signaling  an  end  to  its  policy  of  keeping  rates  low  for " 
considerable  period,"  this  may  change. 

Many  corporations  used  their  surging  profits  in  the  fourt 
quarter  to  raise  dividends  paid  to  shareholders.  Thanks  to 
lower  taxes  on  dividends  and  investor  demands  for  a 
steadier  return,  more  companies  are  hiking  payouts,  and 
more  are  paying  them.  A  growing  number  of  larger  high- 
tech  outfits  are  starting  to  issue  dividends  as  well.  In  the 
past,  before  the  boom,  an  increase  in  earnings  typically  led 
to  a  rise  in  dividends.  We  may  be  returning  to  that  pattern 
again.  If  so,  the  recent  surge  in  profits  should  lead  to  a 
further  rise  in  corporate  dividends  in  the  months  ahead. 

At  some  point  soon,  CEOs  will  feel  confident  enough  to  begi 
to  hire  as  well.  After  nearly  three  years  of  defensive  behavior, 
it's  nice  to  see  animal  spirits  stirring  in  the  corner  office. 
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The  ALTERNATIVE  MINIMUM  TAX  was  aimed 

at  the  very  rich.  Now  it's  hitting  more 

taxpayers.  Here's  what  it  means  for  you. 


BY  HOWARD  GLECKMAN  (R86) 
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FUJITSU 


T  H  E     P  0  S  S  I  B  I  L  I  T  I  E  S     ARE     INFINITE 


us.fujitsu.com 


CHECK   OUT   THESE    FUNDS    FOR   YOUR    IRA. 


Capital  Appreciation  was  rated  against  Large  Growth  funds  as  follows:  959,  615,  and  219;  received  5,  5,  and  4  stars  for  the  3-,  5-,  and  10-yea« 
respectively.  Diversified  International  was  rated  against  Foreign  Large  Blend  funds  as  follows:  357,  268,  and  69;  received  5,  5,  and  5  stars  for  t 
and  10-year  periods,  respectively.  Dividend  Growth  was  rated  against  Large  Blend  funds  as  follows:  1,103,  791,  and  256;  received  4,  4,  and  r 
3-,  5-,  and  10-year  periods,  respectively.  Equity  Income  was  rated  against  Large  Value  funds  as  follows:  655,  516,  and  190;  received  3,  3,  and  2 
the  3-,  5-,  and  10-year  periods,  respectively.  Highly  rated  funds  are  defined  as  those  funds  that  have  a  4-  or  5-star  Morningstar  Rating.™  For  e| 
Morningstar  calculates  a  Morningstar  Rating™  metric  each  month  by  subtracting  the  return  on  a  90-day  U.S.  Treasury  bill  from  the  fund's  li 
return  for  the  same  period,  and  then  adjusting  this  excess  return  for  risk.  The  top  10%  of  funds  in  each  category  receive  5  stars,  the  next  2 
4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars,  and  the  bottom  10%  receive  1  star  Although  gathered  from  reliable 
completeness  and  accuracy  cannot  be  guaranteed  by  Morningstar.  Morningstar  Associates,  LLC  is  a  registered  investment  advisor  and  wholk 
.       sidiary  of  Morningstar,  Inc.  References  to  Morningstar  above  refer  to  Morningstar  Associates.  Morningstar  is  a  registered  trademark  of  Morningsta^ 
not  affiliated  with  Fidelity  Jnvestments.  Although  rankings  are  risk  adjusted,  for  a  complete  discussion  of  each  fund's  risk,  please  consult  the  fund  pr< 


WHY  A  FIDELITY  IRA?   It's  all 
about  performance,  choice,  and 
value.  As  the  largest  mutual  fund 
company,  we  have: 

•  More  4-  and  5-star  funds2 

•  No-fee*  IRAs 

•  No-load  funds 

We  can  even  help  you  decide  which 
funds  may  be  best  for  you,  although 
investment  returns  from  those  funds 
may  vary  from  year  to  year. 


HOW  DO  YOU   DO   IT?  It's  easy, 
and  you  can  be  done  in  minutes. 
•  Click  on  fidelity.com/bw 

to  apply  online 
-  Call  1.800.586.0568 

Visit  one  of  our  branches 
WHY  NOW?   Even  though  our  funds 
are  always  no-load,  you  only  have  until 
April  15th  to  take  advantage  of  opening 
a  2003  no-fee  IRA. 
Do  it  today. 


ALL  FIDELITY  FUNDS 
ARE  NO-LOAD4 


Overall 

Morningstar  Rating™ 

as  of  12/31/03 


Average  annual  total  returns2 

as  of  12/31/03 

1   YEAR  5  YEAR  10  YEAR 


51.68% 
42.38% 
23.36% 
29.96% 


10.58% 
11.11% 
14.11% 
10.77% 


Fidelity  Capital  Appreciation  Fund1  •  •  *  •  * 

Among  959  Large  Growth  Funds 

Fidelity  Diversified  International  Fund1  s 

Among  357  Foreign  Large  Blend  Funds 

Fidelity  Dividend  Growth  Fund  •  •  •  * 

Among  1 103  Large  Blend  Funds 

Fidelity  Equity-Income  Fund  •  •  • 

Among  655  Large  Value  Funds 


Mutual  fund  performance  changes  over  time  and  currently  may  be  significantly  lower  than  stated.  Most  recent 
performance  and  rating  data  is  published  online  at  each  month's  end.  Periods  of  market  strength  may  not  be 
repeated.  Please  visit  Fidelity.com  or  call  Fidelity  for  current  performance  figures. 

Past  performance  is  no  guarantee  of  future  results.  The  Overall  Morningstar  Rating™  for  a  fund  is  derived  from  a 
weighted  average  of  the  performance  figures  associated  with  its  3-,  5-,  and  10-year  (if  applicable)  Morningstar 
Rating™  Metrics  as  of  12/31/03. 

Funds  that  invest  in  foreign  securities  may  involve  greater  risk,  including  political  and  economic  uncertainties  of  foreign 
countries  as  well  as  the  risk  of  currency  fluctuations. 


OPEN  A  FIDELITY 


1.800.586.0568 


Fidelity, 

INVESTMENTS    ^T 


NO-FEE*   IRA  TODAY      Fidelity.com/bw  \?m  ^J  MMWmWSmM  A  Wt 


-  I     IV      V     K=     .=>      *      IVI    fc     fW      M     Z>      ^V 

Fidelity  has  eliminated  the  $50  brokerage  account  fee  for  Traditional, 
Roth,  Rollover,  and  SEP  IRAs.  Other  fees  still  apply,  including  mutual 
und  management  fees  and  expenses,  low-balance  fees  and  short-term 
:rading  fees  on  certain  mutual  funds,  brokerage  commissions,  and  account 
:losing  fees. 

/31/03,  86  of  153  Fidelity  funds  are  4-  or  5-stars. 

urns  are  historical  and  include  change  in  share  value  and  reinvestment  of  dividends  and  capital  gains,  if  any.  Share  price,  yield  and  return 
and  you  may  have  a  gain  or  loss  when  you  sell  your  shares. 

es  and  expenses,  including  those  that  apply  to  a  continued  investment  in  the  fund,  are  described  in  the  fund's  prospectus. 

id  International  charges  a  short-term  trading  fee  of  1 .00%  for  shares  held  less  than  30  days. 

!  complete  information  on  any  fund  available  through  Fidelity,  including  charges  and  other  expenses  applicable  to  continued  investments, 
»  free  prospectus.  Please  read  it  carefully  before  you  invest  or  send  money.  TDD  Service  1.800.544.0118  for  the  deaf  or  hearing 
I  9  a.m.-9  p.m. 

Srokerage  Services,  Member  NYSE,  SIPC  364705 
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vjice  thing  about  a  wind  farm:  ail  year  it's  harvest  time. 

Mow  clean  wind  energy  is  always  in  season,  thanks  to  a  revolutionary 
3E  wind  turbine  that's  40  stories  tall,  with  blades  almost  as  wide  as  the 
vingspans  of  two  jumbo  jets.  It's  a  giant  step  in  the  direction  of  renewable 
energy.  Isn't  that  a  breath  of  fresh  air? 
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THE  AMT  IS  LURKING 

It  now  sideswipes 
3  million  taxpayers- 
and  counting.  Come 
April,  you  may  be  in  for 
a  nasty  surprise 
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TOP  GUN 

Keeping  JetBlue 
on  course 


Cover  Story 

86  The  Stealth  Tax 

The  alternative  minim 
tax— a  trap  set  by  the  I 
back  in  1969  for  a  han 
of  fat  cats— is  now  sn 
millions  of  middle-  and 
upper-income  taxpayers. 
And  because  it  brings  in 
much  money,  Washingto 
secretly  loves  it 

91  Those  'Tax-Free'  Munis:  Look  Again  u 

If  your  muni  fund  owns  AMT  bonds, 
may  have  to  pay  tax  on  some  income 

94  The  Tax  From  Hell 

Deconstructing  the  AMT 

95  Who  Ate  My  Capital  Gains? 

The  AMT  could  reach  as  high  as  23% 
the  upper  middle  class 


News:  Analysis 
&  Commentary 

32  Fiscal  Restraint?  Don't  Count  on  It 

The  President  says  he  wants  to  cut  th 
deficit  in  half.  It's  not  likely  to  happen 

35  Commentary:  Budget  Blather 

How  the  economic  truths  underlying 
the  budget  debate  are  being  ignored 

36  The  Real  Deal  on  John  Kerry 

He's  cozier  with  Big  Business  and 
lobbyists  than  his  new  image  suggests 

38  Commentary:  Dean  the  Dot-Corn 

His  rise  and  fall  was  not  unlike  an 
Internet  startup 

39  Highly  Addictive  Auto  Incentives 

Detroit  can't  kick  the  expensive  habit. 
Now  the  Japanese  are  getting  hooked 

40  Is  Wal-Mart  Going  Soft? 

It's  letting  some  suppliers  charge  it  mc 
and  easing  up  on  its  drive  to  lower  pric 

42  Commentary:  Cancer  Drugs 

Medicare  should  keep  paying  for  "off- 
label"  treatments,  no  matter  the  cost 

44  In  Business  This  Week 
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l  Health  Care:  Surgery  Tourism 

tients  worldwide  are  traveling  to 
j-spitals  in  Asia  for  affordable,  high- 
'ality  operations 

)  South  Korea:  A  Voter's  Revolution? 

eb-sawy  activists  are  out  to  topple  the 
i  guard  in  the  parliamentary  election 

I  Commentary:  Japan 

espite  government  fears,  Japan  Inc. 
n  handle  a  rising  yen 

5  International  Outlook 

iq:  Will  splits  among  the  Shiites  bring 
taos  as  the  U.S.  searches  for  the  right 
ay  to  hand  over  power? 


Economic  Analysis 

6  Economic  Viewpoint:  Becker 

liat  India's  economy  needs  to  do  to 
'.  in  China's  league 

8  Economic  Trends 

easuring  U.S.  health  care;  the  effects 
"stock  buybacks;  the  weak  dollar's 
lpact  on  productivity 

9  Business  Outlook 

.S.:  The  boost  from  surging  profits 
exico:  Solid  growth,  sluggish  reforms 
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7  Washington  Outlook 

's  only  the  primaries,  and  Big  Labor 
ready  is  losing 

0  Will  Youth  Rock  the  Vote? 

Try  both  parties  are  frantically  courting 
I-  to  24-year-olds 


Ipecial  Report 

6  Designer  Cars 

s  never  before,  having  an  eye-catching 
:t  of  wheels  is  vital  to  an  auto  maker's 
iccess— and  even  to  its  very  survival, 
rid  that  means  from  Munich  to  Tokyo, 
m'll  find  that  designers  are  firmly  in 
le  driver's  seat.  Who  are  these  new 
izards  of  the  drawing  board?  And 
ho's  got  the  right  stuff? 

0  Audi:  The  Italian  Behind  the  Wheel 

Dp  designer  Walter  de'Silva  is  adding  a 
Dse  of  flamboyance  to  the  carmaker's 
gnature  minimalism 
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HOT  WHEELS 

Who  says  looks  don't 
count?  From  SUVs  to 
sports  cars,  design  has 
become  the  biggest 
selling  point 
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trading  fees  paid  to  brokers 


People 

72  A  Flawed  Flight  Plan  for  JetBlue? 

CEO  David  Neeleman  can't  afford  any 
more  miscalculations.  His  low-fare  airline 
will  soon  face  more  competition  than 
Southwest  as  Delta  and  United  launch 
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Starting  today, 

information  reaches  its  full  potential. 


How  can  a  benefits  company  add  value 
to  your  business?  By  putting  information 
to  work  for  you.  Aetna  has  millions  of 
members,  hundreds  of  thousands  of 
participating  doctors  and  hospitals,  and  a 
full  range  of  benefits  which  include  not 
just  Health,  but  Dental,  Pharmacy, 
Disability,  Long-Term  Care,  and  Group 
Life  as  well.  Each  of  these,  individually, 
provides  the  high  level  of  quality  and 
service  you  demand.  But  taken  together, 
they  go  even  further. 

Aetna  Integration 

Aetna  aggregates  data  and  integrates  it 
across  our  areas  of  service  to  get  a  more 
complete  picture  of  your  company's 
overall  needs.  We  then  analyze  it  to  spot 
trends,  best  practices,  and  offer  better, 
more  relevant  programs  for  your  company, 


such  as  wellness  and  preventive  programs. 
We  also  share  this  unique  knowledge 
with  you  so  you  can  make  more  informed 
choices  to  keep  your  employees  and  your 
business  healthy  and  productive,  while 
also  controlling  costs. 

Aetna  Innovation 

Our  accumulated  information  enhances 
our  ability  to  create  innovative  solutions, 
like  the  Aetna  HealthFund®  integrated 
suite  of  Health,  Dental,  Pharmacy  and 
Long-Term  Care  plans.  This  consumer- 
directed  plan,  pioneered  by  Aetna,  gives 
employees  responsibility  for  managing 
their  own  spending,  thereby  helping  you 
control  costs*  Want  more  information 
about  the  power  of  our  information? 
Call  your  broker,  Aetna  representative, 
or  visit  us  today  at  aetna.com. 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

^Hendrick's 
^0f750nil 

Most^^y 
Flavorful^ 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 

Best 
Presentation 
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A  Most  Unusual  Gin 


CucumbfrGin.com 


BusinessWeek  online 


WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.busin>ssweek.com/magazine/content/04_07/online.htm 


WAL-MAI 


Wal-Mart:  The  Behemoth 
With  Two  Faces 

Loved  for  its  low  prices,  the  retail  powerhouse  could 
become  the  object  of  scorn,  thanks  to  a  growing  list 
of  labor-relations  woes.  Is  it  the  ally  of  the  little-guy 
consumer,  or  the  enemy  of  the  little-guy  employee? 

Robbing  Peter  Jr.  to  Pay  Paul  Sr. 

Younger  workers  will  face  dwindling  benefits  and  soaring 
costs  as  governments  and  corporations  divert  funds  to 
cover  the  79  million  baby  boomers  who  will  soon  begin 
reaching  retirement  age 


Mydoom's  Most  Damaging 
Dynamic 

As  a  virus,  there  is  almost  nothing  original  about  it. 
But  its  rapid  spread  highlights  a  persistent 
weakness  of  the  Internet:  Too  many  careless 
individual  Net  users  are  still  unprotected 


"It's  Vital  that  the  UN.  Be  in  Iraq" 

Absent  since  the  bombing  of  its  Baghdad  headquarters  last  Augus 
a  group  of  U.N.  officials  is  expected  to  return  this  month.  U.N. 
Development  Programme  head  Mark  Malloch  Brown  talks  about 
the  goals  and  challenges  of  bringing  democracy  to  the  country 


Daily  Market  Insights  from 
Standard  &  Poor's 

Keep  abreast  of  the  markets  each  day  with  our 
coverage  from  S&P  analysts,  regular  market  updates, 
and  stock  picks  and  pans 


»VIDEO 

Original  streaming  video 
featuring  industry  experts  and 
BW  editors 


»TOOLS 

Your  Portfolio,  Stock  Screener, 
MBA  Search,  and  Mutual  Fund 
Scoreboards 


»BW50 

For  news  and  more  on  the 
BusinessWeek  50,  go  to 
businessweek.com/bw50/ 


Tune  in  This  Weekend  for 

I  Presidential  Campaign  Fund-Raising  I  Counterfeit  Drugs  Hit  Mainstream 
Find  program  dates  and  times  in  your  area  at  www.businessweektv.caB 
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THIS  VALENTINE'S  DAY, 

WE  ARE  REFRAINING 


I  ROM  USING  SII.I.Y  GUIMl)  K I  I  I  RI  \(  I  S, 


TRITE  LOVE  POEMS, 


AND  JOKES  ABOUT  ROSES, 


CARDS  OR  CHOCOLATE. 


YOU  MIGHT  WANT  TO  DO  II  IE  S  AMI 


A    DIAMOND    IS    I  OK  J.  VI   R 


COMPANIES  THAT  WERE 
JUST  IDEAS  YESTERDAY 
RUN  SAP 
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What  if  you're  onto  something  big,  but  aren't  big  yet?  Start  with  SAP®  solutions  for  small  and  midsize  companies. 
Solutions  designed  to  fit  any  size  business  —  and  any  size  budget.  And  because  they're  built  with  expansion  in 
mind,  they  won't  just  help  you  grow,  they  will  grow  with  you.  Visit  sap.com/ideas  or  call  800  880  1727,  because 
we  have  a  few  big  ideas  of  our  own. 


1TED  BY  IRA  SAGER 


-Martha  Stewart,  in  a  phone 

call  to  a  former  ImClone 

secretary,  per  court  testimony 


5TER  ENRON 

THICS 

ESSONSFROM 
N  EXPERT 

\  RECENT  letter  to  the  U.S. 
:urities  &  Exchange 
mmission,  Wendy  Gramm 
mes  against  a  proposed 
e  to  make  it  easier 
shareholders  to 
minate  directors, 
e  rule,  she  says, 
Is  to  weed  out 
ifficted  or 
competent 
minees. 
Gramm,  who 
airs  the  regulatory 
idies  program  at 
orge  Mason 
iversity,  speaks 
m  experience.  She 
;igned  as  an  Enron 
ector  in  2002 
er  it  became  clear  that  the 
ard  was  responsible  for 
;ning  off  on  some  of 
ron's  infamous  off- 
lance-sheet  partnerships. 


GRAMM 

From  Enron 
to  academia 


Moreover,  Enron  and 
Chairman  Kenneth  Lay  gave 
$50,000  to  George  Mason. 
Gramm's  husband,  former 
Senator  Phil  Gramm  (R-Tex.), 
received  $80,000  in  political 
contributions  from  Enron 
and  its  employees.  "It's 
hardly  appropriate  for  her  to 
be  lecturing  shareholders," 
says  William  Patterson, 

director  of  the  AFL- 
CIO's  office  of 
investment.  "Enron 
was  the  case  study 
for  conflicts  and 
disengagement." 

Gramm  wouldn't 
discuss  her  Dec.  22 
letter  but  says  Enron 
began  giving  to  the 
school  before  she 
joined  the  faculty, 
and  donations  were 
less  than  1%  of  the 
money  raised.  As 
for  her  husband, 
"Enron  supported  its  two 
home  state  senators,  which 
is  hardly  surprising."  But 
Gramm's  letter  may  raise 
eyebrows.  -Louis  Lavelle 


HE  BIG  PICTURE 

HAND  IN  THE  TILL  With  budgets  being 
nched  at  all  levels  of  government, 
ates,  counties,  and  cities  have  hiked 
lies  taxes  to  record  highs: 


D3  AVERAGE  SALES  TAXES 

:ent  increase  since  2000 


+13% 


+4% 


:  Vertex  Inc. 
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VUITTON 
GEAR 

It's  de-lovely, 
it's  delisted 


I 


OVER  THERE 


Who  Needs 
US.  Markets? 


A  U.S.  STOCK  MARKET  LISTING  was  once  de  rigueur  for  ambitious 
overseas  companies.  No  longer.  Since  2002,  Germany's 
Porsche,  Japan's  Daiwa  Securities,  and  Fuji  Photo  Film  have  all 
nixed  plans  to  list  in  the  U.S.  Aerospace  powerhouse  European 
Aeronautic  Defense  &  Space— owner  of  Airbus— had  drawn  up 
plans  to  list  in  the  U.S.  but  recently  shelved  them,  according  to 
sources  close  to  the  company.  And  French  luxury  goods  giant 
LVMH  Moet  Hennessy  Louis  Vuitton  delisted  its  NASDAQ-traded 
shares  in  late  2002.  "This  is  becoming  a  real  problem,"  says 
NASDAQ  CEO  Robert  Greifeld.  Last  year,  19  non-American 
companies  listed  in  the  U.S.,  compared  with  50  in  2000. 

What's  afoot?  The  Sarbanes-Oxley  Act  gets  some  blame 
since  it  forces  foreign  companies  to  meet  more  stringent 
reporting  rules.  And  U.S.  institutional  investors  are  more 
comfortable  with  the  euro,  so  they're  buying  shares  directly  on 
European  exchanges.  But  the  trend  may  not  last:  Analysts  say 
European  companies  will  soon  face  tougher  corporate  . 
governance  standards,  thanks  to  Parmalat  and  other  Euro- 
scandals.  But  it  could  be  a  while  before  companies  such  as 
LVMH  see  a  U.S.  listing  as  an  affordable  luxury.    -John  Rossant 
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HONCHOS 

WHO SHOULD 
TAKE THE 
HEAT  AT  CA? 

AS  THE  FEDERAL  probe  of 

Computer  Associates 
International  heats  up,  allies 
of  the  two  men  who  ran  the 
software  company  are 
pointing  the  finger  of  blame 
back  and  forth. 

Current  and  former  em- 
ployees aligned  with  former 
Chief  Executive  Charles  Wang 
say  it  was  CEO  Sanjay  Kumar 


executive  in  2000,  their 
relationship  began  to  unravel 
as  Kumar  asserted  his  inde- 
pendence, according  to  a  half- 
dozen  insiders.  BusinessWeek 
has  learned  that  in  2001 
Kumar  asked  the  board  to  put 
pressure  on  Chairman  Wang 
to  resign,  claiming  that  he 
was  interfering  with  efforts  to 
change  CA's  business  model. 
The  board  opted  to  keep 
Wang,  says  a  former  board 
member.  After  two  years  of 
increasing  awkwardness, 
Wang  resigned  in  late  2002. 
Neither  Wang  nor  Kumar 
would  comment 

The  split  flared  up  on  Jan. 
13,  when  Wang's  wife,  Nancy 
Li,  quit  a  CA  unit  she  ran  that 
sells  Web  software,  complain- 
ing to  Newsday  that  she  had 
been  treated  badly.  CA  denies 
this.  Li  could  not  be  reached 
for  comment.  In  Federal 
probes,  investigators  often  try 
to  drive  a  wedge  between 
people  under  scrutiny.  They 
don't  have  a  lot  of  work  to  do 
this  time.  -Steve  Hamm 


SECURITY  CHECK 

EMPTY  POCKETS  Sure, 

homeland  security  takes 

a  toll  on  taxpayers.  But 

who  knew  it. 

burned  a  hole 

in  travelers' 

pockets?  Last 

year,  harried 

passengers  left 

$303,9/0  in  loose 

change  at  airport 

metafdetectors 

that  U.S.  Treasury 

officials  scoop  up 

daily.  Los  Angeles  International  Airport,  the 

nation's  fourth-busiest,  raked  in  the  most- 

$16,857.65,  says  the  Transportation  Security 

Administration.  The  busiest  airport,  Atlanta  s 

Hartsfield-Jackson,  harvested  only  $4,551.54. 

Las  Vegas'  McCarran,  thanks  to  its  slot 

machines,  was  third  with  $14,709.06.  Next  time 

you  forget  your  change,  consider  it  a  donation  t 

help  pay  down  the  deficit.         -Catherine  Yai 


NO  LOVE      who  oversaw  sales 
LOST  and  accounting- 

Wang,         areas  where  the 
^^^       feds  say  misdeeds 

were  done  from 
1998  through  2000.  Support- 
ers of  Kumar,  however,  say 
Wang  had  his  hand  in  oper- 
ations until  mid-2002.  But 
they  say  connecting  Wang  to 
any  shenanigans  may  be 
difficult.  Surprisingly,  in 
Wang's  26  years  with  CA,  he 
never  used  e-mail  or  left 
voice-mail  messages.  He  pre- 
ferred direct  communications, 
says  a  former  colleague.  "The 
relationship  has  turned  so 
ugly,"  says  a  former  CA  board 
member  who  supports  Wang. 
"I  wonder  if  they'll  look  to 
Charles  [Wang]  as  a  fall  guy." 

Once,  Kumar  and  Wang 
were  fast  friends.  But  after 
Kumar  was  appointed  chief 
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A  tiny  camera  lens*  has  been  placed  above  the  rear 
license  plate  of  the  RX  330,  transmitting  a  full-color 
image  to  the  accompanying  NAV  screen  of  whatever 
lies  behind  you  as  you  back  up -be  it  a  bicycle,  a  potted 
plant  or  another  car's  bumper  A  feature  that  can  prove 
especially  valuable  when  parallel  parking.  The  backup 
camera  system  joins  Dynamic  Laser  Cruise  Control 
and  a  host  of  other  technological  wonders  as  available 
features  in  the  RX.  A  vehicle  that  is  a  natural  result 
of  our  daily  pursuit  of  perfection.   THE    RX330 


T'S    FORWARD-THINKING.    EVEN    IN    REVERSE. 


THE    PASSIONATE    PURSUIT    OF    PERFECTION 


rhe  backup  can  .  unprehensive  view  ol  the  entire  rear  area  ol  the  vehicle,  so  should  not  be  exclusively  relied  upon  to  conlirm  rearward  clearance  Vehicle  shown  with  optional 

ire  <  hildren  in  rear  seat,  obey  all  trallir  laws  and  drive  responsibly  for  more  information,  call  800  USA  LEXUS  (800-872  5398)  or  visit  us  at  lexuscom  ©2003  Lexus 
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FACE  TIME 

CORBIN 
MCNEILL 


A  PASSION 
FOR  NUCLEAR 
POWER 

You  might  say  Corbin  McNeill 
Jr.  is  a  fissionary.  A  former 
commander  in  the  U.S. 
Navy's  nuclear  fleet,  McNeill 
became  co-CEO  of  Exelon, 
the  nation's  top  atomic- 
powered  utility,  in  2000.  But 
18  months  later,  he  was  out  of 
a  job.  John  Rowe,  his  co-CEO, 
didn't  share  McNeill's  vision 
of  building  a  new  generation 
of  smaller,  less-costly  nukes. 

McNeill,  63,  hasn't  given 
up.  Today,  he  is  angling  to  win 
a  contract  under  the  revived 
energy  bill  to  build  a  $250 
million  reactor  in  Idaho  that 
would  produce  electricity  and 
hydrogen.  The  Energy  Dept. 
aims  to  choose  two  finalists 
by  yearend.  McNeill  says  his 
gas-cooled  prototype  could 
generate  power  and  nonpol- 
luting  fuel  for  cars  and  trucks 
by  2010.  He  already  has  the 
Bush  Administration  and  key 
senators  in  his  camp. 

McNeill,  who  retired  to 
Jackson,  Wyo.,  stays  busy.  He 
sits  on  Enron  Corp.'s  new 
board.  And  he  pilots  his  own 
plane.  But  nuclear  power  is 
his  passion.  "I'm  optimistic 
that  nuclear  power  will  come 
back,"  ne  says.  Spoken  like  a 
true  believer.  -Michael Arndt 


BANK  NOTES 

NO  DEPOSITS 
IN  THESE 
DOWNTOWNS 

HAS  THE  LOCAL  bank  become 
the  latest  target  of  the  not-in- 
my-backyard  crowd?  At  least 
seven  Chicago  area 
communities  are  enacting 
moratoriums  or  stringent 
restrictions  on  new  branches 
in  prime  downtown 
locations. 

The  issue  is  money,  no 
surprise.  Municipalities 
would  rather  see  choice  spots 
go  to  restaurants  or 
retailers— businesses  that, 
unlike  banks,  generate  sales 
taxes  for  their  towns. 

The  move  by  the  Chicago 
Seven  is  bad  news  for  banks: 
Half  of  the  nation's  new 
branches  to  be  built  in  the 
next  few  years— about  400— 
are  slated  for  metro  Chicago. 
The  region  is  popular 
because  the  three  biggest 
banks  doing  business  there 
have  only  30%  of  the  market, 
compared  with  60%  for  the 
top  three  in  other  big  cities. 


WILD  BLUE  YONDER 

AN  AIRLINE 
BY  ANY 
OTHER  NAME? 

UAL  EXECS  CHOSE  the  last 

syllable  of  United-"TedM— to 

name  their  new,  low-fare 
carrier.  But  flight  attendants 
can  play  the  name  game,  too. 
Last  summer  nearly  2,500 
flight  attendants  retired  early 
after  being  told  they  would 
keep  health-care  coverage 


The  say-no-to-banks  trend 
could  spread.  Affluent  Lake 
Forest,  111.,  the  first  town  to 
enact  restrictions  last 
summer,  has  received  at  least 
a  dozen  inquiries  from  other 
municipalities  around 
Chicago  and  in  Indiana.  City 
Manager  Robert  Kiely  Jr.  was 
surprised  by  all  the  interest. 
But,  he  says,  "A  lot  of 
communities  nationwide  are 
experiencing  what  we  have: 


with  premiums  as  low  as  $10 
a  month.  Now,  UAL  wants  to 
hike  premiums  up  to  500%. 
Attendants  picketed  in  nine 
cities  on  Feb.  2,  saying  they're 
being  "  manipulated,"  "jil- 
ted," and  "exploi-ted."  The 
United  Airlines'  Association 
of  Flight  Attendants  also 
plans  print  and  billboard  ads 
for  Ted's  Feb.  12  launch. 
"Ultimately,"  says  Gregory 
Davidowitch,  president  of  the 
union,  "it's  chea-ted." 

Company  wags  have  been 
even  sharper.  "Ted,"  goes  one 
jab,  is  "United  without  U  'n' 
I."  Another:  "Ted  is  the  end 
of  United."  Little  did  UAL's 
marketers  guess  that  Ted 
would  be  so  catchy. 

-Michael  Arndt 


loss  of  retail  sales  tax  dollars 
His  town  has  nine  banks  anc 
15  branches,  all  for  20,059 
people.  Meanwhile,  sales 
taxes  have  fallen  13%  over  th 
past  three  years.  A  spokes- 
woman for  the  American 
Bankers  Assn.,  Charlotte 
Birch,  says  it's  "unlikely  this 
is  a  trend  that  will  take  hold 
elsewhere."  Not  according  to 
Kiely's  phone  log. 

-Ann  Therese  Palmt 


THE  STAT 
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The  debt  burden, 
in  billions  of  dollars, 
of  the  Pension 
Benefit  Guaranty 
Corp.,  an  all-time 
high  for  the  federal 
pension  insurer. 

Data:  ;=-i.--  i~-e-:  3 grantee  Corp 
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\nd  out  more:  visit  www.amex.com/DIA  or  call  i-Soo-THE  AMEX. 


The  valentine  gift  that  tells  your 
portfolio  how  very,  very  much  you  care. 


Are  you  passionate 
about  blue  chips? 

Are  you  pining  for 
diversification? 

Then  it's  time  to  buy 
your  portfolio  Diamonds. 

Each  Diamond  (DIA) 
share  represents  all  30 
slocks  of  the  Dow  Jones 
Industrial  Average,  just  like 
a  traditional  index  fund. 
So  Diamonds  instantly  give 
any  portfolio  a  solid,  blue- 
chip  backbone.  But  unlike 
index  funds,  you  can  trade 
Diamonds  all  day  long,  just 
like  a  stock.  So  they're  the 
best  of  both  worlds  —  made 
even  better  by  tax  efficiency 
and  low  management  fees.* 

What's  not  to  love 
about  that? 

Diamonds  are  one  of 
over  IOO  exchange  traded 
funds  listed  on  the  American 
Stock  Exchange .   Ask  your 
advisor  for  details.  Or  visit 
www.amex.com/DIA. 
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Diamonds  are  subject  to  risks  similar  to  those  of  stocks.  Investment  returns  will  fluctuate  and  are  subject  to  market  volatility, 
so  that  an  investor's  shares,  when  redeemed  or  sold,  may  be  worth  more  or  less  than  their  original  cost.  Past  performance  is  no 
guarantee  of  future  results. 

Dow  Jones  Industrial  Average,*'  The  Dow*  and  Diamonds    are  trademarks  of  Dow  Jones  &  Company.  Inc..  and  have  been  licensed  for 
PDR  Services  LLC  and  the  American  Stock  Lxchange  LLC.  pursuant  to  a  License  Agreement  with  Dow  [ones.  Diamonds  are  not  sponsored, 
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What  about  the  problem 
of  people  who  can't  stay 
awake  during  the  day? 
Countless  millions...die  a 
thousand  deaths  each  day" 


LEONARD  STERN 
HAS  HIS  SAY 

RE  "DYNASTY  IN  DISTRESS"  (Cover  Story, 
Feb.  9):  We  are  a  close  family,  and  my 
sons  and  I  are  deeply  disturbed  by  your 
very  biased  and  flawed  article,  replete 
with  numerous  mistakes  that  were  never 
even  fact-checked. 

My  son  Edward  continues  to  success- 
fully manage  the  financial  assets  of  the 
Hartz  Group,  and  I  continue  to  have  enor- 
mous respect  for  his  skills  and  integrity. 

And  far  from  being  angry  with  my  son 
Emanuel  for  his  management  of  our  real 
estate  portfolio,  I  am  proud  of  his  many 
accomplishments.  Hartz  under  Eman- 
uel's leadership  did  not  elect  to  partici- 
pate in  the  Xanadu  Meadowlands  proj- 
ect because  we  judged  it  as:  a) 
excessively  risky,  and  b)  a  bad  deal  for 
the  Meadowlands  region,  in  which  we 
are  major  land  owners.  Emanuel  has 
correctly  turned  down  numerous  offers 
to  partner  in  the  Mills-Mack-Cali  project 
with  my  full  support. 

-Leonard  Stern 

Chairman  and  CEO 

Hartz  Mountain  Industries 

New  York 

EDITOR'S  NOTE:  The  company  says  Mr. 


Stern  is  5  feet  8  inches  tall,  not  5  feet 
inches.  Son  Edward  got  married  in  19S 
not  1989.  BusinessWeek  is  unaware  of  ai 
other  factual  errors. 

INSOMNIA:  FRUSTRATIONS, 
MISCONCEPTIONS,  AND  SOLUTION! 

MANY  HEALTHY,  productive  peop 
need  only  three  to  five  hours  of  sleep 
night.  Why  do  they  need  so  little,  while 
need  eight  hours?  ("I  can't  sleep,"  Cov< 
Story,  Jan.  26).  The  first  thing  insomn 
acs  should  try  is  sleeping  less.  The  dei 
perate  Ron  Hansen  may  need  only  on 
or  two  hours  of  sleep  a  night.  To  be  sur 
many  people  don't  sleep  enough  an 
suffer.  But  there  are  also  those  who  try  t 
sleep  too  much  and  also  suffer.  Tr. 
added  waking  hours  for  them  can  be 
great  gift. 

-Robert  W.  Wilso 
NewYor 

WHAT  ABOUT  THE  problem  of  peopl 
who  can't  stay  awake  during  the  day 
Countless  millions,  especially  such  "sil 
down"  workers  as  truck  drivers  and  mos 
white-collar  personnel,  die  a  thousani 
deaths  each  day.  During  my  teaching  ca 
reer,  a  private  office  enabled  me  to  catch 
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WANTS  TO  SEE  HIS  COMPANY  IN  THE  S&P  500 


WANTS  TO  SWIM  THE  ENGLISH  CHANNEL. 
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We  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a  proven 
record  of  success.  Friedman  Billings  Ramsey  ranks  #1  among  all  major  investment  banks  for  the  1,3  and 
5  year  periods  ending  12/31/03  for  the  aftermarket  performance  of  our  lead-managed  equity  underwritingsr 
There's  only  one  thing  that  should  come  between  you  and  your  goals -us.  For  more  information,  visit  fbr.com. 


FBR 

Friedman  Billings  Ramsey 

CAPITAL  FOR 
YOUR  CONQUEST 


"Source  is  CommScan  LLC  Relates  to  all  public  US  equity  transactions  (IPOs  and  secondanes/follow-ons,  excluding  closed-end  funds)  and  all  industries  Transactions  and  performance  priced  thru  12/31/03  Non-weightea  average 

aftermarket  performance.  Ranked  among  lead  managing  underwriters  of  more  than  10  transactions  for  the  1  year  period,  and  more  than  30  transactions  for  the  3  and  5  year  penods.  S&P  500  is  the  trademark  or  registered  trademark  of 
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wink  after  eating  my  brown-bag  lunch 
each  day.  But  few  are  that  fortunate. 

-Mack  A.  Moore 
Atlanta 

MANY  PEOPLE  WHO  THINK  they  are 
suffering  from  insomnia  may  simply 
have  unrecognized  food  sensitivities. 
Three  additives  that  keep  me  awake  at 
night:  MSG,  the  sulfides  in  some  wines, 
and  caffeine. 

-Chad  Littleton 
Crownsville,  Md 

SLEEP  APNEA,  one  of  the  most  prevalent 
sleep  disorders,  affects  1  in  20  people  in 
the  U.S.  and  more  than  1  in  10  shift 
workers.  The  sufferer  has  frequent 
awakenings,  resulting  in  highly  disrupt- 
ed sleep  and  chronic  exhaustion  during 
waking  hours.  Drivers  who  have  sleep 
apnea  are  more  than  twice  as  likely  to 
have  a  vehicle  accident,  are  at  a  greater 
risk  of  various  cardiovascular  and  other 
health  problems,  and  will  suffer  from  in- 
creased absenteeism  and  productivity 
losses.  Unfortunately,  many  sleep  apnea 
sufferers  do  not  recognize  their  symp- 
toms as  anything  more  than  heavy  snor- 
ing, and  95%  of  those  at  risk  either  do 


CORRECTIONS  &  CLARIFICATIONS 

The  table  "The  dollar's  uneven  dive" 
accompanying  "Why  Europe  may  be  forced 
to  drive  the  euro  down"  (International 
Business,  Jan.  26),  incorrectly  depicted  the 
dollar's  decline  since  Oct.  25, 2000.  The 
correct  figures  should  have  been  -34.59% 
vs.  the  euro,  -1.9%  vs.  the  yen,  and  -21.87% 
vs.  the  pound. 


not  seek  medical  help  or  are  misdiag- 
nosed. Treatment  rarely  includes  drugs. 

-Alex  Kerin 
Lexington,  Mass. 

PEDIATRIC  INSOMNIA— chronic  in- 
somnia in  children— is  a  huge  problem. 
Kids  can  be  irritable  and  lethargic  due  to 
lack  of  sleep.  It  may  be  possible  that  ado- 
lescent depression  (all  too  common 
these  days)  can  be  a  result  of  lack  of 
sleep.  Kids  are  under  a  lot  of  pressure. 
They  aren't  as  good  at  processing  fears 
of  terrorism,  war,  crime,  etc.  I  would  love 
to  read  more  about  our  nation's  children 
and  their  insomnia. 

-Abbe  Patterson 
Emerald  Hills,  Calif. 


DON'T  SHORTCHANGE 
LONG-TERM  SHAREHOLDERS 

RE  "SO  THAT'S  WHY  BOARDS  are  i 
up"  (Management,  Jan.  19):  The  Se 
ties  &  Exchange  Commission's  propos 
proxy-access  rule  regarding  opposit 
board  candidates  would  apply  to 
substantial  long-term  shareholders  o^ 
ing  a  combined  5%  of  shares  outstanc 
This  discriminates  against  small 
term  shareholders  who  have  held  stc 
for  10,  20, 30,  or  more  years.  Under  i 
rent  regulations,  all  shareholders  holdij 
stock  worth  a  minimum  of  $2,000 
give  resolutions,  providing  they  ha 
held  the  stock  for  at  least  one  year 
meet  other  qualifications. 

-Evelyn  Y. . 

Washington  D^ 
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►      HOLD      UP     TO      MIRROR.     ANSWER     HONESTLY.    ^ 
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Soul  searching.  It  starts  with  a  lingering  question.  And  an  answer  ybu  may  not  like.  But  the  power -to -change  the 
outcome  is  in  your  hands.  Wharton  Executive  Education's  programs  offer  a  breadth  and  depth  of  knowledge,, 
giving  you  the  ability  to  approach  each  new  challenge— and  question— with  confidence.  The  right  answers  can 
change  the  world.  Will  you? 


UPCOMING     EXECUTIVE     EDUCATION     PROGRAMS 


_ 


The  Leadership  Journey:  Creating 
and  Developing  Your  Leadership 

18  -13,  2004 
October  3  -  8,  2004 

Strategic  Thinking  and  Management 
for  Competitive  Advantage 

004 
August  2-6,  2004  (San  Francisco) 


Implementing  Strategy 

April  25  -  30,  2004 
September  19  -  24,  2004 

Leading  in  Times  of 
Turbulence  and  Change 

May  23  -  28,  2004 
December  5  -  10,  2004 


Wharton 

University  of  Pennsylvania 

Aresty  Institute  of  Executive  Education 


215.898.1776  ext.  4005  or  800.255.3932  ext.  4005 
http://execed.wharton.upenn.edu/4005 
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TO  WIN,  YOUR  ARCHITECT 

HAS  TO  IMPRESS  ONE  JUDGE 

MORE  THAN  ANY  OTHER. 


YOU. 
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The  2004  BusinessWeek/Architectural  Record  Awards 


A  successful  project  is  one  where  good 
design  and  measurable  results  come  together. 
The  BusinessWeek/ Architectural  Record 
Awards,  sponsored  by  The  American  Institute 
of  Architects,  honor  the  achievement  of 
important  objectives  through  good  design  and  exceptional 
collaboration  between  the  architect  and  client. 

To  us,  business  is  not  limited  to  an  office  building. 
The  Awards  are  open  to  any  project  that  has  proven  to 
help  an  organization  achieve  its  goals.  Past  recipients 
include  libraries,  bridges,  schools,  and  a  hospital  as  well 
as  corporate  facilities  and  retail  operations. 


BusinessWeek 

ARCHITECTURAL 

RECORD 


Projects  are  evaluated  by  a  jury  of 
distinguished  architects,  design  professionals, 
and  business  leaders.  Award  recipients  are 
prominently  featured  in  BusinessWeek 
and  Architectural  Record,   collectively 

read  by  more  than  five  million  of  the  most  influential 

people  in  business  and  design. 

You  worked  together.  Now  win  together.  For  more 

information   email   BWARawards@aia.org,   or   call 

(888)242-4240  or  (202)626-7524  outside  the  U.S. 

Register  by  March  19,  2004.    Submissions  must  be 

postmarked  by  April  16,  2004. 


THE  AMERICAN  INSTITUTE  OF  ARCHITECTS 


©  2004,  Thf  American  Institute  of  Architects 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


The  Best  for  Broadband! 
AOL  vs.  MSN 


Are  America  Online  and  Microsoft's  MSN  relevant  in  the  broadband 
era?  The  two  online  services'  latest  packages,  AOL  9.0  for  Broadband 
and  MSN  9,  try  to  make  a  case  but  manage  no  more  than  partial  success. 
AOL's  broadband  offering  is  the  richer  and  better  integrated  of  the 
two,  but  I'm  left  wondering  if  either  is  worth  the  expense. 


For  AOL,  the  online  division  of  Time 
Warner,  finding  a  winning  broadband 
formula  is  a  matter  of  survival.  The  bulk 
of  its  revenues  still  comes  from  24 
million  dial-up  subscribers,  but  that 
total  fell  by  more  than  2  million  in 
2003.  Since  AOL  does  not  offer  a 
broadband  service  of  its  own,  it  must 
persuade  customers  who  are  already 
spending  $30  a  month  or  more  for  a 
speedy  link  to  fork  over  an  extra 
$14.95  a  month  for  AOL  service. 

AOL's  selling  points  boil  down  to  two 
things:  security  and  content.  The 
service  includes  antivirus  and  firewall 
software,  e-mail  spam  filters,  and  a  pop-up  blocker  for  the 
browser,  on  top  of  AOL's  longstanding— and  excellent- 
parental  controls.  The  problem  is  that  similar  features  are 
offered  by  many  large  Internet  service  providers,  such  as 
Earthlink,  as  well  as  cable  and  DSL  providers. 

AOL'S  PITCH  IS  THAT  THE  MONTHLY  FEES  for  premium  services 
would  cost  many  times  the  price  of  membership.  For 
example,  CNN  charges  $4.95  a  month  for  its  premium 
NewsPass  video  service— AOL  includes  it  in  the  monthly  fee. 
But  this  is  only  a  good  deal  if  the  AOL  content  you  want  adds 
up  to  more  than  $14.95  a  month. 

The  most  impressive  piece  of  AOL's  content  is  music, 
though  if  s  no  bargain.  The  subscription  includes 
Radio  @ AOL's  more  than  175  mostly  commercial-free 
channels,  but  the  same  content,  albeit  in  less  easy-to-use 
form,  is  available  to  everyone  at  www.netscape.com. 
MusicNet  offers  streaming  and  downloads  starting  at  $3.95  a 
month  extra.  And  AOL  9.0  offers  99$  songs  from  a  built-in 
version  of  Apple's  iTunes  Music  Store. 

There  are  lots  of  other  new  or  improved  features,  including 
greater  customization  of  the  appearance  and  content  of 
pages.  But  the  bottom  line  is  that  AOL  remains  what  it  always 
has  been:  the  Internet  equivalent  of  a  quality  package  tour.  It 
costs  a  bit  more,  and  ifs  a  bit  bland,  but  it's  safe,  convenient, 
and  won't  hit  you  with  nasty  surprises. 


Neither  is  a 
compelling 
add-on  to  a 
fast  hookup, 
but  the  edge 
goes  to  AOL 


The  newest  MSN  is,  at  best,  puzzling 
MSN  Premium,  as  the  $9.95-a-month 
i^  broadband  offering  is  called,  is  one  of  a 
//  confusing  assortment  of  services  offere 
by  Microsoft's  MSN  Div.  Ifs  often  hard 
figure  out  what  is  free,  what  is  included 
in  Premium,  and  what  will  cost  extra. 

At  its  core,  MSN  Premium  is  a 
bundle  of  software  programs  and  Wet 
services.  It  wraps  the  Internet  Explore 
browser  and  Outlook  Express  mail 
program  into  a  neat  package  and  add; 
photo  editing  and  sharing,  Microsoft 
Money  (including  bill-paying),  and 
reference  services  (including  the 
Microsoft  Encarta  encyclopedia)  \ 
MSN  subscribers  also  get  free 
downloads  of  McAfee  Virus  Scan 
and  Personal  Firewall  software 
(though  downloading  the 
software  required  turning  off 
MSN's  pop-up  blocker). 

Most  of  the  content  available 
under  the  MSN  banner  is  either 
free  to  anyone  (such  as  video  from 
MSNBC)  or  an  extra  charge  even  ti 
subscribers.  Music  is  a  weak  point 
Microsoft's  download  service  is 
still  on  the  drawing  board.  Most  of  the  radio  channels  require 
a  $30-a-year  Radio  Plus  subscription,  and  the  relatively  few 
free  stations  nag  you  to  upgrade.  MSN  also  tries  to  sell  you 
extra  storage  for  e-mail  and  for  photos. 

The  biggest  selling  point  AOL  and  MSN  have  is  probably  the 
desire  of  broadband  customers  to  keep  their  e-mail  addresses. 
But  if  you  have  or  are  considering  broadband  and  want  an  all- 
in-one  package  to  tame  the  Net,  AOL  is  probably  the  best  bet  I 
E-mail:  techandyou@businessweek.coji 


{nsinessWcek  (inline 


For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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iS  FIELD  FORCE  AUTOMATION 


Extend  Your  Reach 

Sybase  M-Business  Anywhere    lets 
you  mobilize  the  apps  you  already 
have  so  you  can  reap  more  value  from 
your  current  technology  investments. 


For  real-time  transactions,  nothing 
is  better  or  more  secure  than  Sybase 
SQL  Anywhere,  the  world's  leading 
mobile  data  management  and 
synchronization  solution. 


A 


Data  Ready  To  Go 

Sybase  Data  Management  solutions 
deliver  the  data  agility  that  makes 
field  force  automation  possible.  Real 
results.  Real  ROI.  Real  fast. 


^^ 
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Discover  how  Britannia  Airways 

saved  over  one  million  dollars 

and  improved  staff  management 

processes  with  Sybase,  the 

world's  number  one  providei 

of  mobile  middlewai  c' 

Sybase 

The  Enterprise.  Unwired. 


For  our  Britannia  Airways  case  study  visit: 

www.  Sybase.  com/ff 


'Source:  IDC  Worldwide  Mobile  Middleware  Competitive  Analysis.  2063: 
Forecast  for  2003-2007.  IDC  #29500.  Jut  2 
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Books 


When  the  Market  Went  Mad 


ORIGINS  OF  THE  CRASH  The  Great  Bubble  and  Its  Undoing 

By  Roger  Lowenstein;  Penguin  Press;  270pp;  $24.95 


Think  back  on  the  stock  market  bubble 
of  the  1990s.  If  for  even  a  moment  you 
then  believed  that  most  Internet  stocks 
were  sound  investments  and  the  analysts 
who  pushed  them  were  above-board— or 
that  most  companies  practiced  honest 
accounting,  or  that  most  CEOs  deserved 
their  fat  paychecks— here  is  a  book  that 

will  call  into  question  your  very  sanity.  Origins  of  the  Crash: 
The  Great  Bubble  and  Its  Undoing  by  former  Wall  Street 
Journal  reporter  Roger  Lowenstein  masterfully  dissects  the 
late-1990s  stock  boom  and  how  it  came  to  be. 

Like  a  deft  chemist  in  a  laboratory,  Lowenstein 
explores  each  component  fueling  the  bubble.  He 
then  synthesizes  them  to  show  how,  together, 
they  became  a  lethal  combination  resulting  in  the 
biggest  stock  market  crash  since  the  Great 
Depression.  This  is  far  from  a  fresh  story- 
accounts  of  the  tech  bust  and  ensuing  corporate 
scandals  are  fast  proliferating— and  there  are 
times  when  Lowenstein's  writing  is  less  than 
zippy.  But  because  of  the  author's  sharp 
historical  analysis  and  clarity  in  the  face  of 
complexity,  Origins  of  the  Crash  will  stand  as  a 
crucial  account  of  an  era  of  excess  and  folly. 

Much  of  Lowenstein's  best  stuff  is  pre-bubble 
He  begins  in  the  1970s,  when  there  was  a  clear 
"distance  between  the  [stock]  market  and 
people's  ordinary  lives."  He  then  documents  a  gradual  but 
momentous  shift  toward  stock  ownership  that  began  in  the 
1980s.  As  sluggish  U.S.  companies  struggled  with  competition 
from  Japan,  leveraged  buyout  firms  targeted  the  weak.  To 
defend  themselves,  CEOs  saw  that  they  had  to  prop  up 
companies'  stocks.  By  the  early  '90s,  many  execs  had  begun  to 
focus  more  on  the  price  of  shares  rather  than  on  day-to-day 
business.  Motivated  by  executives'  pledges  to  boost 
"shareholder  value"  and  by  the  emergence  of  mutual  funds 
and  401(k)  plans,  ordinary  investors  also  became  infatuated 
with  the  market,  which  obliged  by  climbing  ever  upward. 
Meanwhile,  lush  pay  packages— and,  of  course,  stock 
options— became  the  door  prizes  for  CEOs  who  performed  the 
necessary  alchemy  on  their  shares.  All  too  often,  that  meant 
cooking  the  books,  sometimes  on  the  advice  of  complicit 
outside  accountants. 

By  the  mid-'90s,  about  half  of  Americans  were  invested  in 
stocks,  vs.  only  one-fifth  in  the  1960s.  But  it  wasn't  until  the 
advent  of  the  Internet,  which  spawned  "a  combination  of 
childlike  euphoria  and  not  so  innocent  greed,"  that  investor 
delirium  appeared.  Cries  for  reform  were  ignored.  And,  as 
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Lowenstein  writes:  "The  magical  rise  of...  profitless 
companies  distorted  the  scales  of  traditional  business,  now 
derisively  referred  to  as  the  old  economy."  He  documents  ho 
investment  bankers,  entrepreneurs,  and  venture  capitalists- 
Frank  Quattrone,  Jeff  Bezos,  and  John  Doerr  to  name  just 
three— wielded  unprecedented  influence  over  both 
inexperienced  and  sophisticated  investors.  "By  the  late  1990 
America  had  become  more  sensitive  to  markets,  more  ruled 
by  markets,  than  any  country  on  earth,"  he  writes. 

Along  the  way,  the  author  tosses  some  darts  at  media  thai 
celebrated  the  market,  and  he  rightfully  tars  certain  stock 
analysts.  Morgan  Stanley's  Mary  Meeker,  he  says,  had 
become  "remarkably  cavalier,"  prone  to  dissing  the  little 
matter  of  profitability.  In  a  report  on  Amazon.com  Inc.,  she 
wrote:  "We  have  one  general  response  to  the  word  Valuatioi 
these  days:  'Bull  market.'" 

Lowenstein  has  demonstrated  great  prowe« 
as  a  writer.  His  When  Genius  Failed  (2000)  wa 
a  riveting  account  of  the  downfall  of  hedge 
fund  Long-Term  Capital  Management.  In 
Buffett:  The  Making  of  an  American  Capitalist 
(1995),  he  put  a  human  face  on  the  legendary 
investor.  Both  volumes  offered  copious  detail, 
fresh  information,  and  original  perspectives. 

Can  the  same  be  said  for  Origins  of  the  Crash. 
which  treats  many  subjects  that  have  been 
amply  covered?  Some  of  Lowenstein's 
recounting  of  the  Enron  Corp.  saga  is  riveting- 
including  an  examination  of  Jeff  Skilling's 
"haughty  arrogance."  But  other  parts,  including 
his  renderings  of  Salomon  Smith  Barney's  Jack 
Grubman  and  the  WorldCom 
mess,  and  much  of  his  post- 
bubble  material,  seem  familiar. 

But  Lowenstein  compensates 
with  good  bottom-line  analysis, 
sometimes  flecked  with 
sarcasm.  When  writing  about 
the  doomed  CMGI/USA 
Networks  merger,  for  instance, 
he  quips:  "Why  would  an 
^^^^^^^^  Internet  company  want  to 

merge  with  somebody  that  sold 
kitchen  appliances  or  costume  jewelry  over  the  telephone? 
Why  cash  out  an  Internet  dream  for  mere  profits?" 

Moreover,  reading  Origins  of  the  Crash  seems  akin  to 
taking  a  class  with  a  favorite  history  professor.  Lowenstein  is 
the  right  man  for  a  refresher  course  on  how  executives  came 
to  be  obscenely  overpaid  and  on  the  woes  facing  regulators 
during  the  bubble.  This  book  has  the  power  to  keep  readers 
burning  the  Itty  Bitty  book  light  until  the  wee  hours— and 
the  account  will  only  seem  fresher  with  time.  ■ 

-By  Marcia  Vickers 
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e-file  instead  and  get  receipt  confirmation 
in  48  hours,  security  and  your  refund  in 
half  the  time.  Uisit  aboutefile.com  or  tell 
your  ta«  preparer  to  e-file  for  you.  find 
this  tax  season,  join  the  53  million  people 
ujho  can't  go  wrong. 


aboutefile.com 


consider  it  done. 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


What  India  Can  Do  To 
Catch  Up  With  China 


Many  are  predicting  that  China  will  be  the  dominant  economic  force  in 
the  20th  century,  at  least  in  Asia,  but  I  would  not  sell  India  short.  That 
giant  nation  began  to  turn  around  its  economy  a  little  more  than  a 
decade  ago— and  with  further  free-market  reforms,  it  can  give  China  a 
run  for  being  the  most  dynamic  big  developing  country. 


India  became  a  vibrant  democracy  after  independence 
from  Britain  in  1947,  despite  15  major  languages  and  sharp 
conflicts  among  castes  and  religious  and  ethnic  groups.  But 
its  economy  grew  slowly  for  four  decades,  and  it  played  a 
minor  role  in  the  world  economy. 

India's  economic  policies  were  influenced  by  leaders  such 
as  Jawaharlal  Nehru,  its  first  Prime  Minister,  who  admired 
both  democratic  socialism  and  central  planning.  This  led  to  a 
highly  regulated  economy  with  sharp  controls  over  private 
investment  by  Indian  companies,  many  license  requirements 
for  even  the  smallest  economic  steps,  high  tariffs  and  other 
import  barriers,  and  little  interest  in  exports.  Foreign  direct 
investment  was  negligible,  while  government- owned 
enterprises  proliferated.  As  a  result,  Indian  per  capita  income 
grew  at  only  a  little  over  1%  per  year  until  the  mid-1980s. 

TWO  DEVELOPMENTS  CREATED  a  much  more  favorable  climate 
for  radical  economic  reform.  In  1991,  a  balance-of-payments 
and  fiscal  crisis  erupted.  And  India  became  concerned  about 
the  economic  success  of  its  giant  neighbor  and  rival,  China. 
That  country's  per  capita  income  began  to  exceed  India's, 
even  though  40  years  earlier  India's  was  above  that  of  China. 
India  had  avoided  the  economic  disasters  of  the  Great  Leap 
Forward  and  the  Cultural  Revolution.  But  once  China 
changed  policies,  abandoning  collective  farming  in  1978  in 
favor  of  private  plots  and  opening  the  economy  to  foreign 
investment,  its  growth  accelerated  rapidly. 

In  1991  the  Indian  government,  still  controlled  by  Nehru's 
socialist  Congress  Party,  changed  direction  under  the 
leadership  of  a  bold  finance  minister,  Manmohan  Singh,  and 
began  to  dismantle  the  old  system.  India  moved  toward  a 
market- oriented  economy  by  allowing  private  Indian 
companies  to  enter  most  industries  without  prior  government 
approval,  eased  the  high  tariffs  and  quotas  that  kept  out 
foreign  goods,  and  loosened  the  tight  curbs  on  direct  foreign 
investment.  The  result  was  an  acceleration  of  gross  domestic 
product  growth  to  about  6%  a  year  since  1991,  among  the 
fastest  of  any  nation,  but  considerably  lower  than  China's  8% 
to  10%  pace.  The  present  government,  under  the  leadership  of 
the  Hindu  nationalist  Bharatiya  Janata  Party,  extended  these 
reforms  by  privatizing  several  major  government  companies 
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in  India  is 
far  below 
China's 


and  reducing  tariff  barriers  further.  Taking  advantage  of 
India's  excellent  system  of  engineering  and  scientific  schools 
and  its  tradition  of  using  English  in  business  and  in  much  ol 
higher  education,  U.S.  companies  began  outsourcing  jobs  to 
the  country,  including  software,  back-office  clerical  tasks, 
pharmaceutical  testing,  and  other  white-collar  jobs.  This  is 
making  India  into  a  global  high-tech  powerhouse. 

Still,  India  cannot  eliminate  its  dreadful  poverty  simply  b\ 
developing  its  high-tech  sectors,  since  the  vast  majority  of 
Indians  has  no  more  than  six  to  eight  years  of  schooling. 
India  must  emulate  China  by  taking  advantage  of  its  cheap, 
hard-working,  and  low-skilled  workers  to  compete  better  in 
world  markets  in  labor-intensive  products  such  as  textiles  an 

electronic  goods.  This  requires 
simplifying  the  time-consuming 
procedures  still  needed  to  build 
plants  and  start  businesses.  Direct 
foreign  investment  in  India  is  far 
below  China's,  so  India  must  make 
it  easier  for  foreign  companies  to 
operate  there. 

To  compete  effectively  in  world 
markets,  India  needs  to  expand  its 
secondary  school  education.  It  also 
has  to  vastly  improve  its  health 
services.  There  is  abundant 
evidence  that  returns  on  such 
investments  in  India's  human  capital  would  be  high. 

During  a  recent  trip  to  India,  I  found  little  interest  in 
returning  to  the  old  system  and  a  yearning  among  younger 
persons  for  further  reforms  to  propel  India  forward  faster. 
There's  growing  confidence  in  the  country  that  with  the  right 
economic  and  human  capital  policies,  this  complicated 
democracy  can  lift  the  terrible  burden  of  poverty  and  disease 
from  its  masses.  Indians  have  been  highly  successful  business 
people  and  professionals  all  over  the  globe.  The  path  of 
reform  chosen  in  1991  may  mean  that  talented  Indians  no 
longer  have  to  go  abroad  to  find  economic  success.  ■ 

Gary  S.  Becker,  the  1992  Nobel  laureate,  teaches  at  the  Univer- 
sity of  Chicago  and  is  a  Fellow  of  the  Hoover  Institution. 


Introducing  the  lowest 
international  wireless 
calling  rates.  Ever. 


UK 

FR 

GER 

JAP 

MEX 

60 

It 

70 

70 

90 

Call  over  30 countries  across  Europe,  Latin  America  and  Asia 
with  the  lowest  international  rates  in  the  industry. 

Calling  around  the  world  is  affordable  and  easy  with  Enhanced 
Discounted  International  Dialing.  Just  add  it  to  any  qualified 
AT&T  Wireless  calling  plan  for  an  additional  $3.99  a  month  and 
you  can  call  to  over  30  countries  at  international  calling  rates 
lower  than  any  national  wireless  carrier.  Plus  you  get  great  low 

rates  to  many  other  countries.  International  text  messaging  is  also  available  in  select  countries.  Whether 

you  call  near  or  far,  an  AT&T  Wireless  phone  is  the  only  phone  you'll  ever  need. 

Switch  to  AT&T  Wireless  today  and  get  more  minutes. 

Sign  up  now  for  the  AT&T  Wireless  $39.99  National  Plan  and  get  550  Anytime  minutes,  unlimited  night 
&  weekend  minutes  and  nationwide  long  distance  included. 

All  from  your  applicable  service  area.  See  below  for  activation  fee  and  other  monthly  charges  and  terms. 


Rates  apply  only  when  calling  from  the  AT&T  Wireless 
network.  Airtime  or  roaming  charges  and  surcharge  for 
calls  to  wireless  phones  may  apply. 


reach  out 

on  the  wireless  service  America  trusts" 


AT&T  Wireless 


1  866  reachout  attwireless.com 


004  AT&T  Wireless.  All  Rights  Reserved.  An  additional  monthly  $1.75  Regulatory  Programs  Fee  will  be  added  to  your  bill  for  each  line  of  service  to  help  fund  AT&T  Wireless  compliance  with  various  government- 
idated  programs  which  may  not  yet  be  available  to  subscribers. This  is  not  a  tax  or  a  government-required  charge.  Requires  new  activation  on  qualified  plan,  credit  approval,  $36  activation  fee.  minimum  one-year 
sement  compatible  device  and  S 1 75  cancellation  fee  per  line.  Not  available  for  purchase  or  use  in  all  areas.  Number  portability  not  available  in  all  areas.  Usage  is  rounded  up  to  next  full  minute.  Unused  monthly 
wances  lost  Availability  and  reliability  of  service  are  subject  to  transmission  limitations.  Different  rates  apply  when  outside  applicable  Service  Area.  Roaming,  additional  minute,  and  long  distance  charges  apply.  Various 
ss.  surcharges,  fees  and  other  assessments  (e.g.,  universal  connectivity  charge)  apply.  Other  restrictions  apply.  You  will  be  bound  by  the  Service  Agreement  and  printed  materials.  Night  and  Weekend  Minutes:  Only 
ilable  on  calls  placed  from  the  Service  Area.Applicable  long  distance  charges  additional.  Available  from  9  p.m.  -  5:59  a.m.  Mon  -  Fri.;  and  Fri.  9  p.m.  -  fion.  5:59  am  Nationwide  Long  Distance:  No  wireless 
g  distance  charges  apply  to  calls  placed  from  your  Service  Area  to  anywhere  in  the  50  United  States.  Standard  airtime  charges  apply.  Enhanced  Discounted  International  Dialing:  Special  credit  requirements 
I  other  charges  and  restrictions  apply  International  long  distance  rates  apply  only  when  using  the  AT&T  Wireless  network.  Airtime  or  roaming  charges  are  in  addition  to  international  calling  rates.  Calling  to 
tain  countries  is  blocked,  which  may  change  without  notice. You  may  be  charged  a  per-minute  surcharge  for  certain  international  calls  to  wireless  devices. The  international  calling  rate  will  be  combined  with  the 
charge  rate  on  your  invoice.  Available  countries,  rates  and  surcharges  are  subject  to  change.  See  attwireless.com/international  for  updated  countries,  rates  and  additional  information  about  wireless  surcharges 
«t  Messaging:  Requires  active  voice  plan  and  compatible  device. You  can  only  send  short  text  messages  from  select  geographic  areas  to  customers  on  select  wireless  carriers  in  each  country. You  will  be  billed 
all  messages  sent  from  your  device,  regardless  of  delivery. There  is  no  guarantee  of  actual  delivery  or  delivery  within  a  specific  period  of  time.  See  attwireless.com/text  for  charges  and  complete  details 


Economic  Trends 


EDITED  BY  JAMES  MEHRING 

HEALTH  CARE: 
HOW  GOOD? 

The  U.S.  system  maybe 
weaker  than  you  think 


THE  U.S.  HEALTH-CARE  system 
is  in  need  of  some  strong 
medicine.  The  Health  & 
Human  Services  DepL  said  in 
January  that  the  U.S.  devoted 
14.9%  of  real  gross  domestic  product  to 
health  care  in  2002(chart).  That  is  up 
from  14.1%  of  GDP  in  2001  and  13.3%  in 
2000.  Surprisingly,  all  that  money  doesn't 
make  Americans  healthier  than  citizens 
in  Europe  or  Japan  who  spend  far  less  on 
medical  care. 

Like  the  U.S.,  other  industrial  nations 
face  severe  cost  pressures,  but  they 
devote  far  less  of  total  public  and  private 
spending  to  health  care  than  the  U.S.  In 
dollar  terms,  Americans  spend  up  to 
100%  more  on  health  care  per  capita 
than  do  Europeans  or  the  Japanese.  The 
latest  data  through  2001  put  out  by  the 
Organization  for  Economic  Cooperation 
&  Development  showed  only  Germany 
and  Switzerland  also  allocated  over  10% 
of  GDP  to  health  expenditures. 

Worse  still,  Americans  may  not  be 
benefiting  more  from  their  hefty  health- 
care outlays.  U.S.  life  expectancy  is  a 
year  to  2  :  years  shorter  than  in 
Western  Europe  and  Canada,  and  over 
three  years 
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shorter  than 

in  Japan.  U.S. 

infant 

mortality 

is  also 

appreciably 

higher— 6.9 

deaths  per 

1,000  births  in 

2000,  vs.  4.4 

to  4.6  in  Italy, 

Germany,  and 

France,  and  3.2  in  Japan. 

Why  the  gap?  For  starters,  the  rate  of 
obesity  in  the  U.S.  is  greater  than  in  any 
other  industrialized  country.  This 
increases  the  likelihood  that  Americans 
will  face  heart  disease,  diabetes,  and 
cancer  later  on  in  life.  Second,  the  U.S. 
lags  in  childhood  immunization.  In 
addition,  the  "use  of  expensive  medical 
procedures  explain[s]  part  of  the 


differences  in  overall  health-care 
spending,"  says  the  OECD.   * 

The  health-care  divide  has  widened 
even  though  the  proportion  of  elderly 
Americans  is  still  smaller  than  that  of 
the  other  major  industrial  nations.  That 
suggests  further  bad  news  by  the  end  of 
this  decade,  when  the  first  wave  of  baby 
boomers  hits  retirement  age.  Unless 
changes  in  lifestyle  or  medical  funding 
are  made,  demands  on  U.S.  health-care 
budgets  will  be  even  greater— and 
without  any  progress  in  closing  the  gap 
between  American  health  standards  and 
those  of  other  major  nations. 

-With  Gene  Koretz  in  New  York 


WHAT'S  BEHIND 
THE  BUYBACKS 

Stock  repurchases  buoy 
prices— in  the  short  run 


WHEN  EMPLOYEE  STOCK 
option  awards  took  off  in 
the  late  1990s,  investors 
and  financial  analysts 
quickly  realized  that 
they  represented  a  big  potential  dilution 
of  companies'  per-share  earnings. 
Corporate  managers  soon  boosted  stock 
repurchase  programs  to  offset  such 
dilution— shelling  out  some  S150  billion 
for  buybacks  in  1998  alone. 

In  a  recent  study,  Daniel  A.  Bens, 
M.H.  Franco  Wong,  and  Douglas 
Skinner  of  the  University  of  Chicago 
business  school  and  Venky  Nagar  of  the 
University  of  Michigan's  business  school 
analyzed  the  link  between  stock  options 
and  buyback  decisions  at  357  Standard 
&  Poor's  500-stock-index  companies 
from  1996  to  1999.  They  found  that 
managers  weren't  simply  repurchasing 
shares  on  a  regular  basis  but  were 
adjusting  their  buyback  activities  to 
shore  up  per-share  earnings. 

Specifically  companies  increased 
repurchases— thus  lowering  the  number 
of  shares  outstanding— whenever 
earnings  growth  slackened  significantly. 
The  apparent  object  was  to  keep  per- 
share  earnings  growth  (including 
potential  shares  in  the  form  of  options) 
on  track  and  thus  bolster  stock  prices. 

The  rub:  Tactics  to  manage  earnings 
may  buoy  stock  prices  in  the  short  run, 


but  they  add  no  real  value  in  the  long 
run.  About  the  only  folks  who  might 
benefit  are  those  about  to  sell  company 
stock— including,  of  course,  managers 
planning  to  cash  in  their  options. 

-Bv  Gene  Koretz  in  New  Yo 


THE  DOLLAR'S 
DOWNSIDE 

A  sliding  greenback 
could  hurt  productivity 


THE  FALLING  U.S.  DOLLAR  IS 
viewed  as  an  economic  balm. 
U.S.  exports  become  more 
attractive,  profits  earned 
abroad  increase  when 
converted  back  into  dollars,  and  U.S. 
producers  can  capture  some  pricing 
power  as  imports  get  more  expensive. 
But  there  may  be  a  nasty  side  effect: 
reduced  productivity  growth. 

James  Paulsen,  chief  investment 
strategist  at  Wells  Capital  Management, 
looked  at  the 


THE  DOLLAR'S 
SWOON 


trade- 
weighted 
dollar  over  the 
past  30  years. 
He  noticed 
that  when  the 
dollar  has 
fallen  below  its 
long-run 
average, 
productivity 
growth  also 
slips  below  its  30-year  trend.  The  key  is 
the  link  between  the  dollar  and  import 
prices.  Foreign  companies  must  raise 
prices  to  preserve  profits.  U.S.  businesses, 
therefore,  don't  have  to  push  their 
workers  as  hard  to  stay  in  the  black. 
"Dollar  weakness,  since  it  reduces  foreign 
price  competition,  makes  productivity 
gains  less  important,"  says  Paulsen. 

Since  adjustments  to  currency  shifts 
take  time,  Paulsen  found  that  changes  in 
productivity  appeared  about  a  year  after 
the  dollar  moved.  That  means  the  trade- 
weighted  dollar's  13%  drop  over  the  past 
year  should  cause  productivity  growth  t) 
ease  in  2004  (chart).  Indeed,  Paulsen 
expects  it  will  slow  to  below  its  30-year 
average  of  1.9%,  far  below  economists' 
consensus  view  of  about  4%.  ■ 
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David  Latter,  Chairman,  Morehouse  Foods 
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The  bank  of  David 


works  well  with  family-owned  business 


opened  a  line  of  credit  for  a  new  line  of  mustards 


financed  the  commercial  mortgage  for  Morehouse's  new  headquarters 


thinks  strong  relationships  are  the  spice  of  life 
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likes  the  color  yellow  almost  as  much  as  green. 
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Focus  on  giving 
the  presentation... 
Not  on  carrying  it. 


If  you  give  presentations,  you  know  that  style 
and  substance  aren't  the  only  concerns.  The 
projector,  the  laptop,  the  notes  -  the  logistics 
of  getting  it  all  there  is  as  complicated  as  the 
presentation  itself.   But  now,  thanks  to  the 
new  SanDisk  Cruzer™  Mini,  those  days  are 
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So  whether  your  presentation's  down  the  hall 
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How  Surging  Profits 
Will  Fuel  the  Recovery 

3etter  balance  sheets  mean  capital  projects,  new  inventory,  and  new  hires 


U.S.  ECONOMY 


nee  again,  the  quarterly  profit  performance  of  U.S. 
corporations  has  exceeded  investors'  expectations.  Current  estimates 
of  earnings  growth,  measured  from  a  year  ago,  for  businesses  in  the 
Standard  &  Poor's  500-stock  index  are  running  in  the  25%  to  30% 
range.  Economists  are  projecting  a  similar  advance  in  the  Commerce 


Dept.'s  economywide  totals,  to  be  reported  in  March.  To 
oe  sure,  profit  growth  in  2004  is  destined  to  slow  from 
Jiese  heroic  rates,  if  only  because  the  comparisons  from 
the  elevated  year-earlier  levels  will  get  tougher.  However, 
don't  be  surprised  if  earnings  continue  to  come  in  above 
expectations  in  the  first  half  of  2004. 

That's  because  the  economy  is  in  the  second  leg  of  a 
recovery  in  profits  that  is  like  no  other  before  in  terms  of 
its  size,  speed,  and  the  factors  driving  it.  The  first  leg, 
which  began  after  the  earnings  recession  bottomed  out  in 
the  third  quarter  of  2001,  was  fueled  by  a  widening  in 
profit  margins,  even  in  the  absence  of  pricing  power  and 
little  in  the  way  of  sales  growth.  The  mix  of  productivity 
gains  and  layoffs  was  a  key  driver.  Plus,  the  elimination  of 
excess  production  capacity  helped  to  cut  fixed  costs,  and 
lower  interest  rates  lessened  the  cost  of  carrying  debt.  All 
this  resulted  in  a  widening  of  margins. 

In  this  second,  more  powerful  phase  of  the  profits 
recovery,  increased  demand  is  boosting  top-line  revenues. 
In  the  second  half  of  2003,  every  major  demand  category, 
both  at  home  and  abroad,  accelerated  sharply  from  its 
first-half  pace  (table).  And  thanks  to  the  previous  stage  of 
cost-cutting,  more  of  each  revenue  dollar  is  falling  to  the 
bottom  line.  Some  businesses  appear  to  be  eking  out  a 
little  more  pricing  power  (page  40),  especially  under  the 
cover  of  rising  import  prices.  But  in  general,  better 
pricing  power  will  be  the  third  leg  of  this  profits  rebound, 
which  should  be  more  evident  later  in  2004.  For  now,  the 
speedup  in  revenues  is  coming  mainly  from  companies 
simply  selling  more  units  of  their  goods  and  services. 

PROFITS  HAVE  SOARED  an  estimated  63%  from  the 
third  quarter  of  2001  to  the  end  of  last  year,  based  on 
Commerce's  measure.  The  gain  is  extremely  impressive 
given  that  it  has  occurred  in  a  period  of  falling  inflation. 
The  last  time  profits  performed  so  well  over  the  course  of 
nine  quarters  was  back  in  the  high-inflation  1970s.  A  key 
reason  this  time  around:  Although  prices  charged  by 
nonfinancial  companies  have  fallen  at  an  annual  rate  of 
0.4%,  the  labor  cost  of  producing  each  unit  of  output  has 
dropped  even  faster,  at  a  2.7%  clip.  As  a  result,  a  dollar  of 
sales  that  generated  72<t  in  profits  two  years  ago  now 
translates  into  earnings  of  more  than  12<t. 


The  focus  on  costs  went  a  long  way  to  repairing 
balance  sheets.  The  net  worth  of  corporations  is 
recovering  strongly,  and  cash  is  pouring  in  at  a  rate 
sufficient  to  pay  for  many  capital  projects,  new 
inventories,  and  new  hires,  reducing  the  need  for  extra 
borrowing.  As  a  result,  Corporate  America  is  willing  and 
able  to  contribute  more  to  economic  growth,  an 

important  factor  that  will 
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fuel  the  recovery's 
momentum  in  the  first 
half  of  2004. 

January  reports  from 
the  nation's  purchasing 
managers  show  very  high 
levels  of  activity  in  both 
the  manufacturing  and 
nonmanufacturing 
sectors.  These  soundings 
bode  well  for  another 
solid  increase  in  demand 
in  the  first  half. 
Although  fourth-quarter  real  gross  domestic  product 
growth  undershot  expectations,  coming  in  at  4%  instead 
of  the  5%  widely  projected,  the  shortfall  mainly  reflected 
a  much  smaller  increase  in  inventories  than  analysts 
expected.  Given  continued  demand  strength,  inventories 
will  supply  a  greater-than-anticipated  thrust  to  overall 
growth  in  the  first  half.  And  inventory-building  will 
translate  to  more  orders— and  revenue— for  companies. 

REVENUES  WILL  ALSO  GET  A  HAND  from  other 
sectors.  Most  important,  consumer  spending  growth  is 
set  to  speed  up  from  its  2.6%  pace  in  the  fourth  quarter, 
which  was  a  comedown  from  the  third  quarter's  6.9% 
surge.  Car  sales  should  strengthen  this  quarter,  as  dealers 
begin  a  new  round  of  sales  incentives.  Higher  tax  refunds 
resulting  from  last  year's  tax  cut  will  boost  aftertax 
incomes.  Plus,  consumer  confidence  began  the  year  with 
a  jump,  helped  by  wealth  gains  from  rising  stock  prices. 
Other  sectors  are  set  to  post  healthy  sales  gains,  too, 
especially  companies  that  export.  Reflecting  the  mix  of 
stronger  global  demand  and  the  lower,  more  competitive 
dollar,  exports  surged  19.1%  last  quarter,  the  biggest  one- 
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quarter  increase  in  seven  years.  Housing  will  not  show 
the  strong  growth  it  did  last  quarter,  but  fundamentals 
such  as  low  mortgage  rates,  a  tight  inventory  of  unsold 
homes,  good  income  growth,  and  wealth  gains  should 
keep  activity  at  a  high  level.  Finally,  businesses  are  still 
ramping  up  their  outlays  for  new  equipment,  which 
scored  another  solid  10%  advance  in  the  fourth  quarter. 

THE  PROFITS  SURGE  is  turning  out  to  be  a  boon  for 
companies,  but  it  is  also  causing  bankers  to  compete 
more  intensely  to  bring  in  new  corporate  customers.  The 
twist  for  bankers:  Businesses  are  in  the  best  financial 
shape  in  years,  making  them  attractive  customers,  but 
some  are  so  awash  in  cash  that  they  don't  need  to  borrow. 

According  to  Federal  Reserve  data,  nonfinancial 
corporations  in  the  third  quarter  of  2003  had  internally 
generated  funds  that  were  $78.7  billion  greater  than  their 
expenditures  on  plant,  equipment,  and  inventories.  That 
surplus  is  a  post-World  War  II  record  by  a  wide  margin, 
and  it  most  likely  swelled  further  in  the  fourth  quarter. 

Since  the  recession  ended,  businesses  have  shelled  out 
$77  billion  in  new  capital  spending,  while  internal  funds 
have  grown  by  $187  billion.  Thanks  to  wider  margins, 
surging  profits,  and  more  favorable  tax  treatment  for 
depreciation,  businesses  are  generating  a  record  amount 
of  cash  flow  for  each  unit  of  real  final  sales. 

No  wonder  businesses  find  themselves  with  the  upper 
hand  when  it  comes  to  bank  lending.  The  Fed's  Feb.  3 
survey  of  senior  loan  officers  showed  banks  reduced  both 
lending  standards  and  terms  for  the  first  time  since  1998. 


It  was  the  most  widespread  easing  since  1993  (chart). 
More  aggressive  competition  and  an  improving  econonj 
outlook  were  the  most  important  reasons  behind  the 
banks'  more  generous  posture. 
^  The  Fed  also  reported  that  demand  for  commercial 
and  industrial  loans,  which  are  typically  used  for  shon 

term  financing  of 


BANKS  EASE  UP  ON 
LENDING  STANDARDS 


inventories  and  other 
operations,  posted  a  ne 
strengthening  for  the 
first  time  in  nearly  four 
years.  Of  the  banks  tha1 
reported  continued 
declines  in  C&I  loan 
demand,  a  majority  sak 
it  was  due  either  to 
customers'  healthy 
level  of  internally 
generated  funds  or  to 
customers  shifting  to 
another  bank  or  to  the  credit  markets. 

The  bottom  line  about  the  bottom  line  is  this:  U.S. 
companies  will  improve  their  finances  further  in  the  first 
half  because  demand  domestically  and  overseas  will  kee 
growing.  Productivity  gains  will  slow,  but  they'll  remain 
sufficient  to  hold  the  line  on  unit  labor  costs,  keeping 
profit  margins  high.  And  later  on,  pricing  power  will 
begin  to  firm  up,  if  only  by  a  little  bit,  widening  margins 
further.  All  in  all,  don't  count  out  some  further  positive 
surprises  on  earnings  in  2004.  ■ 
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Solid  Growth,  Sluggish  Government 


AFTER  THREE  YEARS  of  sluggish  or 

no  growth,  Mexico's  economy  is  set  to 
expand  by  3%  to  3.5%  in  2004.  The 
U.S.  turnaround  will  be  crucial  to 
Mexico's  outlook,  since  the  U.S.  buys 
almost  88%  of  Mexican  exports. 

Progress  can  be  seen  in  Mexico's 
industrial  sector.  Production  began 
growing  again  in  October  and  is  now 
showing  its  best  performance  in 
nearly  four  years.  A  20%  depreciation 
of  the  peso  against  the 
U.S.  dollar  over  the 
past  two  years  has 
helped  exporters' 
competitiveness.  The 
economy  has  also 
benefited  from  lower 
interest  rates,  a  by- 
product of  the  drop  in 
inflation,  which  hit 
just  3.98%  in  2003.  In 
the  weekly  auction  on 
Feb.  2, 28-day 
treasury  bills,  or 
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CETES,  fetched  4.88%,  down  from 
almost  10%  a  year  ago. 

Falling  rates  have  bolstered 
consumer  borrowing.  While  bank 
lending  to  companies  has  withered, 
consumer  credit  has  grown  some 
30%  in  the  past  two  to  three  years, 
and  nonbank  mortgage  lending  has 
also  expanded  significantly.  Easy 
credit  has  boosted  retail,  auto,  and 
home  sales,  though  unemployment  is 
at  its  highest  rate 
since  1997 

Consumer  demand 
is  a1  so  getting  a  boost 
from  a  record  amount 
of  money  sent  home 
by  Mexicans  working 
abroad.  Last  year, 
remittances  jumped 
30%,  to  $13.3  billion, 
even  as  the  recession 
caused  foreign  direct 
investment  (FDl)  to 
fall  24%,  to  $11 
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billion.  It  was  the  first  time  ever  that 
remittances  exceeded  FDI  flows. 

The  2004  rebound  will  come  none 
too  soon  for  President  Vicente  Fox, 
who  took  office  in  2000  promising 
that  Mexico  would  enjoy  7%  annual 
growth  by  the  end  of  his  six-year 
term.  But  he  still  faces  obstacles  to 
reach  that  long-term  goal.  First,  the 
Mexican  congress  has  failed  to 
approve  badly  needed  fiscal,  labor, 
and  energy  reforms.  That  has  left  the 
federal  government  with  a  tight 
budget  and  few  resources  to  generate 
more  vigorous  growth. 

Second,  while  a  limited  package  of 
energy  reforms  may  win  approval  this 
year,  more  significant  structural 
overhauls,  which  could  add  some 
stimulus,  are  unlikely.  The  sticking 
point  is  11  key  gubernatorial  elections 
set  for  this  year.  Campaign  rhetoric, 
not  serious  reform,  will  dominate 
Mexico's  agenda  this  year.  ■ 

-By  Geri  Smith  in  Mexico  Cits 
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THE  WHITE  HOUSE 


THE  BUDGET: 

HEY  GUYS 


President  Bush  says  he  wants  to  cut 
the  deficit  in  half  by  2009.  Here's 
why  thafs  not  likely  to  happen 


UNDER  INCREASING 

pressure  from  conserva- 
tives, George  W.  Bush,  a 
man  not  known  as  a 
penny-pin cher,  is  seek- 
ing to  make  fiscal  re- 
straint a  centerpiece  of 
his  fiscal  2005  budget.  After  three  years 
of  surging  deficits,  Bush  is  sounding  like 
an  old-school  GOP  budget  hawk.  "With 
spending  restraint  and  continued  pro- 
growth  economic  policies,  we  can  cut 
the  deficit  in  half  over  the  next  five 
years,"  he  says. 

Bush's  Feb.  2  fiscal  blueprint  indeed 
proposes  to  cut  the  deficit  in  half  by  2009. 
And,  if  it  were  adopted,  it  would  effective- 
ly freeze  funding  for  one  high-profile 
chunk  of  domestic  spending  for  the  next 
five  years.  But  critics  argue  that  in  the  end, 
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as  they  say  in  Texas,  the  President  is  all  hat, 
no  cattle. 

Why?  For  starters,  the  budget  does 
nothing  to  trim  massive  spending  on  en- 
titlements, by  far  the  largest  chunk  of  fed- 
eral spending.  Instead,  to  hit  his  deficit 
target,  Bush  relies  on  a  five-year  freeze  on 
the  much  smaller  spending  that  goes  into 
hundreds  of  domestic  programs,  such  as 
law  enforcement,  environmental  protec- 
tion, housing,  and  education. 

FIVE-YEAR  PLAN 

YET  EVDN  THAT  IS  largely  illusory,  given 
that  Congress  has  never  accepted  that 
level  of  restraint.  Even  less  realistic:  The 
budget  calls  for  no  additional  funding  for 
Iraq  and  Afghanistan  after  Sept.  30,  even 
though  the  nonpartisan  Congressional 
Budget  Office  figures  reconstruction  of 


the  two  war-torn  countries  could  cost  $5 
billion  and  continued  occupation  will  co< 
at  least  an  additional  $20  billion  a  yeai 
Perhaps  most  misleading,  Bush  i 
offering  up  a  five-year  budget  rathe 
than  the  traditional  10-year  plan.  Ii 
doing  so,  he  is  hiding  the  long-tern 
costs  of  last  year's  Medicare  drug  law 
big  future  hikes  in  Pentagon  spendinj 
for  non-Iraq-related  projects,  and  th 
impact  of  his  latest  $1.3  trillion  tax-cu 
plan.  Indeed,  the  President's  latest  plai 
includes  the  $990  billion  cost  o 
making  his  '01  and  '03  tax  cut 
permanent  as  well  as  $300  billion  ii 
new  subsidies  for  saving  and  buying 
health  insurance.  But  less  than  20%,  o 
about  $200  billion,  of  the  revenue  draii 
will  take  effect  through  2009.  The  res 
will      occur      in      2010-14— meaning 
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ballooning  deficits  just  past  the  horizon 
of  the  five-year  budget  estimates. 

So  how  serious  are  Congress  and  the 
President  about  deficit  reduction?  Politi- 
cians will  come  to  blows  over  a  handful  of 
fiscal  matters  in  the  coming  months.  Pay 
special  attention  to  battles  over  two  major 
bills— one  to  build  and  repair  highways, 
airports,  and  mass  transit;  the  other  a 
long-awaited  energy  bill  aimed  at  provid- 
ing subsidies  to  domestic  pro- 
ducers with  the  stated  goal  of 
reducing  reliance  on  foreign  oil. 
And  don't  forget  the  fight  over 
Bush's  proposed  tax  cuts. 

Capitol  Hill  conservatives 
are  putting  heavy  pressure  on 
Bush  to  restrain  spending  even 
more  than  he  has  proposed. 
And,  already,  rising  deficits 
have  opened  a  major  rift  within 
the  GOP.  On  one  side,  hardlin- 
ers such  as  House  Majority 
Leader  Tom  DeLay  (R-Tex.)  see 
the  deficit  as  a  wedge  into  the 
issue  they  really  care  about— 
shrinking  the  size  of  govern- 
ment. On  the  other,  traditional 
fiscal  conservatives  such  as 
Senator  Olympia  J.  Snowe  (R- 
Me.)  favor  government  spend- 
ing for  domestic  programs  but 
worry  about  red  ink.  Then 
there  are  the  lawmakers  whose 
main  concern  is  protecting 
home-state  projects.  The  GOP 
chairmen  of  both  the  House 
and  Senate  Appropriations 
Committees  are  warning  that 
they  can't  pass  Bush's  freeze. 

With  an  election  looming, 
most  Democrats  and  many  Re- 
publicans prefer  to  avoid  chop- 
ping popular  programs.  "It's 
going  to  be  a  very  difficult 
budget  year,"  says  House  Bud- 
get Committee  Chairman  Jim 
Nussle  (R-Okla.). 

The  first  test  of  fiscal  credibility  will 
come  when  Congress  acts  on  a  massive 
six-year  transportation  bill.  House  com- 
mittees favor  spending  $375  billion.  The 
Senate  is  debating  a  $318  billion  version. 
But  the  Administration  warns  that  Bush 
will  veto  any  measure  that  costs  more 
than  $256  billion.  There  is  little  chance 
Congress  will  O.K.  less  than  $285  billion. 
So  in  any  my-way-or-the-highway  show- 
down with  Bush,  who  has  yet  to  veto  any 
spending  bills,  bet  on  the  highway  to  win. 

A  second  test  will  come  once  debate  on 
the  long-delayed  energy  bill  starts  again. 
Bush  initially  asked  for  $20  billion  in  pro- 
duction incentives.  That  has  ballooned  to 


$31  billion  as  a  result  of  added  congres- 
sional pork.  The  White  House  is  trying  to 
trim  the  measure.  But  unless  lawmakers 
scale  it  back  to  $20  billion  or  less,  it  will  be 
hard  to  claim  fiscal  disciplinev 

Then  there  are  taxes.  There's  no  chance 
Bush  will  win  approval  of  his  full  $1.3  tril- 
lion tax  package.  But  GOP  lawmakers  will 
push  to  make  permanent  a  fistful  of  mid- 
dle-class breaks  that  were  first  adopted  in 


Mopping  Up 
The  Red  Ink 

Bringing  the  deficit  under  control  will  be  tough 
Three  key  flash  points: 


HIGHWAYS  Lawmakers  are 
doing  battle  over  a  massive  highway 
bill.  President  Bush  wants  to  keep 
the  cost  under  $260  billion  over  six 
years.  Congress  wants  to  spend 
more  than  $300  billion.  Odds  are, 
the  price  tag  will  top  $280  billion. 


TAXES  Bush  wants  to  make 
permanent  tax  cuts  enacted  in  2001 
and  2003,  at  a  cost  of  $990  billion. 
He  also  wants  $300  billion  in  new 
cuts,  including  breaks  for  savers  and 
people  who  buy  health  insurance. 
Good  luck  before  the  election. 


ENERGY  Congress  has  been 
struggling  to  pass  a  $31  billion 
energy  bill.  The  White  House  insists 
that  lawmakers  scale  back  the  plan, 
which  is  loaded  with  pork  and  tax 
breaks  for  energy  producers.  It  will 
likely  be  trimmed. 


2001  but  due  to  expire  over  the  next  few 
years.  They  include  marriage-penalty  re- 
lief, an  increase  in  the  child  credit,  and  a 
temporary  fix  to  the  painful  alternative 
minimum  tax  (page  86).  But  if  Congress  is 
serious  about  deficit  reduction,  it  will  have 
to  ditch  much  of  the  tax  package 

NICKELS  AND  DIMES? 

ALREADY,  LEGISLATORS  are  looking  at  fi- 
nessing the  Bush  budget.  One  strategy:  de- 
lay key  spending  votes  until  after  the  elec- 
tions. Another  idea  is  to  grant  Bush's  total 
$800  billion-plus  spending  request  for  all 
nonentitlement  programs  but  shift  funds 
from  defense  to  domestic  priorities.  Con- 
gress would  still  give  Bush  the  money  he 


wants  for  the  Pentagon— but  in  a  later  su 
plemental  bill  of  about  $50  billion.  In 
yearend  confusion,  the  President  could 
credit  for  holding  down  spending,  whil 
getting  all  the  money  he  wants  for  defense 
But  even  if  such  a  strategy  succeeds  i 
holding  spending  down  in  2005,  it  is  un 
likely  to  have  much  impact  on  long-terr 
deficits.  That's  because  the  programs  th 
President  wants  to  freeze  represent  bare 
ly  one-fifth  of  the  budget,  mak 
ing  his  newfound  deficit  cor 
cerns  seem  illusory  at  bes 
Environmental  protection 
crime  prevention,  and  the  lik 
may  be  important  to  man 
Americans,  but  they  don't  cos 
much— at  least  not  by  Wash 
ington  standards.  Of  the  $2.-; 
trillion  that  Bush  would  spene 
in  '05,  these  domestic  pro 
grams  account  for  just  $48; 
billion.  "This  is  not  the  prob 
lem,"  says  Robert  L.  Bixby,  di 
rector  of  the  Concord  Coali 
tion,  an  anti-deficit  group. 

The  real  money  is  in  de- 
fense—which  will  cost  nearh 
$428  billion  next  year,  even 
without  Iraq— and  the  entitle 
ment  programs  such  as  Medi 
care,  Medicaid,  and  Social  Se 
curity.  The  big  three  will  soak 
up  a  staggering  $1  trillion  next 
year.  And,  says  the  CBO,  the} 
will  cost  more  than  $1.4  trillion 
a  year  by  2010. 

To  put  it  another  way. 
Washington  will  be  arguing 
over  a  mere  $10  billion  in  do 
mestic  programs.  By  contrast, 
Medicare  spending  will  in- 
crease by  more  than  twice  that 
next  year— even  before  a  costly  | 
new  drug  benefit  kicks  in. 
^^^^  "Spending  will  not  be  brought 
under  control  until  entitle- 
ments are  seriously  reformed,"  says  Her- 
itage Foundation  budget  expert  Brian  M. 
Reidl.  "You  can't  nickel-and-dime  your 
way  to  balancing  the  budget." 

Not  that  $10  billion  doesn't  matter. 
And  fiscal  responsibility  needs  to  start 
somewhere.  But  Bush's  budget— and  the 
likely  congressional  response  to  it— will 
prove  to  be  little  more  than  election-year 
gamesmanship.  It  may  help  Bush,  who 
could  claim  progress  toward  fiscal  re- 
straint. And  it  will  allow  lawmakers  to 
campaign  with  new  ribbons  to  cut.  What 
the  budget  gymnastics  won't  do,  however, 
is  reduce  the  deficit  by  very  much.  ■ 

-By  Howard  Gleckman,  with  Paul 
Magnusson  and  Stan  Crock,  in  Washington 
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!utting  through  the  Budget  Smoke 

.ong-term  growth  matters,  and  so  does  reforming  entitlements 


M 


ORE  THAN  EVER,  THE 
budget  process  in  Washing- 
ton has  become  a  massive 
shell  game.  Following  the  re- 
lease of  President  George  W. 
Bush's  budget  on  Feb.  2,  both  Republicans 
and  Democrats  immediately  launched  into 
politically  motivated  spin,  doing  their  best 
to  distract  the  public  from  the  real  issues. 

But  look  past  the  misleading  rhetoric  and  de- 
ceptive numbers  from  both  sides,  and  it's  possible 
to  see  what's  actually  going  on.  Here's  a  short 
guide  to  the  truths  underlying  the  budget  debate: 


The  deficit's  size?  Bigger  than  you  think. 

President  Bush's  budget  proposal  calls  for  a  to- 
tal budget  deficit  of  $1.3  trillion  over  the  next  five 
years.  A  more  truthful  forecast  comes  from  econ- 
omists at  the  liberal-leaning  Brookings  Institu- 
tion. By  including  such  things  as  a  more  realistic 
growth  rate  for  spending  and  the  impact  of  re- 
forming the  alternative  minimum  tax,  they  calcu- 
late a  five-year  deficit  of  $2.3  trillion.  Over  10 
years,  it's  well  over  $5  trillion. 


Pensions: 

Privatize 

the  system, 

offer  fewer 

benefits,  or 

raise  taxes? 


The  deficit's  impact?  Less  than  you  think. 

The  Democratic  line  on  the  budget  is  that  the 
huge  deficit  is  an  economic  disaster.  Thus,  a 
Brookings  report  released  Jan.  13— edited  and  co- 
authored  by  Alice  M.  Rivlin,  who  served  as  direc- 
tor of  the  Office  of  Management  &  Budget  in  the 
Clinton  Administration— argues  that  "the  nation's 
fiscal  situation  is  out  of  control  and  could  do  seri- 
ous damage  to  the  economy  in  coming  decades." 

But  the  figures  presented  in  the  very  same  re- 
port show  that  the  economic  effects  of  the  budget  deficit  are 
well  short  of  apocalyptic.  Based  on  the  report's  own  numbers, 
the  drag  on  growth  from  $5  trillion  in  accumulated  budget 
deficits  would  cut  a  bit  more  than  1  percentage  point  off  of  gross 
domestic  product  in  2014.  That  would  reduce  the  10-year 
growth  rate  by  0.1  percentage  point— barely  a  rounding  error. 

The  importance  of  growth?  More  than  you  think. 

It's  often  said  that  the  U.S.  can't  grow  its  way  out  of  the 
budget  deficits.  But  that  may  not  be  true,  at  least  over  the  next 


decade.  As  the  Brookings  report  points  out,  a  real  growth  rate 
of  4%  "would  eliminate  the  deficit  at  the  end  of  10  years."  By 
comparison,  the  average  annual  growth  rate  for  1995-2000 
was  4.1%,  while  the  growth  rate  for  the  last  20  years,  includ- 
ing two  recessions,  was  3.3%.  Any  growth  rate  between  these 
two  numbers  would  be  enough  to  make  the  10-year  deficit  far 
more  manageable. 

Fixing  the  entitlements  mess?  More  straightforward  than 
you  think. 

Looking  beyond  the  next  10  years,  simply  growing  our  way  out 
of  the  deficit  may  not  be  possible.  It's  well-known  that  the  long 
run  budget  issues  are  driven  by  the  two  main  enti- 
tlement programs,  Social  Security  and  Medicare. 
Today,  they  account  for  one-third  of  federal  spend- 
ing, a  number  that  will  likely  soar  as  the  baby 
boomers  retire. 

The  public  debate  over  these  programs,  however, 
is  incredibly  muddled  because  politicians  on  both 
sides  of  the  aisle— intentionally  or  not— repeatedly 
confuse  two  separate  issues.  The  first  is  economic: 
As  boomers  retire,  the  ratio  of  dependents  to  work- 
ers will  rise.  Will  this  be  manageable?  It  depends  al- 
most entirely  on  productivity  growth.  If  there  isn't 
enough  growth,  everyone— retirees  and  workers- 
will  have  to  tighten  their  belts  no  matter  which  par- 
ty is  in  power.  But  if  the  U.S.  can  maintain  its  recent 
productivity  growth,  the  economy  should  have 
enough  resources  to  afford  the  boomers'  retirement 
and  medical  care  without  inflicting  excessive  taxes 
on  workers.  This  is  something  entitlement  oppo- 
nents don't  want  to  admit— growth  does  make  a  big 
difference.  Thus,  the  U.S.  should  do  all  it  can  to 
boost  long-term  growth,  including  increasing  fed- 
eral funding  for  nondefense  research  and  develop- 
ment, which,  outside  of  health  care,  is  lower  as  a 
share  of  GDP  than  it  was  10  years  ago. 

But  there's  another  problem  that  entitlement 
supporters  are  equally  reluctant  to  concede:  Even 
if  strong  growth  creates  enough  resources  to  pay  for  entitle- 
ments, Social  Security  has  a  flawed  financing  scheme  that  will 
inevitably  generate  deficits  in  the  long  run.  True,  faster  growth 
increases  wages  and  boosts  the  taxes  collected  by  Social  Secu- 
rity. But  benefits,  which  are  tied  to  the  wages  earned  by  work- 
ers, also  go  up.  The  financing  system  has  to  be  changed  either 
by  privatizing  the  system,  cutting  benefits,  or  by  augmenting 
revenues  from  the  income  tax.  Each  of  these  proposals  has  dif- 
ferent winners  and  losers— and  that,  in  the  end,  is  what  the 
long-term  budget  fight  is  about.  ■ 
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JOHN  KERRY:  ALREADY 
ON  THE  GOP  FIRING  LINE 

His  flip-flops,  cozy  ties  with  lobbyists,  and 
new  populism  will  make  tempting  targets 


ROPELLED  BY  FIVE  BIG 
I  wins  in  the  Feb.  3  round  of 
|  Democratic  primaries  and 
caucuses,  Massachusetts 
Senator  John  Kerry  is 
steadily  advancing  on  his 
party's  nomination.  But 
even  as  Kerry  gathers  momentum,  he 
hears  the  sound  of  not-so-distant  thun- 
der. That's  because  President  Bush's 
megabuck  reelection  campaign  is  starting 
to  train  its  big  guns  his  way. 

Kerry,  of  course,  must  still  mop  up  en- 
trenched resistance,  especially  from  an 
energized  Senator  John  Edwards  (N.C.), 
who  posted  an  impressive  win  in  South 
Carolina,  and  a  still-lurking  Howard 
Dean.  That  means  weeks  of  close  com- 
bat—and perhaps  some  setbacks— stand 
between  Kerry  and  the  nomination. 

Republicans  aren't  likely  to  wait  until 
all  the  delegates  have  been  counted, 
however.  Before  the  emerging  image  of 
Kerry  as  a  populist  fighter  for  working 
folks  takes  hold,  Republican  National 
Committee  Chairman  Ed  Gillespie  and 
GOP  surrogates  are  trying  to  paint  him  as 
a  "Taxachusetts"  pol  whose  values  are 
outside  the  mainstream.  "Kerry  is  the  son 
of  Dukakis,"  charges  senior  GOP  opera- 
tive Ron  Kaufman.  "He's  a  legitimate 
Massachusetts  liberal,  which  means  he 
backs  policies  that  only  the  most  left-wing 
side  of  the  Democratic  Party  agrees 
with— leaving  the  center-right  to  us." 

IN  TOUCH 

THE  REPUBLICANS  may  have  a  slog  on 
their  hands,  though.  A  new  Gallup  poll 
released  on  Feb.  3  found  that  when  re- 
spondents were  asked  whether  Bush  or 
Kerry  was  most  in  touch  with  "problems 
ordinary  Americans  face,"  Kerry— like 
Bush  the  product  of  wealth,  Yale,  and  the 
secret  Skull  &  Bones  society— came  out 
on  top,  56%  to  33%. 
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Most  of  the  heavy  fire  against  Ken  I 
will  commence  this  spring,  when  Bu.1- 
taps  a  $200  million  war  chest.  The  Re  t- 
publicans  will  rail  about  Kerry's  fondnes  I 
for  tax  hikes  and  for  expensive  busines  f 
mandates  that  will  crush  a  recoverin  r 
economy.  And  they'll  make  the  case  tha 
the  Kerry  who  lambastes  "powerful  spc  i  - 
rial  interests"  is  a  poseur  whose  cam  J 
paign  is  bankrolled  by  lobbyists. 

Indeed,  Kerry's  benefactors  includ  v 
execs  at  Goldman  Sachs,  Citigroup,  am  t- 
AT&T  Wireless  Services.  He  has  als<  f 
pulled  in  plenty  of  donations  from  mem  c 
bers  of  his  brother  Cameron's  law  firm  t 
Mintz,  Levin,  Cohn,  Ferris,  Glovsky  8  e 
Popeo,  which  represents  many  telecon  y- 


VALUES  GAP 

The  rap:  Kerry  supports  gay  civil  unions  and 
opposes  the  death  penalty  in  most  cases.  Also 
targeted:  votes  for  gun  control  and  abortion. 

The  response:  Kerry  backed  welfare  reform  and 
faith-based  programs;  sided  with  the  ACLU  only 
47%  of  the  time  last  year;  is  a  hunter  himself. 


WEAK  ON  DEFENSE 

The  rap:  Vietnam  heroism  aside,  Kerry  often 
to  slash  defense  and  intelligence  budgets. 

The  response:  Kerry  voted  for  the  most  recer 
Iraq  war  and  has  a  chestful  of  medals  to  prov 
as  patriotic  as  George  W.  Bush,  who  got  spec 
treatment  during  military  service. 


titerests.  And  according  to  the  Center 
ir  Responsive  Politics,  a  campaign-re- 
>rm  group,  Kerry  received  more  contri- 
utions  from  lobbyists  in  2003  (though 
aptember)  than  any  other  senator— 
)me  $226,450. 

On  the  stump,  the  senator  boasts  that 
e  has  never  taken  money  from  political 
:tion  committees.  But  he  doesn't  need 
AC  money  because  he  has  tapped  an  or- 
anization  called  the  Citizen  Soldier 
und,  a  vehicle  for  amassing  unlimited 
ifts  from  unions  and  lobbyists  repre- 

nting  the  insurance,  banking,  and  tele- 
pm  industries.  Kerry  set  up  this  "shadow 
ommittee"— a  so-called  527— despite 
js  support  for  the  McCain-Feingold  bill, 


unner  Kerry  on  several  fronts 
K JOHNNY 

):  Kerry  bends  with  the  political  winds.  Was  a 
tew  Democrat  during  the  Clinton  era,  voting 
haul  welfare  and  voicing  doubts  about 
itive  action.  Now  he  campaigns  like  a 
;t — while  raking  in  money  from  lobbyists. 

sponse:  We'll  get  back  to  you... 


which  banned  direct  do- 
nations of  soft  money. 

Kerry  has  also  done 
favors  for  wireless  outfits 
and  other  interests, 
ranging  from  arranging 
entree  with  regulators  to 
backing  friendly  amend- 
ments. In  some  cases, 
the  favors  were  followed 
by  "bundled"  contribu- 
tions. For  instance,  Kerry 
has  often  sponsored 
amendments  for  the 
Cellular  Telecommuni- 
cations &  Internet  Assn., 
only  to  receive  checks  from  lawyers  and 
lobbyists  close  to  the  trade  group. 

ANTI-CORPORATE  FIRE 

KERRY'S  STAFFERS  SAY  that  as  a  former 
state  prosecutor,  he  is  incorruptible  and 
never  trades  influence.  But  the  reality  is 
that  he  is  less  of  a  campaign  reformer 
than  he  makes  himself  out  to  be,  working 
the  system  to  his  advantage  while  insist- 
ing that  tougher  rules  are  needed. 

As  for  Kerry's  new  penchant  for  attack- 
ing "Big  Oil,  big  drug  companies,  big 
HMOs,  and  Benedict  Arnold  CEOs,"  aides 
say  that  some  of  the  anti-corporate  fire 
will  fade  as  he  tries  to  appeal  to  upscale 
suburbanites.  "This  stuff  has  never  been  a 
big  part  of  his  talking  points  in  the  past," 
says  one  strategist  close  to  the  campaign. 
"That's  mainly  a  reflection  of  the  fact  that 
Dean  got  so  hot  so  early."  Bottom  line: 
Kerry  has  been  a  sometime  New  Demo- 
crat in  the  '90s,  backing  free  trade,  tech 
tax  breaks,  and  limits  on  shareholder  law- 
suits, and  he  has  left  most  of  the  CEO- 
bashing  to  fellow  Massachusetts  Senator 
Edward  M.  Kennedy.  He  may  well  seek  a 
rapprochement  with  business  after  he  se- 
cures the  nomination. 

Such  a  meeting  of  the  minds  could 
prove  difficult,  however,  because  Kerry 
would  repeal  all  but  a  few  middle-class 
cuts  out  of  Bush's  $3  trillion-plus  in  re- 
ductions. Like  most  of  his  fellow  Dems, 
Kerry  worships  at  the  altar  of  former 
Treasury  Secretary  Robert  E.  Rubin,  in- 
sisting that  "demand-side"  tax  breaks  for 
moderate-income  people  will  spur 
growth  faster  than  the  GOP's  cuts  in  mar- 
ginal rates.  In  a  fall  campaign  against 
Bush,  Kerry  wouldn't  have  much  time  for 
nuances,  though.  Republicans  will  tattoo 
him  as  a  tax-and-spender. 

At  first  glance,  Kerry  also  seems  vul- 
nerable to  the  charge  that  he  is  weak  on 
defense.  Republicans  home  in  on  a  series 
of  votes  he  cast  in  the  '90s,  which  would 
have  whacked  the  Pentagon  budget  to 


BRING  IT  ON?  Some 

Republicans  would  like  a 
Kerry-Edwards  target 

shift  money  to  health 
care  and  education. 
Most  troublesome,  the 
senator,  who  now  says 
U.S.  intelligence  has  to 
be  dramatically  bol- 
stered in  the  wake  of 
September  11,  voted  in 
1994  to  slash  $2.58  bil- 
lion from  spy  budgets. 

In  1995,  Kerry  did  in- 
deed vote  for  a  seven- 
year  freeze  in  defense  spending  in  a  bid  to 
free  up  $34  billion.  But  there  is  a  pattern 
to  his  maneuvers.  He  has  been  a  persist- 
ent foe  of  big-ticket  weapons,  such  as  Star 
Wars,  and  favors  a  cheaper,  more  nimble, 
high-tech  military.  Kerry's  efforts  to  rein 
in  the  CIA  were  a  product  of  his  Vietnam- 
era  revulsion  over  politicization  of  intelli- 
gence data.  But  the  fact  is,  he  has  been  a 
vocal  critic  of  intelligence  services  and 
shifted  his  focus  toward  enhanced  intelli- 
gence-gathering after  terrorists  attacked 
the  U.S.  Bottom  line:  Kerry  has  a  lot  of  ex- 
plaining to  do— but  has  a  chestful  of 
medals  to  deflect  some  of  the  criticism. 

The  harshest  attack  on  Kerry  will  come 
over  the  values  divide— his  support  for 
taxpayer-funded  abortions,  gay  civil 
unions,  and  gun  control,  plus  his  opposi- 
tion to  capital  punishment.  That  means 
Kerry  will  have  to  answer  charges  that 
he's  on  the  wrong  side  of  the  culture  wars. 
His  challenge  is  all  the  more  complicated 
since  a  new  Massachusetts  court  ruling 
that  gay  and  lesbian  partners  must  be 
granted  the  same  right  to  marriage  as  het- 
erosexual couples.  Although  Kerry  backs 
only  civil  unions,  not  gay  marriage,  Re- 
publicans will  make  this  a  huge  wedge  is- 
sue—conjuring up  lurid  images  of  a 
"Massachusetts  lifestyle"  to  make  the  hair 
stand  up  on  blue-collar  necks.  Says  RNC 
member  Kaufman  about  a  possible  Kerry- 
Edwards  ticket:  "We  get  to  run  against  a 
Massachusetts  liberal  and  an  ambulance- 
chasing  lawyer.  I  like  our  odds." 

Such  assaults  are  nothing  compared 
with  what  Kerry  will  face  if  he  blows  away 
remaining  contenders  on  Mega  Tuesday, 
the  big  Mar.  2  round  of  primaries.  Right 
now,  though,  the  lanky  warrior  has  other 
concerns  on  his  mind— such  as  fighting 
off  weariness,  staying  on  message,  and 
hustling  up  money  for  media  buys.  The 
guns  of  the  GOP  will  have  to  wait.  ■ 

-By  Lee  Walczak,  with  Richard  S. 

Dunham  and  Lorraine  Woellert, 

in  Washington 
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BY  RICHARD  S.  DUNHAM 


Why  the  Dean  Bubble  Popped 

Like  the  dot-coms,  the  candidate  fell  victim  to  hype  and  a  bad  business  model 


THE  DOT-COM  BUBBLE  MAY 
have  burst  in  2000,  but  the  hope 
and  hype  that  nurtured  it  live 
on.  Just  look  at  last  year's 
hottest  political  initial  public  of- 
fering, DeanForAmerica.com.  Former 
Vermont  Governor  Howard  Dean's  2004 
Presidential  candidacy  bears  all  the  hall- 
marks of  a  high-flying  Internet  startup: 
waves  of  favorable  publicity  fueled  in  part 

by  his  novel  use  of  the  Net,  the 
swarming  of  small  investors,  en- 
thusiastic young  24-7  staffers, 
and  a  sense  of  certainty  among 
true  believers  that  they  would  rev- 
olutionize our  way  of  life. 

But  rather  than  creating  the 
next  President  of  the  U.S.,  the 
Dean  movement  became  "the 
mother  of  all  dot-bombs,"  says 
conservative  commentator  Keith 
Appell.  Adds  another  veteran  of 
both  political  and  dot-com  wars: 
"You  had  the  equivalent  of  a  tulip 
frenzy,  with  people  betting  that  he 
was  going  to  be  successful  be- 
cause he  was  successful.  Then  it 
so  quickly  came  tumbling  down." 

How  did  it  happen?  Much  like 
the  tech  titans  of  the  Nineties,  the 
Dean  juggernaut  fell  victim  to  its 
own  hubris  and  gaffes:  an  un- 
healthy "burn  rate"  that  depleted 
its  venture  capital,  a  belief  that 

pouring  money  into  advertising  would  create  unstoppable  mo- 
mentum, and  an  unproven  product— the  candidate  himself— 
that  didn't  live  up  to  the  hype. 

What's  more,  Dean's  campaign  collapsed  under  the  weight 
of  a  faulty  business  model:  He  counted  on  the  same  "first 
mover"  advantage  as  did  legions  of  dot-com  companies,  figur- 
ing that  big  early  wins  would  wrap  up  the  nomination  and  gen- 
erate millions  of  dollars  in  new  contributions.  "During  the  In- 
ternet craze,  companies  confused  'the  movement1  and  their 
momentum  with  making  good  products  that  people  would 
buy,"  says  former  Clinton  White  House  Press  Secretary  Joe 


Lockhart.  "But  when  people  looked  underneath  the  hoo 
[Dean's]  product  wasn't  there." 

By  the  time  Dean  showed  up  before  voters  in  the  snow 
of  Iowa,  the  buzz  that  had  stoked  the  hype  machine  ha 
given  way  to  a  feeding  frenzy  of  negative  publicity.  And  ju: 
as  brick-and-mortar  companies  adapted  to  the  challenge! 
of  the  dot-com  upstarts,  Dean's  rivals  co-opted  his  populis  it 
message  and  honed  their  Internet  presence.  The  result:  crush 
ing  Dean  defeats  in  Iowa  and  New  Hampshire  that  precipi 
tated  a  cash-flow  crunch,  a  staff  shakeup,  and  a  belated  ac 
ceptance  of  the  fact  that  the  revolution  will  be  harder  thar 
anticipated.  In  the  end,  in  politics  as  in  business,  the  old  rules  I 
still  count.  Says  Republican  pollster  Bill  Mclnturff:  "The)  j, 
thought  the  political  laws  of  gravity  didn't  apply  to  them."    ¥ 
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The  former  Vermont  governor's  Presidential  campaign  bears 
a  close  resemblance  to  the  tech-stock  bubble 
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talk  about  the  end  of 

boom  and  bust  busi 

ness    cycles    should 

^^^         have  been  a  remindei 

to    Dean    supporters 

not  to  believe  their  own  hype.  As  it 

turns  out,  irrational  exuberance 

isn't  limited  to  Wall  Street. 

In  the  end,  Democrats  desper 
ate  to  invest  in  a  candidate  who 
could  beat  George  W  Bush  flocked 
to  two  undervalued  stocks:  Massa 
chusetts  Senator  John  Kerry  and 
North  Carolina  Senator  John  Ed- 
wards. Kerry's  campaign  in  partic- 
ular resembled  the  Old  Economy 
behemoths.  It  reacted  slowly— 
and  at  first  dismissively— to  the 
Dean  challenge.  But  like  the  con- 
ventional companies  of  the  '90s 
that  eventually  became  Net-sawy, 
Kerry  appropriated  the  themes 
that  worked  for  his  rivals.  By  the  time  the  first  vote  was  cast,  Ker- 
ry was  every  bit  as  enthusiastic  as  Dean  in  his  attacks  on  "Bene- 
dict Arnold  CEOs"  and  powerful  special  interests. 

And,  as  with  the  changes  wrought  by  the  dead  dot-coms, 
Dean's  impact  will  last  long  after  he  leaves  the  race.  Dean  has 
nudged  American  politics  further  into  the  Internet  Age.  Cam- 
paign blogs  and  supporter  "meet-ups"  have  joined  the  political 
lexicon,  online  fund-raising  has  become  ever  more  important, 
and  the  Internet  has  become  a  vital  organizing  tool.  All  of  which 
is  a  good  reminder  that  Dean's  2004  setbacks  are  not  a  result  of 
his  reliance  on  the  Net  but  of  his  own  political  shortcomings.  ■ 


16         SUPPORT 


JAN.  '04 


38  !  BusinessWeek  I  February  16,  2004 


FREE  LOANS 

Ford  Mustangs 
in  Florida  boast 
the  typical  deal 


^VUTOS 


THOSE  PRICE  BREAKS 
ARE  HABIT-FORMING 

Detroit's  incentives  maybe  here  to  stay, 
ind  now  Japan  is  sweetening  its  deals,  too 


NICE  TRY,  GM.  IN  DECEM- 
ber,  the  Motown  giant 
dialed  back  some  of  the 
0%  financing  deals  it  has 
used  to  fuel  sales  over 
the  past  few  years.  Hav- 
ing sparked  an  industry- 
vide  incentive  war  after  the  September 
1  terror  attacks,  General  Motors  Corp. 
lecided  it  was  time  to  stop  offering  0% 
oans  on  popular  pickups  and  sport-util- 
ty  vehicles.  Its  hope:  to  wean  cus- 
omers  off  the  costly  deals  and  make 
nore  money  on  each  car. 

NSTANT  CAVE-IN 

T  TOOK  ALL  OF  one  month  to  dash  that 
lream.  The  moment  sales  softened  in  ear- 
y  January,  GM  blinked— slapping  0%  fi- 
lancing  back  on  most  of  its  lineup.  Nor 
vas  GM  alone:  Ford,  Chrysler,  Toyota, 
ind  others  have  also  ramped  up  dis- 
:ounts.  But  the  industry's  1%  sales  slump 
n  January  is  only  partly  to  blame.  Thanks 
o  Detroit's  generosity  over  the  past  two 
rears,  buyers  are  now  conditioned  to  ex- 
)ect  big  discounts.  And  even  if  Detroit 


wanted  to  pull  back,  Toyota  Motor  Corp. 
and  its  Japanese  rivals  have  started  dis- 
counting more  aggressively.  "Auto  mak- 
ers won't  be  backing  off  incentives  any- 
time soon,"  says  Bank  One  Corp.  chief 
economist  Diane  C.  Swonk.  "They'll  do 
what  they  can  to  sweeten  them." 

The  sweetening  is  already  well  under 
way.  GM's  January  about-face  boosted  its 
average  per-vehicle  incentive  to  $4,431— 
$100  over  what  it  forked  out  in  December. 
And  Chrysler  Group  is  offering  one  of  its 
richest  deals  yet:  a  $2,000  rebate  on  top 
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of  0%  financing  for  many  of  its  new  mod- 
els. That  deal  helped  push  Chrysler's  Jan- 
uary sales  up  9%  even  as  GM's  and  Ford's 
softened.  Overall,  auto  makers  spent  an 
average  of  $3,775  per  vehicle  on  incen- 
tives in  January.  That's  up  only  slightly 
from  December's  $3,751.  But  ifs  an 
abrupt  reversal  of  the  drop  from  Novem- 
ber to  December,  when  average  incentives 
fell  nearly  $200  per  vehicle. 

The  carmakers— especially  the  Big 
Three— are  trapped  in  a  vicious  cycle.  It's 
no  secret  that  drivers  have  now  come  to 
expect  big  discounts.  But  there's  another 
force  at  work,  too:  As  people  start  trading 
in  all  those  cars  purchased  with  fat  rebates, 
many  are  discovering  that  their  cars  are 
worth  less  than  the  balance  of  their  loans. 
Why?  For  one  thing,  the  sales  and  leasing 
of  tons  of  discounted  vehicles  over  the  past 
few  years  has  wreaked  havoc  on  the  used- 
car  market.  A  three-year-old  model  is  now 
worth  42%  of  its  original  price,  vs.  a  53% 
residual  value  in  2000,  says  consultant  Au- 
tomotive Lease  Guide  LLC.  And  carmak- 
ers' generously  long  loan  terms— 60 
months  is  not  uncommon— mean  that 
three  years  into  their  loans,  when  many 
people  trade  in  their  cars,  they  have  little 
equity  built  up.  So  to  get  the  new  sale,  deal- 
ers have  to  offer  sufficiently  rich  rebates  to 
pay  off  the  loan— or  most  of  it 

INTO  THE  FRAY 

THEN  THERE  ARE  the  increasingly  dis- 
count-happy Japanese.  Since  GM  kicked 
off  the  price  war  2lA  years  ago,  Toyota, 
Honda,  and  Nissan  have  been  far  stingier 
with  incentives  than  their  Detroit  coun- 
terparts. But  in  recent  months,  they  have 
started  to  jump  in.  In  December,  even  as 
GM  and  Ford  raised  prices  slightly,  Toy- 
ota, Honda,  and  Nissan  all  pushed  up  in- 
centives to  goose  sales. 

Toyota,  the  biggest  of  the  three,  has 
been  by  far  the  most  aggressive.  While  it 
offered  incentives  worth  just  $2,169  per 
vehicle  a  year  ago,  that  number  is  now  up 
to  nearly  $2,900.  Analysts  attribute  Toy- 
ota's deep  discounting  to  the  fact  that  it 
has  few  new  cars  to  draw  buyers 
this  year;  it  is  replacing  just  11% 
of  its  U.S.  sales  volume  with 
new  models,  compared  with 
17%  at  GM  and  20%  at  Honda. 
"Toyota  could  actually  lose  a  lit- 
tle market  share  this  year,"  says 
Art  Spinella,  president  of  CNW 
Marketing  Research  Inc.  "They 
will  fight  to  keep  it."  In  other 
words,  this  is  one  price  war  that 
could  well  get  worse  before  it 
gets  better.  ■ 

-By  David  Welch  in  Detroit 
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WAL-MART 
EASES  ITS  GRIP 

The  retailer  isn't  squeezing  suppliers  as 
hard— or  slashing  its  own  prices  as  much 


why  ease  up  on  suppliers?  Vendors  sa 
Wal-Mart  realizes  that,  after  years  of  ab 
sorbing  rising  costs,  they  too  need  som 
relief.  With  suppliers  in  any  given  indus 
try  often  facing  the  same  pressures  01 
raw  materials  costs,  many  are  also  mor 
willing  to  push  for  a  price  increase  with 
out  fearing  Wal-Mart  will  pass  them  ove 
for  a  cheaper  rival.  And  with  the  econo 
my  picking  up,  the  retailer  will  likely  fin 
it  easier  to  pass  along  those  hikes 
consumers. 


N 


THE  CHIEF  EXECUTIVE 
of  a  U.S.  plastic-goods 
maker  recently  got  the 
shock  of  his  life.  He  had 
asked  Wal-Mart  Stores 
Inc.,  his  biggest  customer, 
to  absorb  a  5%  to  7%  price 
increase.  The  exec  had  good  reason  for 
the  hike:  The  cost  of  resin,  a  key  raw  ma- 
terial in  plastics,  was  going  through  the 
roof.  Still,  he  didn't  expect  Wal-Mart,  with 
its  fearsome  reputation  for  squeezing 
suppliers,  to  go  along  with  the  increase. 
Yet  Wal-Mart  allowed  the  supplier  to  lift 
its  price  for  the  first  time  in  a  decade.  "If 
your  argument  is  strong  enough,  you  can 
actually  win,''  says  the  executive.  "If  s  a 
huge  change." 

Say  what?  Wal-Mart,  which  has  come 
to  dominate  American  retailing  largely 
through  its  ferocious  drive  to  push  down 
prices,  is  easing  up?  Apparently  so. 
Not  only  is  it  lessening  the  pressure 
on  its  suppliers,  it  also  appears  to  be 
less  fixated  on  slashing  its  own  retail 
prices  for  everything  from  blue  jeans 
to  DVDs. 

"A  BATTLE  WITH  ITSELF" 

SO  SHOULD  RIVALS  and  suppliers 
breathe  a  sigh  of  relief?  A  small  one,  per- 
haps, but  only  that.  While  Wal-Mart  will 
be  a  bit  more  flexible  in  giving  its  suppli- 
ers a  break,  it  will  continue  squeezing 
costs  on  many  products,  especially  those 
it  orders  directly  from  manufacturers. 
Says  Jay  Fitzsimmons,  Wal-Mart's  senior 
vice-president  for  finance:  "Prices  will 
continue  to  go  down,  but  not  as  fast."  In- 
deed, the  overall  price  on  a  typical  basket 
of  Wal-Mart  goods  is  still  likely  to  fall  this 
year.  It  just  wont  drop  the  2.5%  to  3%  it 
did  last  year. 

Some  see  Wal-Mart's  shift  on  pricing 
as  a  way  to  answer  critics  who  argue  that 
its  endless  squeeze  on  suppliers  is  forc- 
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BEAT  THIS  ing     production     off- 

Cutthroat  shore.  But  the  company 

pricing  has         denies  that's  the  reason, 
teken^o11  saying  it  realized  the 

relentless  price-cutting 
is  hurting  it  almost  as  much  as  rivals. 
The  self-imposed  deflation,  which  holds 
down  revenues,  was  making  it  harder  for 
Wal-Mart  to  show  healthy  same-store 
sales  gains.  Moreover,  the  chain's  lower 
prices  didn't  always  cre- 
ate enough  new  volume 
to  cover  rising  costs  and 
stoke  earnings;  indeed, 
weaker-than- expect- 
ed sales  and  profits  have 
left  the  stock  lagging  the 
market  recently.  "Wal- 
Mart  over  the  last  few 
years  has  been  in  a  battle 
with  itself,"  says  analyst 
Gary  Baiter  of  UBS  In- 
vestment Research  in  a 
recent  report. 

But  if  its  goal  is  to  im- 
prove    its     profitability, 


PENNY-WISE 


The  cost  of  a  typical 
basket  of  Wal-Mart 
goods  fell  roughly 
3%  in  2003,  but  that 
didn't  spark  strong 
enough  sales  gains. 
So  this  year,  the 
retailer  will  ease  the 
pressure  on  prices. 


NOT  DOING  ANY  FAVORS 

IT'S  NOT  CLEAR  how  much  Wal-Mar 
will  allow  suppliers  to  raise  prices.  Somt 
analysts  believe  the  gains  aren't  likely  t< 
be  big.  Instead,  Wal 
Mart  will  still  push  then, 
to  cut  costs  but  may  b( 
willing  to  let  supplier' 
keep  more  of  the  saving: 
from  any  efficiencie: 
they  eke  out.  Wher 
branded  goods  produc 
ers  do  win  price  increas 
es,  Wal-Mart  typicall; 
passes  them  along  tc 
consumers  and  holds  it£ 
own  margin  steady 
Fitzsimmons  says  tha 
approach  won't  change 
But  where  Wal-Mar 
oversees  the  sourcing  o 
its  own  products— nov 
less  than  10%  of  sale: 
but  growing— it's  ex 
pected  to  keep  more  ot 
whatever  savings  it  earns  by  driving  ou: 
middlemen  and  consolidating  produc 
tion.  That  should  lead  to  better  gross  mar- 
gins while  still  reducing  prices  for  con 
sumers,  figures  UBS'  Baiter. 

Will  a  less  aggressive  Wal-Mart  provide 
relief  for  rivals  such  as  Target  Corp 
which  have  struggled  to  keep  up  with  the 
giant's  rock-bottom  prices?  Lehman 
Brothers  Inc.  analvst  Robert  S.  Drbul  be- 
lieves it  will.  "If  Wal- 
Mart  is  not  as  aggressive 
on  pricing,  it  bodes  well 
for  most  of  retailing,"  he 
says.  But  Fitzsimmons 
points  to  Wal-Mart's 
hefty  price  advantage 
over  rivals.  'T  don't  think 
[Wal-Mart's  new  pricing 
stance]  gives  any  room 
for  competitors,"  he  says. 
Now  that  sounds  more 
like  the  old  Wal-Mart.  ■ 
-By  Wendy  Zellner  in 
Dallas  and  Robert  Berner 
in  Chicago 
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COMMENTARY 


BY  CATHERINE  ARNST 


Medicare  vs.  Cancer  Patients 

Refusing  to  reimburse  off-label  treatment  is  far  from  the  best  way  to  cut  costs 


WHEN  HAROLD  KOBLINER 
was  diagnosed  with 
aggressive  prostate  cancer 
in  1996,  he  was  deter- 
mined to  do  whatever  it 
took  to  beat  the  disease.  The  Long  Island 
resident  received  radiation  treatment  at 
Memorial  Sloan-Kettering  Cancer  Center 
in  Manhattan  and  went  into  remission.  But 
a  year  later,  the  cancer  spread  to  his  bones 

—typically  a  death  sentence.  The 
medication  that  saved  his  life,  ac- 
cording to  Kobliner  and  his  oncolo- 
gist, Dr.  Howard  I.  Scher,  was  Taxol, 
a  chemotherapy  approved  for  use 
against  ovarian  and  breast  cancer. 
"When  your  life  is  at  stake,  you  want 
to  have  the  most  cutting-edge  treat- 
ment," says  Kobliner,  now  74  and 
still  cancer-free. 

In  the  cancer  world,  cutting  edge 
commonly  means  unapproved.  Most 
cancer  drugs  win  marketing  approval 
for  only  one  type  or  stage  of  the  dis- 
ease, but  they  are  often  effective 
against  other  tumors.  Consequendy, 
oncologists  frequendy  experiment 
with  so-called  off-label  treatments- 
using  drugs  that  were  approved  for 
another  type  of  cancer.  Such  prescrip- 
tions are  legal  and  so  common  that  a 
1997  survey  of  oncologists  by  the 
American  Cancer  Society  found  that 
60%  prescribed  drugs  off-label. 

In  an  ill-conceived  cost-contain- 
ment maneuver,  U.S.  health  authori- 
ties are  considering  slapping  con- 
straints on  this  treatment  strategy, 
which  has  not  only  saved  patients 
but  also  greatly  expanded  doctors' 
understanding  of  how  cancer  drugs  work.  The  Centers  for 
Medicare  &  Medicaid  Services  (CMMS)  is  mulling  a  policy 
change  that  would  allow  it  to  end  automatic  reimbursements 
for  off-label  uses  of  four  expensive  cancer  drugs.  If  the  change 
goes  through,  it  will  set  a  precedent  that  could  be  applied  to  a 


ONCOLOGIST  SCHER 

"Many... patients  would 
be  seriously  harmed" 


Where  real 
savings  lie: 
Generics, 
prevention, 
and  fewer 
uninsured 


broad  range  of  cancer  drugs.  "Many,  many  patients  would  b 
seriously  harmed,"  warns  Sloan-Kettering's  Scher. 

To  be  fair,  Medicare  is  struggling  with  the  need  to  ration  it 
dollars  in  an  era  of  runaway  health-care  inflation,  and  some  no\ 
el  cancer  drugs  carry  sky-high  price  tags.  Two  of  the  drugs  unde 
review,  Zevalin  from  Biogen  Idee  and  Bexxar  from  Corixa  an( 
GlaxoSmithKline,  are  radically  new  treatments  for  advancei 
non-Hodgkin's  lymphoma,  a  disease  that  strikes  about  53,00( 
Americans  each  year.  Each  costs  more  than  $22,000  for  a  one 
time  dose.  The  other  two,  Pfizer  Inc.'s  Camptosar  and  Eloxatii 
from  Sanofi-Synthelabo,  are  both  for  advanced  colon  cancer— o 

which  there  are  106,000  new  case 
every  year.  Each  of  these  drugs  cose 
about  $3,000  for  a  course  of  treat 
ment. 

Historically,  Medicare  allowed  re 
imbursement  for  most  off-label  use: 
of  all  drugs  under  its  purview,  sayr 
Dr.  Sean  R.  Tunis,  chief  medical  offi 
cer  at  CMMS.  "That  practice  wasn't  i 
problem  when  drugs  cost  $100  t( 
$150  per  patient,  but  it's  anothei 
thing  when  they  are  $3,000  tc 
$4,000  per  patient,"  he  says. 

Yet  oncologists  argue  that  theii 
\  ability  to  practice  good  medicine 

1  would  be  severely  hampered  if  the} 

|  were  restricted  to  approved  uses 

|  There  are  a  number  of  studies,  foi 

I  4  example,  showing  that  both  Camp- 
tosar and  Eloxatin  can  be  effective 
against  some  of  the  deadliest  forms  of  lung  cancer.  If  the  pro- 
posed Medicare  changes  went  through,  doctors  could  still  ap- 
peal to  Medicare  for  reimbursement,  but  that  process  coulc 
take  months— time  that  few  lung  cancer  patients  can  spare. 

Right  now,  the  CMMS  says  it's  willing  to  consider  alterna-P 
tives.  To  continue  its  review,  the  agency  delayed  a  decision  on 
reimbursement  changes  that  was  due  at  the  end  of  January.  On- 
cologists argue  that  Medicare  should  change  the  framework  for 
the  debate.  "A  disease  that  happens  to  be  expensive  should  not 
be  singled  out  for  cost- containment  measures  for  that  reason 
only,"  says  Deborah  Y.  Kamin,  senior  director  for  cancer  policy 
at  the  American  Society  of  Clinical  Oncology. 

Cancer  is  not  the  reason  health-care  spending  is  out  of  con- 
trol. Broader  use  of  generic  drugs,  an  emphasis  on  disease  pre- 
vention, reducing  obesity  and  smoking,  and  coverage  of  the 
uninsured  would  all  result  in  greater  savings  than  a  decree  that 
cancer  victims  can't  have  life-saving  medicines  only  because 
they  cost  a  lot.  ■ 
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TUGGING 
AT  TYCO 


As  CEO  of  Tyco  International, 
Edward  Breen  has  one  of  the 
toughest  jobs  in  Corporate 
America.  But  there  are  signs 
his  efforts  to  turn  around  the 
troubled  conglomerate  are 
gaining  traction.  On  Feb.  3, 
even  as  prosecutors 
wrapped  up  their  criminal 
case  against  Tyco's 
disgraced  former  CEO, 
Dennis  Kozlowski,  Tyco 
reported  that  net  income 
jumped  a  sparkling  23%,  to 
$719  million,  on  a  9% 
increase  in  sales  in  Tyco's 
first  fiscal  quarter,  ended 
Dec.  31.  Most  of  the  sales 
gain  reflected  the  favorable 
impact  of  a  falling  dollar.  But 
the  far  larger  jump  in  income 
reflects  Breen's  aggressive 
efforts  to  pay  down  Tyco's 
hefty  debt  load  and  slash 
costs  with  a  restructuring 
plan,  under  which  the 
company  will  jettison  some 
50  businesses  and  7,200 
employees.  Breen  concedes 
he  still  has  a  "great  deal  of 
work"  to  do.  But  investors 
clearly  think  he's  making 
progress:  The  earnings  news 
drove  Tyco's  stock  up  2.5%, 
to  $2780.  That's  near  its  52- 
week  high  and  up  from 
around  $15  a  year  ago. 

-William  C.  Symonds 


AVON LOOKS 
FABULOUS 

Who  needs  Botox?  Avon 
Products  reported  a  35%  jump 
in  fourth-quarter  profits  to 
$261.3  million  on  Feb.  3,  in 
part  because  of  the  success  of 
new  anti-aging  products  such 
as  Anew  Clinical  Line  & 
Wrinkle  Corrector.  But  a 
weak  dollar  also  helped  Avon 
put  forward  a  prettier  face  to 
investors,  as  sales  surged 
30%  in  Europe  and 
registered  double-digit 
growth  in  other  parts  of  the 
world.  Another  spur  to 
higher  sales:  having  more 
Avon  Ladies  on  the  street  to 
market  products  from  door  to 
door.  The  company  reported 
a  12%  growth  in 
representatives,  to  4.4 
million,  during  2003.  With 
more  troops  and  hot 
products,  Avon  projects 
double-digit  earnings  and 
sales  growth  for  this  year,  too. 


WHAT'S  EATING 
CISCO  SHARES 


Cisco  Systems  reported  solid 
second-quarter  results  on 
Feb.  4,  but  investors  gave  its 
shares  a  beating.  They  were 
spooked  by  CEO  John 
Chambers'  cautiously  upbeat 
forecast,  as  well  as  Cisco's 
gains,  which  were  weaker 
than  some  of  its  competitors'. 
Citing  a  jump  in  spending  on 
high-end  routers,  Cisco's 
quarterly  sales  grew  15%,  to 
$5.4  billion— its  highest  total 


in  three  years.  Due  to  an 
accounting  change,  however, 
its  net  profits  dipped  27%,  to 
$724  million.  That,  plus 
Cisco's  projections  for  a 
traditionally  tough  third 
quarter,  struck  a  flat  note 
with  investors,  especially 
compared  with  the  stellar 
results  recently  reported  by 
rival  Juniper  Networks.  Still, 
the  9%  drop  on  Cisco  shares 
on  Feb.  4,  to  $24.08,  is  a  blip 
for  the  stock,  which  has 
climbed  96%  in  the  past  year. 


DREAMWORKS' 
NEW  DREAM 

Pixar  Animation  Studios  isn't 
the  only  studio  looking  to 
cash  in  on  computer- 
generated  animated  films.  As 
first  reported  in  the  New  York 
Post,  DreamWorks  SKG  is 
considering  an  initial  public 
offering  of  its  animation  unit. 
It  has  asked  investment 
bankers  J.P.  Morgan  and 
Goldman  Sachs  to  assess 
prospects  for  such  a  deal. 
DreamWorks,  started  by 
media  moguls  Steven 
Spielberg,  Jeffrey  Katzenberg, 
and  David  Geffen,  would 
likely  file  their  IPO  if  this 
year's  Shrek  2  and  Shark  Tale 
are  big  hits.  The  animated 
unit,  which  would  include 
two  production  facilities  as 
well  as  the  rights  to  prior  hits 
such  as  Antz,  Shrek,  and 
Chicken  Run,  would  be 
valued  at  about  $3  billion, 
say  sources.  Dreamworks 
refused  to  comment. 


WILL  ORACLE'S 
MONEY  TALK? 

Oracle's  hostile  bid  for  rival 
PeopleSoft  isn't  going  away. 
On  Feb.  4,  the  Silicon  Valley 
software  giant  raised  its  offer 
by  33%,  to  $26  per  share,  or 
about  $9-4  billion  in  cash. 
The  move,  which  Oracle  says 
is  its  final  offer,  sets  the  stage 
for  a  fight  at  PeopleSoffs 


shareholder  meeting  on 
Mar.  25.  Oracle  has 
nominated  a  five-person  slat 
to  take  control  of  PeopleSoft^ 
board  and  eliminate  an 
antitakeover  "poison  pill" 
that  stands  in  the  way  of  a 
deal.  There  are  other  hurdle^ 
however:  Oracle  is  waiting 
on  antitrust  rulings  from  the  | 
Justice  Dept.  and  the 
European  Commission. 


ETCETERA... 

»  Anheuser-Busch  reported 
fourth-quarter  earnings  of 
$294  million,  a  9%  gain. 
»  Eurex,  the  electronic 
European  futures  market,  got  | 
the  O.K.  to  open  a  U.S.  arm. 
»  Hewlett-Packard  is  buying 
software  makers  Novadigm 
and  Consera  Software. 


CLOSING  BELL 


On  Super  Bowl 
Sunday,  IC0S  and 
partner  Eli  Lilly 
rolled  out  their  new 
impotence  pill, 
Cialis.  Three  days 
later,  IC0S  stock  fell 
after  it  said  Cialis' 
marketing  costs  will 
bring  a  loss  of  at 
least  $192  million  in 
2004.  Shares 
closed  at  $39.57  on 
Feb.  4,  down  9.2% 
in  two  days. 


DOLLARS 


'JAN.28.tM  FEB.  4 

Data:  Bloomberg  Financial  Markets 


4A  :  BusinessWeek  I  February  16.  2004 


TS  A  BIT  OF 

\  CONTROL  FREAK. 


RD EXPLORER 


WITH  ITS  INNOVATIVE  INDEPENDENT  REAR  SUSPENSION  AND  AVAILABLE  ADVANCETRAC    STABILITY  CONTROL 
SYSTEM.  FORD  EXPLORER  IS  READILY  EQUIPPED  TO  DELIVER  PRECISE  HANDLING  ON  ANY  ROAD  YOU  TRAVEL. 


NO  WONDER  FORD  EXPLORER  HAS  BEEN  AMERICAS  MOST  TRUSTED  SUV  11  YEARS  RUNNING. 


i* 


sd  on  repurchase  numbers 

new  vehicle ^■R 


&$Zt 


F  YOU  HAVEN'T  LOOKED  AT  FORD  LATELY. 


LOOK   AGAIN. 


.fordvehicles  com  or  1-800-301-7430 


I 


Since  1969,  we've  sped  shipments  through 
international  customs  and  delivered  them 
according  to  local  customs.  * 

mm 


Try  us  to  Tulsa. 


WE  MOVE  THE  WORLD 


News  Washington  Outlook 


BY  RICHARD  S.  DUNHAM  AND  AARON  BERNSTEIN 

It's  Only  the  Primaries, 
And  Big  Labor  Is  Losing 


HAS  ORGANIZED  LABOR,  with  its  fabled  ballot-box  muscle,  turned 
into  a  98-pound  political  weakling?  In  2000,  an  all-out  effort  by 
the  AFL-CIO  could  not  put  Democrat  Al  Gore  over  the  top.  Two 
years  later,  union  leaders  pledged  to  win  back  the  House  for  the 
Democrats,  but  the  party  ended  up  losing  the  Senate,  too.  In  the 

current  Presidential  contest,  the  two  candi- 
dates who  boasted  the  most  early  union  en- 
dorsements, Missouri  Representative  Dick 
Gephardt  and  former  Vermont  Governor 
Howard  Dean,  trailed  far  behind  Massa- 
chusetts Senator  John  Kerry  among  the 
rank  and  file.  Now  Gephardt  is  gone,  and 


Dean  could  be  holding  a  one-way  ticket  to 
Palookaville.  "Something's  failed,"  says 
I  union  political  consultant  Vic  Kamber. 
"We've  turned  our  people  out,  but  they 
haven't  voted  the  way  we  want  them  to." 

Labor  leaders  blame  flawed  candidates 
and  poor  Democratic  campaign  strategies 
for  the  string  of  setbacks.  They  have  deliv- 
ered troops  to  the  polls  in  massive  num- 
bers, and  they  say  they 
shouldn't  be  held  responsi- 
ble for  candidates  who  self- 
destruct  or  fail  to  talk  about 
the  lunch-pail  economic  is- 
sues and  values  of  concern 
to  their  members.  Privately, 
however,  some  labor  leaders 
wonder  if  they  themselves 
are  out  of  touch.  "Is  it  the 
[bad]  campaigns,  or  is  it 
how  we  deliver  our  mes- 
sage?" asks  one  union  veter- 
an. "We  have  no  answers." 

There's  not  much  time  to 
come  up  with  some.  Replac- 
ing George  W.  Bush  in  No-     

vember  is  the  top  priority  of  ^^^™ 
AFL-CIO  President  John  J.  Sweeney.  But 
tough-guy  Bush  remains  personally  popu- 
lar with  most  white-male  union  members. 
Unless  the  leadership  can  persuade  its  fol- 
lowers to  follow,  the  Democratic  nominee 
could  come  up  short  in  three  strong  union 
states  that  Bush  captured  in  2000:  Mis- 
souri, Ohio,  and  West  Virginia.  "There  is  a 
concern,  if  we  nominate  Kerry,  that  he's  go- 
ing to  be  portrayed  as  another  Dukakis  lib- 
eral," worries  one  union  official  (page  36). 


DROPOUT 

Union  stalwart 
Gephardt  fizzled 
at  the  polls 


Still,  with  Kerry  the  clear  front-runner, 
some  in  the  AFL-CIO  high  command 
would  like  to  jump  on  the  bandwagon  in 
the  next  month.  Already,  a  half-dozen 
unions  have  endorsed  Kerry,  including  the 
American  Federation  of  Teachers  and  the 
Communications  Workers  of  America. 
"Our  people  like  Dean,  but  Dean  is  sink- 
ing," says  CWA  political  director  Michael 
Grace.  "We  want  to  beat  Bush,  and  voters 
have  responded  to  Kerry." 

Taking  a  Time-out 

KERRY  IS  TRYING  TO  BUILD  on  his  mo- 
mentum by  reaching  out  to  Gephardt 
backers.  But  many  of  them,  burned  once 
this  year,  don't  want  to  risk 
another  failure.  "Dick  was 
our  guy— he's  been  with  us 
for  30  years,"  says  William 
Klinefelter,  political  director 
for  the  Steelworkers.  "We 
did  the  best  we  could,  but  it 
didn't  happen.  Now  we're 
going  to  catch  our  breath." 

Dean's  high-profile  labor 
supporters  at  the  American 
Federation  of  State,  County 
&  Municipal  Employees  and 
the  Service  Employees  International 
Union  are  in  an  even  tougher  posi- 
tion. They've  spent  more  than  $2  mil- 
lion on  a  candidate  who  is  0  for  9  in 
the  primaries. 
Despite  this  winter  of  labor's  discontent, 
Bush  backers  aren't  taking  anything  for 
granted.  While  union  bosses  "picked  the 
wrong  horses"  in  the  Democratic  primary, 
says  GOP  pollster  Bill  Mclnturff,  "they 
show  up  [at  the  polls]  with  real  people." 
With  many  working-class  voters  feeling 
squeezed  in  a  jobless  recovery,  the  Presi- 
dent has  his  work  cut  out  for  him.  But, 
judging  from  recent  history,  so  does  the 
union  high  command.  II 


CAPITAL 
WRAPUP 

NADER:  GORE 
DID  IT  TO  DEAN 

MANY  DEMOCRATS  Still 

blame  Ralph  Nader  for  costing 
then-Vice-President  Al  Gore  the 
2000  election.  Now  Nader  is 
pointing  an  accusing  finger 
back  at  Gore.  He  blames  the  ex- 
Veep  for  costing  former 
Vermont  Governor  Howard  Dean 
the  2004  Democratic 
nomination.  Nader  says  Gore's 
endorsement  ruined  Dean  by 
transforming  him  into  just 
another  politician  pandering  to 
Washington  insiders.  Nader, 
who  has  postponed  his 
decision  on  whether  to  run 
again  in  '04  until  mid- 
February,  says  he's  not 
impressed  with  front-running 
Senator  John  Kerry  and  the  rest 
of  the  field.  "They  are  all  below 
the  line,  as  far  as  I'm 
concerned,"  the  consumer 
advocate  tells  BusinessWeek.  If 
Nader  runs  again,  the  2000 
Green  Party  nominee  says  he'll 
do  it  as  an  independent. 

ANOTHER  BLOW 
TO  BOEING 

THE  PRESIDENT  may  be 
spending  $400  billion  on 
defense.  But  the  U.S.  Air  Force 
says  there's  not  a  penny  to  lease 
100  Boeing  tankers.  The 
controversial  $20  billion 
arrangement— which  some 
lawmakers  oppose  because 
buying  the  aircraft  would  be 
cheaper— came  under 
investigation  by  the  Pentagon 
after  Boeing  said  it  discussed  a 
job  opening  with  an  Air  Force 
official  who  was  negotiating  the 
deal.  Still,  despite  its  absence 
from  President  Bush's  2005 
budget,  the  Air  Force  hopes  the 
program  isn't  dead.  If  the 
review  concludes  that  the  lease 
should  go  forward,  and 
lawmakers  agree,  the  Pentagon 
could  shift  money  for  the  lease 
from  other  programs,  the 
service  says. 
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ASIA 


SAND.  SUN 
AND  SURGERY 

Asian  hospitals  are  luring  more 
patients  from  around  the  world 
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HAUN  REESE'S  BUM  KNEE 
had  been  nagging  him  for 
months.  He  had  torn  a  lig- 
ament a  couple  of  years 
earlier  that  never  healed 
properly,  and  the  pain  was 
getting  worse.  But  the  48- 
year-old  building  contractor  from 
Wyoming  didn't  have  health  insurance,  so 
he  kept  putting  off  dealing  with  the  prob- 
lem. Then  a  friend  suggested  he  fry  to 
Thailand  for  some  sun— and  a  spot  of 
surgery  on  the  side. 

After  some  investigation,  Reese  took 
the  advice,  and  in  January  he  hopped  a 
plane  for  Bangkok's  Bumrungrad  Hospi- 
tal, where  he  had  arthroscopic  knee  sur- 
gery. Total  cost:  $5,000— half  for  the  sur- 
gery and  the  rest  for  airfare  and  three 
weeks  recuperating  on  the  beach.  Back 
home,  he  would  have  paid  $6,500  for  the 
operation  alone.  In  Thailand,  he  says, 
"the  people  are  super  nice,  and  the  facili- 
ties are  nice  and  clean  and  convenient." 
So  nice,  clean,  and  convenient,  in  fact, 
that  Reese  says  he  may  return  next  year 
for  a  hip  replacement. 

Welshman  Cyril  Parry's  problem 
wasn't  the  cost  of  surgery.  He  had  cover- 
age from  Britain's  National  Health  Ser- 
vice but  had  been  waiting  more  than  four 
years  for  a  hip  replacement.  As  his  pain 
increased,  he  decided  to  take  matters  into 
his  own  hands.  Online,  he  found  the  Web 
site  of  the  Apollo  Hospital  in  Madras,  In- 
dia, and  discovered  that  a  doctor  there 
had  worked  with  a  pioneer  of  hip-re- 
placement surgery  in  Britain.  "His  cre- 
dentials were  impeccable,"  Parry  says.  Al- 
though his  family  thought  he  was  daft, 
59-year-old  Parry  flew  to  Madras  in  No- 
vember and  had  the  operation.  Less  than 
two  weeks  later,  he  was  home.  Total  cost: 
$8,300,  which  he  paid  out  of  pocket.  He 
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is  thrilled  with  the  results.  "I  could  not 
have  gone  anywhere  better,"  says  Parry. 
But  he  notes  that,  upon  his  return, 
"the  nurses  at  the  NHS  gave  me  an  atti- 
tude of  near-hostility  for  going  overseas 
for  my  operation." 

FEARS  OF  AVIAN  FLU 

THOSE  NHS  NURSES— and  their  coun- 
terparts elsewhere  in  the  developed 
world— may  have  to  shed  their  attitude. 
Parry  and  Reese  are  among  a  growing 
army  of  patients  traveling  to  Asia  for 
medical  care.  Thailand's  private  hospi- 
tals treated  more  than  308,000  patients 
from  abroad  in  2002,  generating  some 
$280  million  in  revenue,  according  to 
the  Thai  Private  Hospital  Assn.  And  the 
business  is  growing.  While  just  around 
10,000  international  patients  checked  in 
to  Indian  hospitals  for  everything  from 
hernias  to  heart  surgery  last  year, 
health-care  tourism  in  India  could  be- 
come a  $1  billion  business  by  2012,  ac- 
cording to  a  report  by  McKinsey  &  Co. 


Cutting  Costs 

Fees  for  common  surgical  procedures 
requested  by  medical  tourists 


THAILAND/INDIA 

Heart  bypass 

$8,000- 
15,000 

Hip  replacement 

$7,500- 
8,750 

Breast 
Augmentation 

$2,000- 
2,500 

Lasik  eye 
surgery 

$1000- 
1650 

Nose  job 


Data:  8angHok  Gener; 
Surgeons.  Society  of  1 


$1,000- 
1,750 


$25,000- 
35,000 

$25,000- 
35,000 

$4,500- 
8,000 

$4,000- 
6,000 

$4,000- 
12,000 


nencan  Society  of  Plastic 
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and  the  Confederation  of  Indian  Indus 
try.  And  Singapore  attracted  200,00C 
foreign  patients  in  2002  and  aims  tt 
serve  1  million  annually  by  2010.  Med- 
ical care  "will  be  a  global  business,"  says 
C.E.  Tan,  marketing  manager  at  Parkway 
Group  Healthcare,  a  chain  of  hospitals  in 
Singapore  that  treated  122,000  foreign 
patients  last  year. 

One  potential  hitch  in  the  global  ambi- 
tions of  Asian  hospitals:  The  region  is 
seen  as  a  breeding  ground  for  infectious 
disease.  This  year's  avian  flu  outbreak  will 
surely  cause  some  would-be  patients  to 
check  in  to  local  hospitals  rather  than  fly 
to  Asia  for  treatment.  Last  year's  SARS 
epidemic  took  a  big  bite  out  of  business 
for  many  facilities  in  the  region.  Although 
Thailand  had  no  reported  cases  of  the 
disease,  "SARS  kicked  us  quite  badly," 
says  Ralf  Krewer,  marketing  manager  at 
the  International  Medical  Center  of 
Bangkok  Hospital.  "Nobody  wanted  to 
get  on  a  plane."  And  many  foreigners  are 
concerned  about  the  safety  of  the  blood 
supply  in  developing  nations,  although 
officials  say  those  worries  are  unfounded. 
The  blood  used  in  Thai  hospitals  is  mon- 
itored "by  the  International  Red  Cross, 
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and  every  blood-donor  clinic  is  inspect- 
ed," says  Surapong  Ambhanwong,  a 
board  member  of  the  country's  National 
Blood  Donor  center. 

Those  are  real  concerns.  But  on  price 
alone,  you  don't  have  to  be  a  brain  sur- 
geon to  do  the  math.  In  India  or  Thailand, 
a  heart  bypass  costs  $8,000  to  $15,000, 
:ataract  surgery  $500  per  eye,  and  a  root 
:anal  $80  to  $225  per  tooth.  Those  prices 
are  a  fraction  of  what  U.S.  hospitals  or 
dentists  might  charge.  And  in  both  coun- 
tries, privately  run  hospitals  often  provide 
foreign  patients  with  live  video  consulta- 
tions before  they  arrive,  a  personal  para- 
medic, airport  transfers  in  either  a  limou- 
sine or  ambulance,  and  a  couple  of  weeks 
in  a  hotel  to  recuperate. 

While  people  have  long  traveled  to 
far-flung,  exotic  locales  for  nose  jobs, 
tummy  tucks,  and  breast  enhancements, 
Thailand  wants  to  woo  foreigners  in 
need  of  nonelective  medical  treatment.  A 
key  catalyst  for  private  Thai  hospitals 
was  the  financial  crisis  of  1997-98.  With 
their  own  middle-class  clientele  devas- 
tated by  the  economic  collapse,  the  hos- 
pitals started  courting  foreigners  to  help 
fill  their  empty  wards.  Last  year,  more 


than  150,000  international 
patients  (including  those 
seeking  outpatient  care) 
from  140  countries  came  to 
Bumrungrad,  generating 
20%  of  its  $112  million  in 
revenue.  Now,  Bumrun- 
grad is  reaching  even  fur- 
ther afield,  with  referral  of- 
fices in  Oman,  Australia, 
and  the  Netherlands. 

India  has  similar  ambi- 
tions. Naresh  Trehan,  exec- 
utive director  of  the  Escorts  Heart  Insti- 
tute &  Research  Centre  Ltd.  in  New 
Delhi,  in  August  led  a  mission  to  Britain 
to  pitch  the  NHS  the  idea  of  sending  pa- 
tients to  India  for  everything  from  re- 
constructive surgery  to  cancer  treat- 
ment. The  NHS  says  it's  not  interested, 
but  Trehan  says  some  private  insurers 
are  considering  the  proposal.  Although 
India's  public  hospitals  are  often  run- 
down and  underequipped,  Trehan  is 
confident  that  private  Indian  facilities 
can  hold  their  own  in  the  global  operat- 
ing theater.  "We  stand  tall  with  the  rest 
of  them  in  the  world,"  says  Trehan,  who 
spent  20  years  practicing  as  a  cardiac 


Affordable 

procedures, 

excellent 

doctors— 

and  spa-like 

facilities 


RECOVERY  LATTE:  surgeon    in    New 

Yvonne  Wilmink  York.     "People's 

at  Bumrungrad's  impression  of  In- 

jtarbucks  cafe  dia>s  health  care  is 

^^^^  the     1940s     and 

1950s,"  he  says. 
But  in  recent  years,  high-end  medicine 
there  has  "taken  a  quantum  leap." 

To  ease  the  concerns  of  potential  pa- 
tients, some  of  these  hospitals  are  pursu- 
ing accreditation  from  the  same  groups 
that  oversee  medical  facilities  in  the  U.S. 
and  Britain.  Escorts  is  accredited  by  the 
British  Standards  Institute.  Both  Escorts 
and  the  Apollo  Group  hospitals  are  seek- 
ing certification  from  the  U.S.-based  Joint 
Commission  on  Accreditation  of  Health- 
care Organizations.  Bumrungrad  already 
has  accreditation  from  the  Joint  Commis- 
sion. "We  are  trying  to  position  ourselves 
as  the  Mayo  Clinic  of  Asia,  to  be  known  as 
a  referral  center  in  this  part  of  the  world 
for  patients  from  all  over  the  world,"  says 
Ruben  Toral,  Bumrungrad's  director  of  in- 
ternational programs. 

The  facilities  are  spending  big  bucks  to 
attract  more  paying  clients  from  abroad. 
Bangkok  Hospital  is  building  a  $7.7  mil- 
lion, 104-bed  heart  center  to  be  reserved 
entirely  for  foreign  patients.  In  December, 
Escorts  inaugurated  a  $20  million,  170- 
bed  cardiac  wing.  To  keep  their  customers 
satisfied,  the  hospitals  often  look  more  like 
luxury  spas  than  sick  bays.  Bangkok  Hos- 
pital offers  single  rooms  only 
(with  adjoining  quarters  for 
family  members)  and  pro- 
vides in-room  Internet  ac- 
cess. It  serves  four  different 
cuisines— Thai,  Japanese, 
and  two  Western  selec- 
tions—every night.  Bumrun- 
grad's soaring  lobby  features 
a  Starbucks  cafe,  a  soothing 
fountain,  and  dozens  of 
comfortable  armchairs 

where  patients  and  guests 
can  relax.  "I  would  give  this 
five  stars,"  says  Yvonne  Wilmink,  a  native 
of  the  Netherlands  who  traveled  from  her 
home  in  Sri  Lanka  for  knee  surgery. 

True,  even  five-star  hospitals  aren't  for 
everyone  if  they're  thousands  of  miles 
from  home.  Those  with  decent  health  in- 
surance will  probably  stay  put  for  surgery. 
But  Asian  medical  facilities  are  betting 
that  for  people  in  developing  markets 
where  health  care  is  sub -par,  or  for  those 
on  long  waiting  lists,  or  for  anyone  with 
inadequate  coverage  at  home,  the  trip 
might  be  just  what  the  doctor  ordered.  ■ 
-By  Frederik  Balfour  in  Bangkok  and 
Manjeet  Kripalani  in  Bombay,  with  Kerry 
Capell  and  Laura  Cohn  in  London 
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SOUTH  KOREA 


HAVE  COMPUTERS, 
WILL  FIGHT  FOR  REFORM 

Can  Web-sawy  activists  topple  the  old 
guard  in  parliamentary  elections? 


JUST  EIGHT  weeks  before 
parliamentary  elections, 
South  Korean  President  Roh 
Moo  Hyun's  approval  rating 
hovers  around  30%.  Several 
close  associates  are  behind 
bars  on  corruption  charges. 
There's  a  continuing  nuclear  standoff 
with  the  North.  And  with  1  in  12  Koreans 
facing  overdue  credit-card  bills,  con- 
sumers are  in  no  mood  to  spend.  Sounds 
like  a  prescription  for  defeat  for  anyone 
allied  with  the  President,  doesn't  it? 

On  the  contrary,  Roh's  camp  is  oozing 
with  confidence.  That's  because  in  a 
country  where  73%  of  homes  enjoy  high- 
speed Internet  access,  the  battle  for  Na- 
tional Assembly  seats  will  likely  be  won  or 
lost  in  cyberspace— an  arena  where  Roh 
and  his  youthful  allies  have  strong  ad- 
vantages over  their  older,  less  wired  ri- 
vals. The  Uri  Party,  formed  last  November 
by  ardent  Roh  supporters,  is  counting  on 
Korea's  Net-sawy  thirty-  and  fortysome- 
things  to  fuel  an  election  triumph  in  the 
Apr.  15  vote.  This  is  the  same  group  that 
helped  sweep  Roh  to  power  in  December, 
2002.  Now  they  see  the  upcoming  poll  as 
the  best  chance  to  toss  out  the  old  guard 
that  dominates  Parliament. 

It's  a  tall  order.  The  Uri  Party  today  has 
just  47  seats  in  the  273-member  National 
Assembly,  compared  with  147  for  the  con- 
servative Grand  National  Party  (GNP). 
But  the  young  party's  adherents  have  de- 
clared war  on  the  corruption  endemic  in 
Korean  politics— and  they're  fighting 
most  fiercely  on  the  Net.  Uri  members 
have  fostered  cyber- communities  by 
building  Web  pages,  sending  out  e-mails 
to  recruit  new  members,  and  soliciting 
contributions  online.  "We  want  to  at  least 
double  our  parliamentary  seats,"  says  Uri 
lawmaker  Rhyu  Si  Min,  chairman  of  its  e- 
party  committee. 

Uri  can  expect  help  from  plenty  of  like- 
minded  activists.  On  Feb.  3,  nearly  300 
civic  groups  ranging  from  environmental- 
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ists  to  proponents  of  shareholder  rights 
launched  a  joint  "ClickNClean"  move- 
ment to  oust  sleazy  politicians  from  Par- 
liament. Calling  their  movement  a  "voter's 
revolution,"  they  created  a  Web  site  where 
they  will  list  names  of  politicians  they  see 
as  corrupt  or  otherwise  "unfit,"  such  as 
those  who  cooperated  with  former  mili- 
tary regimes.  Anyone  on  the  list  who  is 
nominated  for  the  upcoming  campaign 
will  be  targeted  by  the  groups. 

Politicians  have  reason  to  take  the 
warning  seriously.  In  a  similar  action  four 
years  ago,  59  of  86  blacklisted  candidates 
were  defeated.  And  this  time  the  cam- 
paign may  be  even  more  powerful.  Unlike 
in  2000,  when  activists  took  to  the  streets 
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carrying  banners  with  names  of  dishorn 
politicians,  the  focus  now  will  be  on  th 
Internet.  Thousands  of  volunteers  plan 
send  e-mails  to  friends  asking  them 
forward  to  other  acquaintances  report 
on  the  candidates'  shady  dealings.  "Sue! 
a  chain  will  have  a  devastating  effect, 
reckons  Kim  Min  Young,  a  leader  at  Peo 
pie's  Solidarity  for  Participatory  Democ 
racy,  one  of  the  civic  groups. 

Another  tactic  will  have  a  more  posi 
tive  focus.  In  a  movement  called  mul 
gari— which  translates  as  "change  ei 
masse"— some  2,000  people  from  al 
walks  of  life  plan  to  select  a  list  of  candi 
dates  they  believe  deserve  their  backing  . 
The  group  will  then  launch  a  simila 
electronic  chain-letter  campaign  to  drun 
up  votes.  "We  are  witnessing  an  explo 
sion  of  participation  by  voters  in  the  tast 
of  replacing  corrupt,  old  blood  witl 
fresh  faces,"  says  Chung  Dae  Hwa, 
Sangji  University  political  scientist  whe 
heads  the  mulgari  movement. 


Wired  Vote 

Why  Korea's  April  parliamentary 
elections  may  be  won— or  lost— online 


CONNECTED  NATION 

More  than  70%  of  Korean 
households  have 
broadband  Internet 
access 

YOUNG  VOTERS  They 

don't  trust  right-leaning 
Establishment  media- 
and  seek  alternatives 
on  the  Web 


PRESIDENTIAL 
PRECEDENT  Roh's 

surprise  victory  in  2002 
was  due  largely  to 
campaigning  online 

CIVIC  GROUPS  They 

are  pledging  an 
all-out  cyber-effort 
to  unseat  corrupt 
politicians 


IDEAS  AND  STRATEGIES 

THE  E-CAMPAIGN  MAY  already  be  paying 
off  for  Uri.  In  a  January  poll  by  Taylor  Nel- 
son Sofres  PLC  and  SBS  TV,  30.2%  of  re- 
spondents backed  Uri,  vs.  20.6%  for  tht 
GNP  and  13%  for  the  Millennium  Democ 
ratic  Party,  which  most  of  Uri's  members 
quit  last  year.  Although  some  of  tht 
Uri  Party's  rise  is  the  resuli 
of  new  corruption  probes 
against  the  GNP,  and  though 
many  voters  remain  undecid- 
ed, the  poll  showed  a  dramatic 
improvement  for  Uri,  which  in 
November  was  backed  by  just 
15.6%  of  those  polled. 

Feeling  the  pressure,  the 
GNP  is  now  pursuing  an  on 
line  campaign  of  its  own.  The 
party  has  revamped  its  Web 
site  to  appeal  to  younger  vot 
ers,  with  features  such  as  a 
page  that  pairs  articles  critical 
of  the  GNP  with  point-by 
point  rebuttals.  "We  recognize 
the  importance  of  appealing  to 
Netizens,"  says  Jung  Tae  Yun. 
chairman  of  the  GNP's  cyber- 
committee.  "We  have  decided 
to  run  two  official  sites  as  our 
original  one  is  too  formal  for 
younger  voters."  True,  the 
GNP  retains  a  strong  power 
base  among  older  voters.  But 
that— even  when  combined 
with  its  new  Internet  efforts- 
may  not  be  enough  to  counter 
the  Uri  Party's  tech  smarts.  ■ 
-By  Moon  Ihlwan  in  Seoul 
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3Y  CHESTER  DAWSON 


Japan  Can  Rise  Above  a  Rising  Yen 

ompanies  are  stronger-and  less  dependent  on  U.S.  trade— than  ever 


THE  JAPANESE  government  has 
left  no  doubt  that  it  is  as  deter- 
mined this  year  to  hold  down 
the  rise  of  the  yen  as  it  was  in 
2003.  In  January  alone,  the 
Bank  of  Japan  spent  a  mind-boggling 
$68  billion  in  an  effort  to  weaken  the  yen, 
on  orders  from  the  Finance  Ministry.  Yet 
the  dollar  has  continued  to  drop,  after 
falling  almost  10%  last  year. 

Japan's  finance  mandarins  should  relax.  The  Japanese  can't 
change  the  U.S.  budget  and  trade  deficits,  the  real  reasons  for 
the  dollar's  fall.  More  important,  the  BOj's  actions  reveal  an 
almost  hysterical  insistence  that  Japan's  trading  relationship 
with  the  U.S.,  which  accounts  for  a  quarter  of  its  overall  trade, 
just  can't  function  without  a  weak  yen  to  boost  its  shipments  of 
DVD  recorders,  digital  cameras,  and  cars.  The  fact  is,  Japan  is  a 
lot  tougher  than  the  government's  actions  would  indicate- 
tough  enough  to  take  a  stronger  yen. 

Hard  to  believe?  Talk  to  some  of  Japan's  top  executives,  and 
you'll  find  a  surprising  level  of  equanimity.  Big  exporters,  such 
as  Honda  Motor  Co.,  are  confident  that  they'll  be  able  to  stay 
profitable  "even  at  a  rate  as  low  as  100  yen  to  the  dollar,"  says 
Satoshi  Aoki,  Honda's  senior  managing  director  for  finance. 
'"There's  not  nearly  as  much  impact  as  in  the  past." 

The  reasons  are  clear.  For  one  thing,  Honda  and  other  Japa- 
nese auto  makers  have  spent  years  bolstering  their  defenses 
against  a  weaker  dollar.  They've  shifted  production  from  Japan 
to  key  markets  such  as  the  U.S.  and  increased  local  procure- 
ment of  parts.  Yen  swings  just  don't  affect  sales  generated  by 
those  Japanese  factories  in  Alabama  and  Ohio. 

The  best-run  factories  in  Japan  are  less  affected, 
too.  After  years  of  quiet  restructuring,  the  conse- 
quences of  a  rising  currency  aren't  what  they  were. 
Production  has  been  trimmed  and  job  growth  rolled 
back.  The  result:  Although  statistics  are  hard  to 
come  by,  Japan's  manufacturing  productivity  ap- 
pears to  be  on  the  rise— and  with  it  the  ability  to  ab- 
sorb the  shock  from  a  stronger  currency.  For  in- 
stance, Canon  Inc.  came  through  the  latest  round  of 
endaka,  or  yen  appreciation,  with  flying  colors,  post- 
ing a  record  net  profit  of  $2.62  billion  for  2003.  It 
offset  $70  million  in  currency-related  losses  with  a 
$1  billion  belt-tightening  drive,  in  the  process 
boosting  output  per  worker. 


THE  STAT 


$68 

BILLION 

Japan's  currency 
intervention  to  J 
push  down  the 
yen  in  January 

Data:  Japanese  Ministry  of  Finance 


The  other  factor  in 
Japan's  favor  is  that 
the  U.S.  is  no  longer 
the  be-all  and  end-all 
of  its  trade  policy. 
Japanese  auto  makers 
and  other  companies 
have  sought  out  new 
business  in  other 
Asian  markets,  such 
as  China.  Plus,  Japan 
is  benefiting  from  a 
decline  in  the  value  of 
its  currency  against 
the  euro— the  yen  fell 
7.7%  against  the  euro 
last  year— which  is 
providing  a  crucial 
boost  to  exports 
bound  for  the  euro  zone.  The  upshot:  Japan  Inc.  is  in  its 
strongest  position  in  years,  weak  dollar  or  no.  "The  Japanese 
economy  is  much  less  sensitive  to  the  yen-dollar  relationship 
than  it  used  to  be,"  says  Peter  Morgan,  chief  economist  at  HSBC 
Securities  Inc.  in  Tokyo. 

Of  course,  a  further  plunge  in  the  dollar  could  still  be  painful 
for  Japan.  Last  year,  for  example,  exports  of  manufactured 
goods  dropped  14%.  But  economists  say  more  modest  curren- 
cy movements  no  longer  make  or  break  corporate  profits,  since 
trade  is  not  exclusively  reliant  on  the  U.S.  According  to  a  recent 
report  by  Goldman,  Sachs  &  Co.,  Japan's  trade  with  China  and 
Hong  Kong  combined  make  up  about  18%  of  the  total,  up  from 
6.7%  in  the  early  1990s.  Goldman  predicts  that  "exports  to  Chi- 
na will  overtake  exports  to  the  U.S.  over  the  next  year  or  two." 
Although  the  Chinese  currency  is  pegged  to  the  dollar,  and 
therefore  has  fallen  vis-a-vis  the  yen,  that  hasn't  made  much  of  a 
dent  in  bilateral  trade.  China  trade,  in  fact,  is  Japan's 
sweet  spot.  While  the  Chinese  snap  up  industrial 
goods,  Japanese  consumers  eagerly  buy  cheaper 
made-in-China  wares.  Japan  benefits  from  the  weak 
yuan  in  another  way:  Japanese-owned  factories  in 
China  now  flood  the  U.S  with  goods,  resulting  in  a 
flow  of  steady  profits  to  Japanese  parent  companies. 
So  why  do  the  Japanese  keep  fighting  a  losing 
war  to  contain  the  yen?  Tokyo  is  hoping  to  arrest 
the  decline  enough  to  give  Japan's  weakest  compa- 
nies more  breathing  room.  Better  instead  to  focus 
on  the  unfinished  restructuring  of  Japan— and  use 
the  strong  yen  to  force  less  competitive  exporters  to 
shape  up.  This  time  Japan  Inc.  can  take  it.  ■ 
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relaxing  moment 


Individual  results  may  vary.  Not  studied  for  multiple  attempts  per  c 


INTRODUCING  ClALIS,  THE  FIRST  TABLET  FOR  ERECTI 

DYSFUNCTION  THAT  GIVES  YOU  UP  TO  36  HOURS  TO  CHOOSE  TJ 

MOMENT  THAT'S  RIGHT  FOR  YOU  AND  YOUR  PARTNI 

Discover  Cialis  (pronounced  see-AL-iss),  a  new  prescription  tablet 

erectile  dysfunction  (ED)  that  goes  to  work  fast  and  can  work  up  to  36  hours.*  And  Cial 

made  to  work  only  with  sexual  stimulation,  so  a  relaxing  moment  can  turn  into  the  right  mom 

Which  moment  will  be  the  right  moment  for  y 

See  important  safety  information  below  and  Patient  Information  on  following  p; 


Cialis  is  not  for  everyone.  If  you  take  nitrates,  often  used  for  chest  pain  (also  known  as  angina) 
alpha  blockers  (other  than  Flomax  0.4  mg  once  daily),  prescribed  for  prostate  problems  or  r 
blood  pressure,  do  not  take  Cialis.  Such  combinations  could  cause  a  sudden,  unsafe  drop  in  bl 
pressure.  Don't  drink  alcohol  in  excess  (to  a  level  of  intoxication)  with  Cialis.  This  combination  1 
increase  your  chances  of  getting  dizzy  or  lowering  your  blood  pressure.  Cialis  does  not  protect  a  r 
or  his  partner  from  sexually  transmitted  diseases,  including  HIV. 

The  most  common  side  effects  with  Cialis  were  headache  and  upset  stomach.  Backache  and  mu(t 
re  were  also  reported,  sometimes  with  delayed  onset.  Most  men  weren't  bothered  by  the  1 
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Cialis 


(tadalafil) 


tablets 


36-hour  Cialis. 

WHICH  MOMENT  WILL  BE 
RIGHT  FOR  YOU? 


Don't  miss  another  moment,  talk  to  your  doctor  today  and  see  if  a 
free  sample  of  Cialis  is  right  for  you.  For  more  information  visit  www.cialis.com 

or  call  1-877-4-CIALIS. 


:ts  enough  to  stop  taking  Cialis.  Although  a  rare  occurrence,  men  who  experience  an  erection 
nore  than  4  hours  (priapism)  should  seek  immediate  medical  attention.  Discuss  your  medical 
litions  and  medications  with  your  doctor  to  ensure  Cialis  is  right  for  you  and  that  you  are 
thy  enough  for  sexual  activity. 

linical  trials,  Cialis  was  shown  to  improve,  up  to  36  hours  after  dosing,  the  ability  of  men  with  ED  to  have'  a  single 
ssful  intercourse  attempt. 

ax®  (tamsulosin  HCl)  is  a  registered  trademark  of  Boehringer  Ingelheim 
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Patient  Information 

fggLCialis 

!^5F  (tadalafil),,* 


tao'e-s 

Read  the  Patient  Information  about  CIALIS  before  you  start  taking  it  and  again  each  time 
you  get  a  refill.  There  may  be  new  information.  You  may  also  find  it  helpful  to  share  this 
nation  with  your  partner.  This  leaflet  does  not  take  the  place  of  talking  with  your 
doctor  You  and  your  doctor  should  talk  about  CIALIS  when  you  start  taking  it  and  at 
regular  checkups.  If  you  do  not  understand  the  information,  or  have  questions,  talk  with 
your  doctor  or  pharmacist. 

What  important  information  should  you  know  about  CIALIS? 

CIALIS  can  cause  your  blood  pressure  to  drop  suddenly  to  an  unsafe  level  if  it  is  taken 
with  certain  other  medicines.  You  could  get  dizzy,  faint,  or  have  a  heart  attack  or  stroke. 

Oo  not  take  CIALIS  if  you: 
•take  any  medicines  called  "nitrates.' 

•  use  recreational  drugs  called  "poppers'  like  amyl  nitrate  and  butyl  nitrate. 

•  take  medicines  called  alpha  blockers,  other  than  Flomax  (tamsulosin  HCI)  0.4  mg  daily. 
(See  "Who  should  not  take  CIALIS?  ) 

Tell  all  your  healthcare  providers  that  you  take  CIALIS.  If  you  need  emergency  medical 
care  for  a  heart  problem,  it  will  be  important  for  your  healthcare  provider  to  know  when  you 
last  took  CIALIS. 

After  taking  a  single  tablet,  some  of  the  active  ingredient  of  CIALIS  remains  in  your 
body  for  more  than  2  days.  The  active  ingredient  can  remain  longer  if  you  have  problems 
with  your  kidneys  or  liver,  or  you  are  taking  certain  other  medications  (see  "Can  other 
medications  affect  CIALIS?"). 

What  is  CIALIS? 

CIALIS  is  a  prescription  medicine  taken  by  mouth  for  the  treatment  of  erectile  dysfunction 
(ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when  a  man  is  sexually 
excited,  or  when  he  cannot  keep  an  erection.  A  man  who  has  trouble  getting  or  keeping  an 
erection  should  see  his  doctor  for  help  if  the  condition  bothers  him.  CIALIS  may  help  a  man 
with  ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

CIALIS  does  not: 

•cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases,  including  HIV.  Speak 
to  your  doctor  about  ways  to  guard  against  sexually  transmitted  diseases. 

•  serve  as  a  male  form  of  birth  control 

CIALIS  is  only  for  men  with  ED.  CIALIS  is  not  for  women  or  children.  CIALIS  must  be  used 
only  under  a  doctor's  care. 

How  does  CIALIS  work? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical  response  is  to  increase 
blood  flow  to  his  penis.  This  results  in  an  erection.  CIALIS  helps  increase  blood  flow  to 
the  penis  and  may  help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity.  Once  a  man  has  completed  sexual  activity,  blood  flow  to  his  penis  decreases,  and 
his  erection  goes  away. 

Who  can  take  CIALIS? 

Talk  to  your  doctor  to  decide  if  CIALIS  is  right  for  you. 

CIALIS  has  been  shown  to  be  effective  in  men  over  the  age  of  18  years  who  have  erectile 
dysfunction,  including  men  with  diabetes  or  who  have  undergone  prostatectomy. 

Who  should  not  take  CIALIS? 

Do  not  take  CIALIS  if  you: 

•take  any  medicines  called  "nitrates"  (See  "What  important  information  should 
you  know  about  CIALIS?").  Nitrates  are  commonly  used  to  treat  angina.  Angina  is 
a  symptom  of  heart  disease  and  can  cause  pain  in  your  chest,  jaw,  or  down  your  arm. 

Medicines  called  nitrates  include  nitroglycerin  that  is  found  in  tablets,  sprays,  ointments, 
pastes,  or  patches.  Nitrates  can  also  be  found  in  other  medicines  such  as  isosorbide 
dinitrate  or  isosorbide  mononitrate.  Some  recreational  drugs  called  "poppers"  also 
contain  nitrates,  such  as  amyl  nitrate  and  butyl  nitrate.  Do  not  use  CIALIS  if  you  are  using 
these  drugs.  Ask  your  doctor  or  pharmacist  if  you  are  not  sure  if  any  of  your  medicines 
are  nitrates. 

•take  medicines  called  "alpha  blockers",  other  than  Flomax'  0.4  mg  daily.  Alpha 
blockers  are  sometimes  prescribed  for  prostate  problems  or  high  blood  pressure. 
If  CIALIS  is  taken  with  alpha  blockers  other  than  Flomax*  0.4  mg  daily,  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy  and  faint. 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual  activity  because  of 
health  problems.  Sexual  activity  can  put  an  extra  strain  on  your  heart,  especially  if  your 
heart  is  already  weak  from  a  heart  attack  or  heart  disease. 

•  are  allergic  to  CIALIS  or  any  of  its  ingredients.  The  active  ingredient  in  CIALIS  is  called 
tadalafil.  See  the  end  of  this  leaflet  for  a  complete  list  of  ingredients. 

What  should  you  discuss  with  your  doctor  before  taking  CIALIS? 
Before  taking  CIALIS,  tell  your  doctor  about  all  your  medical  problems,  including  if  you: 

•  have  heart  problems  such  as  angina,  heart  failure,  irregular  heartbeats,  or  have  had 
a  heart  attack.  Ask  your  doctor  if  it  is  safe  for  you  to  have  sexual  activity. 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not  controlled 

•  have  had  a  stroke 

•  have  liver  problems 

•  have  kidney  problems  or  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  in  families)  eye  disease 

•  have  stomach  ulcers 

•  have  a  bleeding  problem 

•  have  a  deformed  penis  shape  or  Peyronie's  disease 

•  have  had  an  erection  that  lasted  more  than  4  hours 

have  blood  cell  problems  such  as  sickle  cell  anemia,  multiple  myeloma,  or  leukemia 


Can  other  medications  affect  CIALIS? 

Tell  your  doctor  about  all  the  medicines  you  take  including  prescription  and  non- 
prescription medicines,  vitamins,  and  herbal  supplements.  CIALIS  and  other  medicines  may  | 
affect  each  other.  Always  check  with  your  doctor  before  starting  or  stopping  any  medicines. 
Especially  tell  your  doctor  if  you  take  any  of  the  following: 

•  medicines  called  nitrates  (See  "What  important  information  should  you  know  about  I 
CIALIS?") 

•medicines  called  alpha  blockers.  These  include  Hytrin*  (terazosin  HCI),  Flomax! 
(tamsulosin  HCI).  Cardura*  (doxazosin  mesylate),  Minipress*  (prazosin  HCI)  or  Uroxatral*  I 
(alfuzosin  HCI). 

•  ritonavir  (Norvir*)  or  indinavir  (Crixivar 

•  ketoconazole  or  itraconazole  (such  as  Nizoral*  or  Sporanox*) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 

How  should  you  take  CIALIS? 

Take  CIALIS  exactly  as  your  doctor  prescribes.  CIALIS  comes  in  different  doses  (5  mg, 
10  mg,  and  20  mg).  For  most  men,  the  recommended  starting  dose  is  10  mg.  CIALIS  should 
be  taken  no  more  than  once.a  day.  Some  men  can  only  take  a  low  dose  of  CIALIS  because 
of  medical  conditions  or  medicines  they  take.  Your  doctor  will  prescribe  the  dose  that  is  right 
for  you. 

•  If  you  have  kidney  problems,  your  doctor  may  start  you  on  a  lower  dose  of  CIALIS. 

•  If  you  have  kidney  or  liver  problems  or  you  are  taking  certain  medications,  your  doctor 
may  limit  your  highest  dose  of  CIALIS  to  10  mg  and  may  also  limit  you  to  one  tablet  in 
48  hours  (2  days)  or  one  tablet  in  72  hours  (3  days). 

Take  one  CIALIS  tablet  before  sexual  activity.  In  some  patients,  the  ability  to  have  sexual 
activity  was  improved  at  30  minutes  after  taking  CIALIS  when  compared  to  a  sugar  pill 
The  ability  to  have  sexual  activity  was  improved  up  to  36  hours  after  taking  CIALIS  when 
compared  to  a  sugar  pill.  You  and  your  doctor  should  consider  this  in  deciding  when  you 
should  take  CIALIS  prior  to  sexual  activity.  Some  form  of  sexual  stimulation  is  needed  for  an 
erection  to  happen  with  CIALIS.  CIALIS  may  be  taken  with  or  without  meals. 

Do  not  change  your  dose  of  CIALIS  without  talking  to  your  doctor.  Your  doctor  may  lower 
your  dose  or  raise  your  dose,  depending  on  how  your  body  reacts  to  CIALIS. 

Do  not  drink  alcohol  to  excess  when  taking  CIALIS  (for  example,  5  glasses  of  wine  or 
5  shots  of  whiskey).  When  taken  in  excess,  alcohol  can  increase  your  chances  of  getting 
a  headache  or  getting  dizzy,  increasing  your  heart  rate,  or  lowering  your  blood  pressure. 

If  you  take  too  much  CIALIS.  call  your  doctor  or  emergency  room  right  away. 

What  are  the  possible  side  effects  of  CIALIS? 

The  most  common  side  effects  with  CIALIS  are  headache,  indigestion,  back  pain,  muscle 
aches,  flushing,  and  stuffy  or  runny  nose.  These  side  effects  usually  go  away  after  a  few 
hours.  Patients  who  get  back  pain  and  muscle  aches  usually  get  it  12  to  24  hours  after 
taking  CIALIS.  Back  pain  and  muscle  aches  usually  go  away  by  themselves  within  48  hours. 
Call  your  doctor  if  you  get  a  side  effect  that  bothers  you  or  one  that  will  not  go  away. 

CIALIS  may  uncommonly  cause: 

•  an  erection  that  won't  go  away  (priapism).  If  you  get  an  erection  that  lasts  more  than 
4  hours,  get  medical  help  right  away.  Priapism  must  be  treated  as  soon  as  possible 
or  lasting  damage  can  happen  to  your  penis  including  the  inability  to  have  erections. 

•  vision  changes,  such  as  seeing  a  blue  tinge  to  objects  or  having  difficulty  telling  the 
difference  between  the  colors  blue  and  green. 

These  are  not  all  the  side  effects  of  CIALIS.  For  more  information,  ask  your  doctor 
or  pharmacist. 

How  should  CIALIS  be  stored? 

•  Store  CIALIS  at  room  temperature  between  59°  and  86°F  (15°  and  30°C). 

•  Keep  CIALIS  and  all  medicines  out  of  the  reach  of  children. 

General  Information  about  CIALIS: 

Medicines  are  sometimes  prescribed  for  conditions  other  than  those  described  in  patient 
information  leaflets.  Do  not  use  CIALIS  for  a  condition  for  which  it  was  not  prescribed.  Do 
not  give  CIALIS  to  other  people,  even  if  they  have  the  same  symptoms  that  you  have.  It  may 
harm  them. 

This  leaflet  summarizes  the  most  important  information  about  CIALIS.  If  you  would 
like  more  information,  talk  with  your  healthcare  provider.  You  can  ask  your  doctor  or 
pharmacist  for  information  about  CIALIS  that  is  written  for  health  professionals. 
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Will  A  Shiite  Split 
Bring  Chaos  in  Iraq? 


T'S  THE  MOST  STRIKING  RECENT  development  in  troubled  Iraq: 
\yatollah  Ali  Husaini  Sistani,  once  a  retiring  religious  figure,  has 
emerged  as  a  national  symbol  of  standing  up  to  the  U.S.  occu- 
pying authorities.  His  insistence  that  the  new  Iraqi  transitional 
government,  which  is  to  take  power  on  July  1,  be  chosen  through 

lirect  elections  rather  than  caucuses  large-  also  clashed  with  Sistani's  people  and  with 
y  controlled  by  the  U.S.  and  its  local     another  faction,  the  Supreme  Council  for 


riends  has  galvanized  Iraqi  politics.  It  has 
dso  sparked  concerns  that  the  Najaf-based 
Shiite  cleric  will  dominate  Iraq's  politics— 
ust  as  Ayatollah  Khomeini  and  his  succes- 
sor, Ali  Khamenei,  did  in  Iran. 

Shiite  Factions 

fET  CHAOS  IN  IRAQ  is  a  far  more  imme- 
liate  danger  than  the  rise  of  a  monolithic 
>hiite  regime.  Sistani's  own  aides,  such  as 
7adhil  Bahrululum,  secretary  general  of 
he  Ayatollah's  Alulbayt  Foundation  in 
.ondon  insist  that  "we 
lon't  want  a  government 
ike  the  Iranian  govern- 
nent."  Sistani  hails  from  a 
school  that  believes  clerics 
should  distance  themselves 
rom  politics.  He  wants  elec- 
ions  so  that  the  new  gov- 
ernment will  be  recognized 
is  legitimate.  But  it's  diffi- 
cult to  predict  how  the  Shi- 
tes— who  constitute  up  to 
35%  of  Iraq's  population 
3ut  are  not  well-organized 
Dolitically— might  vote. 
'The  Shiites  are  divided," 
;ays  Ghanim  Jawad,  a  Lon- 
ion-based  Iraqi  activist. 

Many  Shiites  consider  ^^^^ 
sistani  a  religious  authority 
whose  pronouncements  on  everything 
xom  business  dealings  to  marital  relations 
nust  be  obeyed.  But  he's  not  the  only  game 
n  town.  Many  youthful  Shiites,  for  in- 
stance, are  enamored  of  Muqtada  Sadr,  a 
firebrand  who  scorns  the  U.S.  and  Israel 
ind  advocates  an  Islamic  state.  Sadr  sup- 
porters are  blamed  for  killing  the  London- 
oased  Ayatollah  Abdel  Majid  al-Khoei 
when  he  returned  to  Najaf  with  American 
assistance  last  April.  Sadr  followers  have 


SISTANI  BACKERS 

The  ayatollah  is 
calling  for  direct 
elections  by  June 


the  Islamic  Revolution  in  Iraq,  whose 
leader  Muhammad  Baqr  al  Hakim  was 
killed  last  August. 

Tensions  are  likely  to  keep  rising  as 
the  U.S.'s  June  30  deadline  for  handing 
power  to  the  Iraqis  approaches.  Whatever 
government  takes  over  will  be  enormous- 
ly influential  in  shaping  Iraq's  future.  Con- 
flict could  be  sparked  as  ethnic  or  political 
groups  jockey  for  advantage.  Recent 
ethnic  violence  in  Kirkuk  and  the  Feb.  2 
bombings  of  the  two  major  Kurdish 
parties  in  Irbil  may  be  signs 
of  coming  storms.  Some 
analysts  even  worry  that  the 
Baathists,  who  remain  a 
cohesive  force,  will  regain 
influence.  Ayad  Allawi,  an 
ex-Baathist  with  ties  to  the 
CIA,  is  already  security 
supremo  on  the  Iraqi 
Governing  Council. 

The  next  few  weeks  will 
be  crucial  in  determining 
how  smooth  the  transition  to 
self-government  is.  A  key 
question:    Can    Sistani   be 
persuaded  to  ease  his  demands  if 
U.N.  experts  conclude  that  elections 
by  June  30  aren't  feasible?  Sistani 
may  be  willing  to  back  a  U.N.  formu- 
la that  would  seem  less  U.S.-inftu- 
enced  than  the  proposed  caucuses. 

It  will  require  great  skill  to  pull  off  a 
peaceful  handover.  The  U.S.,  the  U.N.,  and 
top  Iraqi  pols  have  to  be  sure  not  to  lose  the 
Shiites.  They  also  have  to  keep  Kurdish  na- 
tional aspirations  under  control  and  bring 
Sunni  Muslims,  the  big  losers  in  the  power 
shift,  into  the  political  arena.  Huge  political 
battles  lie  ahead.  The  trick  will  be  to  keep 
them  from  spilling  into  the  streets.  ■ 

-By  Stanley  Reed  in  London 


GLOBAL 
WRAPUP 

RUSSIANS  DUMP 
DOLLARS-FOR  RUBLES 

THE  DOLLAR'S  slide  is  a  hot 
topic  in  Russia  these  days, 
where  the  greenback  can  be 
traded  on  every  street  corner. 
Russians  have  routinely 
preferred  dollars  for  their 
household  savings  and  for 
many  day-to-day  transactions. 
They  had  good  reason  to 
distrust  the  Russian  ruble,  which 
crashed  spectacularly  in  1998. 
But  with  the  dollar  sinking 
ever  lower,  Russians  now  look 
on  the  greenback  with  derision. 
It  has  slumped  12%  against  the 
ruble  in  the  last  year.  Now 
Russians  are  rushing  to  dump 
their  hoards  of  dollars  and 
convert  them  into  rubles- 
pushing  the  ruble  ever  higher, 
and  feeding  central  bank 
currency  reserves,  now  a  record 
$80  billion.  A  Feb.  2  poll 
showed  that  only  12%  of 
Russians  trust  the  dollar, 
compared  with  51%  who  are 
putting  their  money  on  the 
sturdy  ruble. 

FRENCH  VOTERS  MAY 
SLAM  CHIRAC  &  CO. 

THE  DECISION  of  France's 
ruling  center-right  party  chief 
Alain  Juppe  to  remain  in  politics 
could  spur  a  voter  backlash. 
President  Jacques  Chirac 
persuaded  Juppe,  his  protege 
and  favored  successor,  to  keep 
the  top  party  job  pending 
Juppe's  appeal  of  a  recent 
conviction  on  political 
corruption  charges.  The  move 
was  a  setback  to  popular 
Interior  Minister  Nicolas 
Sarkozy,  who  had  his  eye  on  the 
job  as  a  springboard  to  a 
presidential  candidacy  in 
2007.  But  Chirac's  gambit 
could  backfire  in  regional 
elections  on  Mar.  21  and  28,  as 
extreme-right  and  leftist 
candidates  are  now  gearing  up 
to  attack  the  center-right  for 
tolerating  corruption. 
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UTO  DESIGNER  ADRIAN  VAN  HOOYDONK  IS 
looking  California  cool,  sporting  two  days  of  un- 
shaven stubble  on  arrival  in  Munich.  Few  would 
guess  the  contents  of  his  excess  baggage:  Four 
life-size  clay  mockups  of  new  car  designs,  airlifted 
from  Los  Angeles  under  tight  wraps. 

As  president  of  DesignworksUSA,  BMW's  design 
studio  in  Newbury  Park,  Calif,  van  Hooydonk 
faces  a  week  of  intensive,  secret  deliberations  at  headquarters  over  the 
shape  and  styling  of  future  models  with  BMW  chief  designer  Christo- 
pher Bangle  and  executive  board  members.  Van  Hooydonk  knows 
what  his  bosses  expect:  cars  so  appealing,  so  desirable,  that  people  who 
see  them  are  smitten  on  the  spot.  "On  first  encounter,  they  have  to  say 
more  than  'nice  design,'  says  van  Hooydonk.  "They  have  to  say  Where 
are  the  keys?  I  want  to  drive  this  car!' " 

Never  before  has  design  been  so  vital  to  a  carmaker's  success— 
maybe  even  to  its  survival.  Sure,  there  have  always  been  great-looking 
cars— cars  that  juiced  sales 

From  Munich 


and  set  trends,  from  the 
1950s  Cadillacs  with  their 
rakish  tail  fins  to  Nissan's 
racy  240Z  and  the  ultra- 
aerodynamic  Audi  100. 
But  reliability,  horsepower, 
and  handling  loomed 
large  then,  too,  keeping 
brands  distinct  in  con- 
sumers' minds. 

Now,  a  decade-long 
drive  to  close  the  engi- 
neering and  quality  gap 
among  the  world's  car- 
makers has  left  the  compa- 
nies competing  increas- 
ingly on,  well,  looks. 
"Design  is  the  No.  1  selling 
point  these  days,"  asserts 

James  Kelly,  professor  of  transportation  design  at  the  Pforzheim  Uni- 
versity of  Applied  Sciences  in  Germany. 

Take  a  look  at  the  numbers:  The  universe  is  teeming  with  good  qual- 
ity, me-too  autos.  Average  initial  quality  for  U.S.  autos,  as  measured  by 
J.D.  Power  &  Associates,  has  improved  24%  in  the  past  five  years.  The 
gap  between  the  best  and  worst  U.S.  performers,  which  was  212  defects 
per  100  vehicles  in  1998,  has  narrowed  to  53  defects.  Sell  on  reliabili- 
ty alone?  Fewer  and  fewer  models  can  do  that— the  dealer  across  the 
street  can  trot  out  impressive  quality  reviews  too. 
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to  Tokyo, 
hot  designers 
are  driving 
sales  more 
than  ever. 
Who  are  they? 
Who's  got  the 
right  stuff? 

BYGAILEDMONDSON 
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Next,  take  the  sheer  number  of  models  vying  for  car  buyers' 
eyeballs.  The  rush  to  share  platforms  and  components  has 
spurred  an  unprecedented  proliferation  of  models.  In  1995,  there 
were  only  910  different  cars  and  light  trucks  sold  in  the  U.S.  By 
2002,  that  number  rose  44%,  to  1,314,  according  to  Automotive 
News.  We  sure  don't  need  them  all— but  Detroit,  Germany,  and 
Japan  just  keep  cranking  them  out.  Minivans.  SUVs.  Roadsters. 
Sedans.  Every  carmaker,  it  seems,  is  racing  into  every  niche. 

How  to  stand  out  in  the  crowd?  Create  a  car  with  a  strong  per- 
sonality. Get  the  proportions  and  styling  right— an  elegandy 
curved  shoulder  line  or  an  innovative  grille— and  you  can  add  up 
to  1%  to  the  sticker  price  and  still  outsell  rivals.  "All  of  a  sudden 
you  are  not  underwater  by  a  couple  hundred  million  dollars,  but 


over  by  that  same  amount,"  says  Christoph  Sturmer,  senior  aut 
analyst  at  Global  Insight  in  Frankfurt. 
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OPEN  SEASON  ON  TALENT 

TO  CATCH  THE  RIGHT  LOOK,  the  industry  giants  are  enlargin;  t 
staffs,  investing  millions  in  high-tech  studios,  and  spending  mo 
to  hire  star  designers,  often  luring  them  from  rivals.  Volkswagei 
plucked  Murat  Guenak  from  Mercedes-Benz  and  Walter  de'Silv; 
from  Alfa  Romeo,  while  General  Motors  snapped  up  Anne  Asen 
sio  from  Renault. " 

The  best  design  requires  big  bucks.  While  their  budgets  an  H 
top  secret,  designers  say  companies  like  GM  and  Ford  Motor  G  : 


Designer's  Choic 


BMW  6  SERIES 

$77,000* 

Hitting  the  market  in  March, 
this  dramatic  333- 
horsepower  coupe 
convertible  ripples  with  a 
toned-down  version  of  chief 
designer  Chris  Bangle's 


signature  "flame  surfacing." 
In  a  break  with  BMW's 
conservative  heritage, 
Bangle  and  his  design 
teams  are  combining  more 
sculptured  surfaces  with 
sharp  edges,  creating  a 
melange  of  convex  and 
concave  lines  that  reflect 
light  and  stir  emotion. 


PEUGEOT  407** 

$26,000 

Bien  sur,  it's  a  Peugeot— just 
look  at  the  signature  slanting 
cat's-eye  headlights  on  the 
new  French-designed  sedan, 
slated  to  hit  showrooms  in 
April.  The  French  are 
wielding  more  expressive 
design  to  inject  the  brand 
with  personality.  Add  to  that 
a  new  push  for  high-quality 


interiors.  Check  out  small 
detailing  like  the  tiny  nubs  on 
the  air-vent  knobs  (for  ease 


of  use)  and  choice  of 
aluminum  or  carbon  f 
around  the  gearbox. 


MAZDA  RX-8 

$25,180 

A  four-door  sports  coupe? 
All  that  and  more.  The  latest 
iteration  of  Mazda's 
legendary  rotary  engine- 


powered  RX  series, 
launched  in  the  fall  of  2003, 
is  styled  to  reflect  "athletic 
tension"  with  a  bold  nose, 
swept-back  headlamps,  and 


a  ground-hugging  profile. 
A  set  of  rear-hinged  doors 
and  the  absence  of  an  "B- 
pillar"  allow  access  to  full- 
size  rear  seats,  so  four  can 
ride  comfortably. 


NISSAN 
QUEST  3.5  S 

$24,590 

Can  a  four-door,  seven- 
passenger  minivan  be 
elegant?  Nissan  comes 
pretty  close  to  the  mark  with 
its  complete  makeover  of 
the  Quest.  The  new  2004 
look  is  being  flagged  as  a 
hallmark  of  Nissan's  new 
design  identity.  A  dramatic 
arching  roofline,  high 


beitline  (where  side  w 
meet  the  door  metal)  || 
optional  "skyview"  qu'  ( 
sunroofs  make  it  stan* 
from  a  crowded  field  c 
minivans. 


MEGANEII 
HATCH** 

$19,125 

Bland  it's  not.  Renault's 
second-generation 
compact,  launched  in  the 
fall  of  2002,  has 
been  called 
everything  from 
innovative  and 
futuristic  to  funky 
and  ugly.  A 
perpendicular 
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back  window  dramatically 
chops  the  car's  silhouette 
into  sharp  angles  and 
makes  the  trunk  resemble 
the  bustle  on  a  19th  century 
dress.  The  provocative 
design  bolstered  sales. 


mercedes-benz 
slr  mclaren 

$450,000 

Mercedes'  attempt  to  out- 
Ferrari  Ferrari.  With  a  626 
horsepower  engine,  the 
main  message  of  the  SLR 
McClaren's  design  is  big, 
brutish,  uncompromising 
power.  The  engine  was  so 
enormous  that  the  car's 
snout  had  to  be  extended  to 
fit  it  behind  the  front  axle. 

*  Estimate.  "Not  available  in  the  US 


What  the  heck,  this  retro- 
looking  sportscar  that 
debuts  this  summer  is  about 
get-out-of-my-way 
dominance,  not 
beauty. 


lave  boosted  spending  on  design  by  at  least  50%  since  the  early 
>0s.  Top  car  designers  such  as  BMW's  Bangle  and  VW's  Guenak 
an  earn  close  to  $1  million  in  salary  and  bonuses,  according  to 
ooz  Allen  Hamilton  estimates.  You  know  the  industry  is  serious 
bout  design  when  Toyota  Motor  Corp.— big,  boring  Toyota— de- 
ides  to  shell  out  millions  for  a  lavish  design  center  in  Japan,  in 
ddition  to  its  facilities  from  California  to  France. 

Leading  designers,  hungry  for  the  killer  look,  are  foraging  for 
leas  in  the  universe  of  art,  architecture,  and  fashion.  "I  get  most 
f  my  inspiration  from  architecture  and  furniture  design,"  says 
^en  Okuyama,  a  former  automobile  designer  for  Porsche  and 
JM,  and  now  chairman  of  the  transportation  design  department 
it  the  Art  Center  College  of  Design  in  Pasadena,  Calif. 


The  efforts  are  paying  off,  as  a  fresh  wave  of  21st  century  de- 
signs already  tools  down  the  highway.  Cruise  down  the  Champs 
Elysees  and  you'll  see  the  scooting  siblings  that  make  up  the  Re- 
nault Megane  family— especially  the  Megane  II  Hatch,  with  an 
audacious,  chopped-off  back  that  says  something  very  French 
and  very  provocative.  Or  go  to  the  corporate  canyons  of  New  York 
to  see  the  powerful  BMW  7  purring  in  traffic— a  real  hunk  of  Teu- 
tonic metal,  a  power  statement  that  has  scandalized  traditional- 
ists but  thrilled  designers.  And  the  Japanese?  They're  getting  a 
makeover,  too.  The  Nissan  Murano  has  a  grille  based  on  a  me- 
dieval knight's  hinged  helmet  and  a  body  that  is  inspired  by 
handblown  Venetian  glass.  "Our  goal  was  to  create  a  car  that 
stood  out  enough  to  turn  heads  and  have  people  ask  'What  was 


ent  launches,  upcoming  cars,  and  concepts  that 
world's  top  auto  designers  are  talking  about 


.EXUS  GS 

)48,000* 

it  production  model 
g  off  the  new  face  of 
A  shorter  wheelbase 
e  previous  model 


and  tight  overhangs  give 
the  2006  GS  a  more 
muscular  stance,  while  its 
swept-back  roofline,  long 
hood,  and  "slingshot 
windows"  recall  the  classic 
looks  of  a  roadster. 


SMART 
ROADSTER** 

$31,000 

The  Brabus  Roadster,  the 
newest  derivative  of  the 
iconic  Mercedes-Benz  Smart 
supermini,  is  the  well- 
designed  tech  toy  as  car. 
Sassy,  quick,  and  light,  it's  a 
21st  century  update  on  the 
classic  roadster.  Sporty  lines 
blend  with  right-on  propor- 


tions, inspiring  some  to  call  it 
"the  great-grandson  of  the 
MG."  Porsche  Engineering 
handled  the  engine  and  drive- 
train,  lending  serious  per- 
formance credentials  to  a  car 


FORD 
[USTANG 

0,000     ANDUP 

all  about  the  bland, 
iosed  Mustang  of 
years  and  cast  your 
tack  to  Steve  Mc- 
s  '68  Mustang  as  he 
through  the  streets 
Francisco  in  Bullitt. 
est-generation  pony 
lich  will  be  launched 
lis  year,  is  a  thor- 


oughly modern  take  on  the 
classic  original,  complete 
with  long,  shark-like  hood, 


short  rear  deck, 
and  three-part 
headlamps,  as 
well  as  cool 
21st  century 
touches  like 
instrument 
cluster  lighting 
that  drivers  can 
customize  in  any  of  125  col- 
or schemes. 


CHRYSLER  300C 

$24,000  ANDUP 

The  elegant  lines  and 
classic  proportions  of  the 
2005  model  evoke  the 
Bentley  Arnage  rather  than 
a  family  sedan.  Returning  to 
rear-wheel  drive  allowed 
designers  to  lengthen  the 
hood,  which  is  accentuated 


built  just  for  fun.  The  carefree 
pricetag  sends  hearts 
throbbing  among  the  smart 
and  quality-conscious  who 
don't  want  to  empty  their 
bank  account  for  a  cool  car. 


with  a  deep  grille,  and  to 
push  the  wheels  out  to  the 
corners  of  the  car,  giving  it  a 
solid  stance.  The  premium 
look  is  part  of  the  company's 
strategy  of  moving  the 
Chrysler  brand  upscale.  It 
will  hit  showrooms  in  April. 
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»  "A  car  can't 
exist  in  the 
future  if  it 
doesn't  show 
passion" 


that  car?' "  says  Taiji  Toyota,  Nissan's  chief 
product  designer  for  the  Murano 

Three  different  designs  with  three 
things  in  common— they  all  renounce  the 
bland,  windblown  look  of  the  '90s,  the 
Everyman  car  profile.  All  three  bear  the 
stamp  of  designers,  not  committees.  And 
they  all  are  spurring  sales  and  profits  . 

That  has  riveted  attention  in  the  board- 
room. Chief  executives  are  drawing  the  con- 
clusion that  in  the  decade  to  come,  at  least,  it  will  be  riskier  to  be 
boring.  "Mainstream  design  is  migrating  to  the  more  edgy,"  says 
J  Mays,  Ford's  chief  designer  and  the  man  who,  while  at  Volks- 
wagen, conceived  the  New  Beede.  The  Germans,  who  have  long 
relied  on  minimalist  design,  are  taking  heed.  The  much-heralded 
launch  of  VW's  fifth-generation  Golf  in  September  stalled.  Auto  re- 
viewers and  consumers  praised  the  handling— and  dinged  the  car 
for  its  dull  shape.  In  2003,  VW  sold  only  110,000  new  Golfs, 
25,000  short  of  its  target.  Now  VW's  new  head  designer,  Murat 
Guenak,  has  a  massive  rescue  job  on  his  hands.  "I  want  more  sen- 
suality, more  passion,  and  more  emotion  to  Volkswagen's  cars.  A 
car  can't  exist  in  the  future  if  it  doesn't  show  passion." 

SEXY  BEASTS 

PASSION— AND  ATTITUDE— are  what  consumers  will  see  more 
and  more  of  in  Europe,  Asia,  and  the  U.S.  From  the  U.S.,  expect 
a  flotilla  of  aggressively  styled,  new-generation  cars  with  big 
muscle— under  the  hood  and  in  the  car's  silhouette.  From  Eu- 
rope, look  for  some  Audi  models  with  a  touch  of  the  bestial  about 
them— powerful,  sculpted  hoods,  gaping-mouth  grilles,  and 
mean-looking  headlights.  If  you  have  $450,000  to  spare,  you  can 
try  the  Mercedes  McLaren,  a  sports  car  whose  profile  evokes  a 
great  white  shark  with  dinner  on  his  mind.  From  Japan,  expect  to 
see  a  Lexus  that  actually  has  personality,  that  has  dieted  hard  to 
shed  its  affluent,  chubby  look  and  acquire  a  sleeker  silhouette. 
Everyone  agrees  that  designers  with  European  experience  are 
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setting  the  pace,  thanks  to  a  100-year  hei 
itage  of  cars  as  art  form.  That's  why  Euro 
pean-trained  staffs  are  the  ones  to  poac! 
from.  Ford  recruited  former  Audi  designe 
J  Mays  in  1997.  Mays,  an  Oklahoman  whi 
had  spent  most  of  his  career  in  German 
working  for  Audi,  BMW,  and  Volkswager 
in  turn  rounded  up  a  team  of  European  en 
gineers.  Asensio,  now  chief  of  advanced  ve 
hide  design  at  GM,  helped  author  Re 
nault's  hit  Megane  Scenic  minivan,  which  sold  2.3  million  unit 
But  even  though  European-trained  designers  get  top  grade; 
no  one  thinks  we're  in  for  a  permanent  reign  of  Continental  de 
sign.  Everyone  is  groping  to  express  their  national^  ne  sais  quo 
"The  worst  thing  we  could  do  is  look  like  a  European  car,"  sa\ 
Trevor  Creed,  the  British-born  senior  vice-president  of  design  a 
Chrysler  Corp.  describing  the  l6Vfoot-long  300C  sedan.  "WV 
need  an  architecture  that  says,  'I  am  different.  I  am  a  differen 
proportion.'  We  need  imposing  proportions." 

The  Japanese  are  plumbing  the  national  soul  for  inspiration  » 
Toyota's  designers  are  trying  to  exploit  what  they  call  th< 
"J-Factor,"  which  captures  positive  feelings  among  global  con 
sumers  toward  Japanese  pop  culture.  It  seeks  to  leverage  i 
Japan's  reputation  for  creating  colorful,  compact,  high-tech  r 
products.  "By  acknowledging  our  design  DNA,  we  hope  to  har 
ness  it  and  use  it  to  our  advantage,"  says  Hideichi  Misono,  sen 
ior  general  manager  of  Toyota  Motor's  new  Global  Design  Gen 
ter  in  Toyota  City.  The  design  world  is  riveted.  "It's  scary.  The) 
are  building  good  staff,"  says  Dale  Harrow,  chairman  of  the  de-  i 
partment  of  vehicle  design  at  the  Royal  College  of  Art  in  Lon- 
don. Toyota  aims  to  win  15%  of  the  global  market,  "and  thej 
will  do  it  through  design." 

Nissan,  a  lap  ahead  of  Toyota,  has  already  gone  through  a  dra 
matic  design  metamorphosis.  Chief  designer  Shiro  Nakamura  i 
sketched  a  compelling,  fresh  Japanese  look  for  a  new  generatior 
of  Nissans  from  the  huggable  Micra  mini  to  the  Infinity  luxiny 
crossover  FX-45,  designed  to  resemble  a  cheetah. 


THE  ITALIAN  BEHIND 
AUDI'S  RADICAL  LOOK 


Check  out  the  big  aggressive 
mouth  on  the  grille  of  Audi's 
new  A8  luxury  sedan—  the 
one  with  the  V-12  engine.  It 
has  some  Audi  purists 
quaking.  They're  afraid  the 
pugnacious  new  face  could  presage  a 
wholesale  change  in  the  auto  maker's 
famously  understated,  rational  look, 
dominated  for  a  decade  by  disciplined 
form  and  clean  lines.  But  designers  and  car 
fanatics  around  the  world  are  dazzled  by 
the  radical  design  accent.  "We're  about  to 
see  some  surprises  at  Audi,"  says  Ken 
Okuyama,  head  of  the  transportation 


design  department  at  Art  Center  College  of 
Design  in  Pasadena,  Calif. 

No  wonder:  There's  an  Italian  behind 
the  wheel.  Volkswagen  Chairman 
Ferdinand  Piech  promoted  Walter  Maria 
de'Silva  in  2002  to  oversee  design  for  the 
Audi  group,  including  the  Seat  and 
Lamborghini  brands,  but  above  all  to  inject 
more  pizzazz  into  Audi's  minimalist 
design.  De'Silva 's  stylish  makeover  of  Alfa 
Romeo's  cars  in  the  mid-1990s-the  147 
compact  and  156  sedan-turned  around 
Alfa's  fortunes  and  caught  Piech's  eye. 
VW  lured  him  to  Seat  in  1999,  where  he 
turned  a  tired  brand  into  one  of  Europe's 
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How  Design 

Influences 

Design 

The  1999  Audi  TT 
influenced  the 
design  of  a 
host  of  brands 
from  Nissan 
to  Lexus  to 
Chrysler 


1999  AUDI  TT  COUPE 


2004  NISSAN  350Z 


2004  LEXUS  SC  430 


2004  CHRYSLER  CROSSFIRE 


As  the  designers  compete  to  claim  the  title  of  most-coveted 
ook,  technology  is  helping  fuel  the  revolution.  Three- 
limensional  modeling  software  allows  designers  to  produce  in- 
lovative  concepts  with  fewer  rejects  along  the  way.  That's  be- 
muse the  digital  designs  can  weed  out  shapes  with  engineering 
}r  safety  flaws  before  they  are  even  test-built.  As  recently  as  the 
iarly  1990s,  clay  or  fiberglass  renditions  were  carmakers'  only 
vay  to  test  the  visual  appeal  of  a  model. 

Most  studios  now  are  fitted  with  amphitheaters  where  board 
iiembers  and  designers  don  virtual-reality  goggles  to  test-drive 
lie  digital  mockup  on  a  highway— viewing  the  car  in  motion  be- 
fore it's  even  built.  "It's  easier  to  sell  ideas  [to  management]  by 
ising  the  latest  technology,"  says  Moray  Callum,  general  man- 
iger  in  charge  of  Mazda  Motor  Corp.'s  design  division. 

The  ease  of  digital  auto  design  has  boosted  the  number  of  con- 
:ept  cars  at  auto  shows,  allowing  companies  to  test  the  public  re- 
iction  to  designs.  Concept  cars  once  were  a  flourish  of  fantasy. 
Mow  they  are  increasingly  a  trial  balloon  for  cars  likely  to  be  built, 
ind  a  major  signal  of  a  shift  in  design  language.  "Concept  cars 


have  become  very  serious,  like  preproduction  cars,"  says  Volk- 
swagen's Guenak,  who  hopes  the  hot-looking  roadster  he  un- 
veiled at  the  Frankfurt  auto  show  in  September  will  set  the  tone 
for  a  new-looking  generation  of  Volkswagens. 

As  the  star  designers  wield  the  power  of  bigger  budgets, 
whizzier  tech,  and  larger  staffs,  their  power  in  the  boardroom  is 
growing,  too.  Renault's  chief  designer  Patrick  Le  Quement  sits  on 
the  board  and  answers  only  to  Chairman  Louis  Schweitzer.  VW's 
Guenak  also  has  the  ear  of  VW  boss  Bernd  Pischetsrieder,  who 
sits  down  for  a  one-to-one  intensive  exchange  of  ideas  on  design 
at  Guenak's  bidding— about  once  every  two  weeks.  Robert  Peu- 
geot, director  of  innovation  and  quality  at  PSA  Peugeot  Citroen, 
says  he  tells  designers  to  call  him  day  or  night.  "The  executive 
committee  spends  a  lot  of  time  on  design:  If  s  absolutely  strate- 
gic," he  says.  Looks  have  never  counted  more.  ■ 

-With  Chester  Dawson  in  Tokyo  and  Kathleen  Kerwin  in  Detroit 


BusinessWeek  online 


For  a  series  of  interviews  with  individual 
designers,  go  to  www.businessweek.com/magazine/extra.htm 


manifesto"  of  Audi's  new  design  direction 


sportiest  mass-market  marques. 

For  his  biggest  challenge  ever,  de'Silva 
has  gone  back  to  the  drafting  board  once 
again.  With  Audi's  midsize  A6  sedan 
scheduled  to  be  unveiled  in  March, 
de'Silva  aims  to  seize  the  lead  from  BMW 
and  Mercedes-Benz  in  design.  "It  will  be  a 
total  change.  We  will  maintain  Audi's  DNA, 
but  we  will  create  more  emotion,  more 
sculpture,"  says  the  52-year-old  Lecco- 
born  designer. 

That's  the  idea  behind  the  startlingly 
expressive  face  on  the  A8.  For  the  V-12 
version,  de'Silva  scrapped  the  traditional 
horizontal  face  and  designed  an  enormous 
chrome  rim  around  an  imposing  vertical- 
shaped  grille.  It's  seen  as  a  direct 
challenge  to  BMW's  makeover  under 
designer  Christopher  Bangle,  who  has 
given  lots  more  muscle  to  the  Bimmer.  The 
face  of  the  A8  now  sports  "a  gaping  mouth 
that  is  chewing  up  the  road,"  says 
Christoph  Sturmer,  senior  auto  analyst  at 
Global  Insight.  "The  idea  is  wonderful.  It 


makes  the  styling  of  competitors  look 
old-fashioned." 

Other  clues  to  where  de'Silva  intends  to 
take  Audi  can  be  gleaned  from  the  Nuvolari 
coupe  concept  car  unveiled  last  year:  the 
provocative  vertical  grille,  a  more  dynamic 
shape,  more  sculptured  surfaces.  "It's 
more  sexy,"  says  de'Silva,  who  calls  the 
Nuvolari  "a  manifesto"  of  Audi's  new  design 
direction. 

The  eye-catching  combination  of 
German  minimalism  and  Italian  flair  has 
got  designers  from  Los  Angeles  to  Tokyo 
riveted  on  Audi's  next  move.  "De'Silva  is 
one  of  the  best  designers  in  Europe.  He's 
able  to  get  emotion  into  cars  and  make 
them  desirable.  He's  the  hottest  property 
in  the  industry,"  says  James  Kelly, 
professor  of  transportation  at  Pforzheim 
University  in  Germany.  "He  will  be  more 
emotional,  but  he  won't  throw  Audi's 
heritage  out  the  window."  It  could  be  the 
start  of  something  beautiful. 

-By  Gail  Edmondson  in  Ingolstadt 
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Why  IBM  Called 
In  the  Consultants 

The  deal  for  PWCC  is  challenging  Big 
Blue,  but  it  should  pay  off  in  the  long  run 


WHEN  IBM  SCOOPED 
up  PriceWater- 
houseCoopers 
Consulting  in  Oc- 
tober, 2002,  Big 
Blue  bet  that  the 
$3.9  billion  deal 
would  help  solve  its  long-standing  chal- 
lenge of  sluggish  revenue  growth.  The 
consulting  business  itself  seemed  to  offer 
bright  growth  prospects,  and  PWCC's 
30,000  whip-smart  consultants  were 
supposed  to  help  drive  sales  of  IBM's  oth- 
er products  and  services.  But  on  Jan.  15, 
IBM's  Business  Consulting  Services, 
which  includes  the  PWCC  consultants, 
stumbled.  While  the  rest  of  IBM's  finan- 
cials  for  the  fourth  quarter  were  strong, 
revenues  for  the  BCS  group  fell  2%,  to 
$3.25  billion,  compared  with  expected 
growth  of  3%.  The  news  was  enough  of  a 
surprise  that  Merrill  Lynch  &  Co.  analyst 
Steven  Milunovich  slashed  his  revenue 
prediction  for  the  consult- 
ing group  from  10%  growth 
in  2004  to  a  4%  decline. 

Big  Blue's  big  push  into 
strategic  consulting  is  prov- 
ing to  be  one  of  the  thorniest 
challenges  in  the  young 
tenure  of  Chief  Executive 
Samuel  J.  Palmisano.  While 
Palmisano  and  his  top  lieu- 
tenants have  managed  much 
of  the  PWCC  acquisition 
smoothly,  they've  been  con- 
fronted with  a  consulting  in- 
dustry that's  more  troubled  than  most  any- 
one anticipated  it  would  be  two  years  after 
the  U.S.  recession  officially  ended.  A  glut  of 
capacity  and  the  rise  of  offshore  competi- 
tors have  led  to  brutal  competition.  The  re- 
sult is  that  many  IBM  consultants  are  sit- 
ting on  the  bench,  dragging  down 
revenues  and  profit  margins.  "They're 
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The  industry 
is  brutally 
competitive, 
but  growth 
prospects 
are  strong 


probably  a  little  bit  behind  where  they 
were  hoping  to  be,"  says  analyst  John  B. 
Jones  Jr.  of  Soundview  Technology  Group. 
Even  as  tech  demand  recovers, 
Palmisano  will  need  to  move  IBM  up  the 
food  chain  faster  than  rivals  nibble  away  at 
the  bottom.  Competitors  from  India  and 
elsewhere  are  aggressively  moving  into 
services  like  call  centers  and  maintenance 
that  IBM  has  long  offered.  At  the  same 
time,  players  such  as  Hewlett-Packard  Co. 
and  Accenture  Ltd.  are  stepping  up  their 
capabilities  in  traditional  IBM  strong- 
holds like  outsourcing.  Rivals  openly 
question  whether  the  PWCC  deal  will  offer 
IBM  any  competitive  advantage.  "Time  will 
tell  with  that  acquisition.  So  far,  they've 
had  virtually  no  growth,"  says  Carleton  S. 
Fiorina,  CEO  of  Hewlett-Packard,  which 
considered  acquiring  PWCC  before  IBM 
did.  "Relationships  are  nice,  but  in  the 
end,  do  they  bring  business  in  the  door?" 
So  will  the  PWCC  deal  pay  off?  The  evi- 
dence suggests  that  it  will, 
over  the  long  term,  though 
2004  will  be  challenging. 
Already,  the  collaboration 
between  PWCC's  consultants 
and  IBM's  techies  is  result- 
ing in  a  range  of  high-end 
services  that  rivals  will  be 
hard-pressed  to  match.  More 
than  ever,  the  company's 
consultants  are  helping  top 
execs  plot  strategy  and  plan 
business  initiatives— and 
then  offering  the  services 
and  gear  to  make  it  happen.  Sanford  C. 
Bernstein  &  Co.  estimates  the  growth  rate 
for  BCS  will  average  12%  in  2005  and  be- 
yond, faster  than  any  other  group  at  IBM. 
"Having  started  from  nowhere,  we've 
made  a  lot  of  progress,"  says  Virginia  M. 
Rometty,  head  of  the  BCS  group. 

Whether  Rometty's  group  thrives  will 


"WE'VE  MADE  A  LOT  OF  depend  in  large 
PROGRESS"  Business  part  on  how  it 
Consulting  Services  performs  in  the 
chjejRometty  market  for  what's 

called  "business 
process  outsourcing."  In  these  deals,  com- 
panies hand  over  management  of  an  entire 
corporate  function,  like  finance,  to  an  out- 
sider. IBM's  strategy  is  to  develop  expertise 
in  four  processes— human  resources,  cus- 
tomer care,  procurement,  and  finance  and 
accounting.  It  has  attracted  an  anchor  cus- 
tomer in  each  segment,  and  now  it's  mar- 
keting its  skills  to  other  corporations. 

A  VALUABLE  PARTNER 

IBM  LANDED  Procter  &  Gamble  Co.  as  its 
anchor  client  in  the  human-resources 
market  last  September.  The  10-year, 
$400  million  deal  calls  for  IBM  to  take 
over  administration  of  the  consumer  gi- 
ant's payroll,  travel  expenses,  and  other 
tasks,  while  P&G  reaps  big  cost  savings 
and  improved  service  levels. 

For  IBM,  the  P&G  deal  is  even  more 
significant.  Under  a  typical  outsourcing 
contract,  IBM  would  acquire  the  people 
and  computing  systems  of  a  customer.  In 
the  P&G  deal,  IBM  is  picking  up  technol- 
ogy assets,  too.  It  purchased  a  business 
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A  Winning  Combo 
For  Big  Blue? 

IBM  picked  up  PriceWaterhouseCoopers  Consulting  in  October, 
2002,  to  offer  more  sophisticated  services  to  its  clients.  Here's  a  look 
at  what  these  consultants  are  tackling. 


PROJECT 


BUSINESS  OUTSOURCING  Last  September, 
IBM  landed  a  10-year,  $400  million  deal  to 
take  over  Proctor  &  Gamble's  human 
resources  functions,  including  payroll, 
relocation,  and  benefits  administration. 

ON  DEMAND  COMPUTING  IBM  consultants 
helped  chip-gear  maker  LAM  Research 
better  manage  its  costs  to  cope  with  the 
cyclically  of  the  chip  biz.  IBM  took  over 
LAM's  gear  and  other  back-office  functions. 

STRATEGIC  CONSULTING  IBM  is  helping 
Marriott  transform  its  convention  business 
by  building  a  Web  reservation  system  for 
leasing  meeting  rooms.  The  system  will  link 
up  2,500  hotels  and  8,000  sales  reps. 


PAYOFF 


EMERGING  MARKETS  IBM  is  helping  paper- 
goods  giant  Georgia-Pacific  build  a  system  to 
install  radio-frequency  ID  tags  on  all  of  its 
products.  To  do  this,  consultants  have 
tapped  IBM's  wireless  tech  experts. 


P&G  says  the  contract  calls  for  "significant" 
cost  savings  and  improvements  in  service 
levels.  Example:  moving  its  paper  expense 
reporting  system  to  the  Web. 


When  LAM's  revenues  plummeted  to  $180 
million  a  quarter  in  2003,  down  50%  from 
2001  levels,  the  company  still  turned  a 
profit  every  quarter. 


When  the  system  is  done  this  year,  Marriott 
sales  reps  will  be  able  to  book  groups  of 
rooms  in  different  cities  in  just  minutes.  The 
new  system  should  reduce  booking  time  by 
at  least  50%. 

Georgia-Pacific  is  on  track  to  meet  the 
deadline  set  by  Wal-Mart,  one  of  its  largest 
customers,  to  have  RFID  tags  on  every 
carton  or  pallet  of  goods  by  Jan.  1, 2005. 


oftware  program  from  SAP  that  P&G  had 
:ustomized  and  P&G's  Net  portal  tech- 
lology,  which  lets  employees  manage 
heir  expenses  and  benefits.  Now,  IBM 
)lans  to  meld  those  assets  with  its  own 
ind  market  them  to  other  customers.  "We 
vant  to  take  the  best  practices  from  both 
•rganizations  and  make  something 
tronger,"  says  Bill  Matson,  general  man- 
iger  of  IBM's  HR  consulting  practice. 

Still,  IBM  will  have  plenty  of  competi- 
ion  in  the  market.  Business  process  out- 
ourcing  is  expected  to  grow  9%  annually 
>ver  the  next  two  years  to  $143  billion  in 
1005,  according  to  researcher  Kennedy  In- 
brmation  Inc.  That  has  attracted  a  host  of 
ivals,  including  Affiliated  Computer  Ser- 
ices  Inc.,  and  prompted  HP  to  enter  the 
narket  for  the  first  time.  "There's  more 
:ompetition,"  says  Brad  Smith,  vice-presi- 
lent  at  Kennedy,  "[though]  I  think  IBM  is 
>n  the  right  track."  There  is  evidence  of 
hat:  In  the  fourth  quarter,  IBM  notched 
52.8  billion  in  business-outsourcing  deals, 
learly  $2  billion  more  than  Goldman, 
>achs  &  Co.  had  predicted.  And  on  Feb.  4, 
BM  won  a  $2  billion  deal  to  take  over 
Jprint  Corp.'s  customer-service  operations. 

The  PWCC  consultants  have  made  IBM 
i  more  valuable  partner  in  plotting  strate- 


gy, too.  Consider  the  tale  of  LAM  Research 
Corp.,  which  makes  equipment  for  semi- 
conductor manufacturing.  CEO  Stephen  G. 
Newberry  wanted  to  make  the  Fremont 
(Calif.)  company's  expenses  more  flexible 
so  that  it  could  cope  with  the  extreme  cy- 
cles of  the  chip  industry.  IBM  consultant 
David  Lubowe  worked  with  Newberry  to 
develop  a  solution.  Big  Blue  took  over 
LAM's  tech  infrastructure,  and  now  LAM 
pays  for  computing  power  only  as  it  needs 
it.  What's  more,  IBM  consultants  helped 
create  an  online  marketplace  of  suppliers 
for  LAM  and  23  other  companies.  By  pool- 
ing their  buying  power,  the  companies  re- 
ceive cost  savings  of  up  to  30%  on  back- 
office  services  such  as  benefits 
administration.  The  result?  Even  when 
LAM's  revenues  hit  $160  million  a  quarter 
in  2003,  off  50%  from  2001  levels,  it 
turned  a  profit. 

With  competition  increasingly  fierce, 
IBM's  ace  in  the  hole  may  be  its  vaunted 
research  group.  In  the  past,  IBM  re- 
searchers would  work  with  customers  on 
an  ad  hoc  basis.  But  in  late  2002,  IBM  for 
the  first  time  created  a  formal  group  of 
about  200  researchers  specifically  to  work 
with  consultants  and  clients  and  began 
holding  them  responsible  for  meeting  fi- 


nancial goals.  Now,  IBM's  researchers  are 
working  on  75  megaprojects,  the  largest 
effort  of  its  kind  in  the  industry.  They're  ex- 
pected to  bring  in  $200  million  in  con- 
tracts this  year,  double  the  total  in  2003, 
says  IBM  research  head  Paul  M.  Horn. 

BostonCoach  is  one  customer  that  ex- 
pects to  benefit  from  this  cross-fertiliza- 
tion. The  limousine  company  wanted  to 
increase  its  fleet  productivity.  So  early  in 
2003,  IBM  consultant  Steve  Manni 
brought  in  a  group  of  researchers  who 
built  a  program  to  crunch  data  about  ge- 
ography, travel  times,  and  passenger  im- 
portance. BostonCoach  expects  the  tool  to 
yield  a  15%  to  20%  rise  in  fleet  productivity, 
leading  to  $10  million  more  in  sales  with 
the  same  labor  costs.  '[No  other  company] 
had  the  R&D  depth  of  IBM,"  says  Boston- 
Coach Managing  Director  Pat  Hillman. 

IBM  will  need  every  weapon  it  can  mus- 
ter as  it  struggles  with  overcapacity  and  in- 
creased competition  in  the  consulting  busi- 
ness. But  over  the  long  term,  Big  Blue's  bet 
on  PWCC  seems  likely  to  pay  off.  ■ 

-By  Spencer  E.  Ante  in  New  York 


BusinessWeek 


For  a  Q&A  with 
IBM  Research  chief  Paul  Horn,  go  to 
www.businessweek.com/magazine/extra.htm 
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Information  Technology  Music 


Downloads:  The 
Next  Generation 

Music  merchants  are  trying  new  ways  to 
make  an  honest  buck  off  the  Internet 


AFTER  YEARS  OF  STRUG- 
gling  with  digital  piracy, 
the  music  biz  made  big 
strides  in  coping  with 
the  Net  in  2003.  The 
major  labels  began  li- 
censing music  to  a  bevy 
of  legal  download  services,  starting  with 
the  iTunes  site  Apple  Computer  Inc. 
rolled  out  in  April.  Wide  online  availabil- 
ity, along  with  the  threat  of  legal  action 
against  pirates,  convinced  music  fans  to 
buy  over  30  million  downloads  last  year. 
Yet  innovation  around  music  services 
is  just  getting  started.  From  Microsoft 
Corp.  to  a  startup  founded  by  Napster 
creator  Shawn  Fanning,  companies  are 
experimenting  with  ways  of  distributing 
and  selling  music  that,  over  time,  are 
headed  for  the  mainstream.  Some  involve 
sophisticated  technologies  that  could 
have  a  sweeping  impact  on  how  music  is 
marketed  and  sold,  while  others  are  as 
simple  as  lower  prices.  Right  now,  the 
pricing  at  the  nearly  dozen  major  servic- 
es, from  Apple  to  Dell,  is  identical  at  99<t 
a  song  and  $9.99  an  album.  But  Wal- 
Mart  Stores  Inc.  is  testing  88<t  down- 
loads, which  may  pressure  rivals  to  trim 
their  prices,  and  upstart  Shared  Media  Li- 
censing Inc.'s  Weed  service  is  selling  in- 
dependent-label tunes  for  as  low  as  50$. 

PLAY  NOW,  PAY  LATER 

PROFOUND  CHANGES  lie  ahead.  File 
sharing,  the  technology  the  old  Napster 
used,  is  going  legit.  In  December,  Univer- 
sal Music  Group  and  Microsoft  unveiled  a 
joint  effort,  the  Content  Reference  Forum, 
to  develop  technology  to  enable  swapping 
of  digital  content.  With  CRF,  people  will 
trade  music  links,  not  files.  When  they 
click  on  a  link,  the  system  will  determine 
what  kind  of  PC  or  MP3  player  the  re- 
quester has.  doing  away  with  the  hassle  of 
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incompatible  copy-protection  technolo- 
gies. Then  a  fan  could  check  out  a  song 
for  free,  say  for  a  day  or  two,  before  de- 
ciding to  buy  it.  "Innovative  business 
models  are  going  to  be  experimented 


Not  Your  Average 
Music  Service 

Some  startups  and  major  players  are 
trying  cutting-edge  strategies  that 
eventually  may  go  mainstream: 

CHEAPER  DOWNLOADS  Startup  label  Magnatune 
and  music  service  Weed  are  experimenting  with 
pricing  as  low  as  50£  per  song  and  $5  per  album. 

BETTER  QUALITY  Few  realize  that  music  downloads 
lack  the  fidelity  of  CDs.  Magnatune  is  selling  higher- 
quality  files,  and  others  may  follow  suit. 


FILE  SHARING  Startup  service  Weed  allows  people  to 
share  songs  using  peer-to-peer  technology  and 
listen  to  them  before  paying.  Microsoft  and  Universal 
Music  are  working  on  similar  technology. 

MORE  INFO  E-tailers  GarageBand.com  and  CD  Baby 
dish  up  entire  song  samples  and  consumer-powered 
services  that  rate  music  and  even  tell  how  much 
artists  make  from  music  sold  on  their  sites. 


with  on  the  fly,"  says  CRF  Chairman 
Albhy  Galuten,  a  former  Universal  execu- 
tive. Farming's  startup,  Snocap  Inc.,  also 
is  developing  software  that  will  let  people 
swap  music  and  pay  for  what  they  like. 

A  LONGER  LISTEN 

FILE  SHARING  MAY  also  become  a  key 
way  that  Web  users  discover  music.  Uni- 
versal and  Microsoft  are  designing  CRF  to 
be  used  by  other  companies,  and  they 
may  find  strong  demand.  EMI  Music  is 
thinking  about  using  file  sharing  in  the 
next  few  years  to  promote  its  artists,  in- 
cluding Lenny  Kravitz  and  Radiohead. 
Ted  Cohen,  senior  vice-president  of  digi- 
tal distribution  and  development  at  EMI, 
says  one  option  is  to  let  fans  who  swap 
songs  hear  them  a  few  times  before  mak- 
ing them  pay  up.  "We  aren't  going  to1 
know  what  sticks  unless  we  kick  the  tires 
on  these  models,"  he  says. 

The  Net  is  opening  up  plenty  of  ways 
to  reach  a  wider  swath  of  audiences.  By 
advertising  that  it  gives  musi- 
cians 50%  of  the  purchase 
price  of  each  album  instead  of 
the  usual  6%  to  12%,  indie  la- 
bel Magnatune  appeals  to  afi- 
cionados who  think  major  la- 
bels rip  off  artists.  And  rather 
than  dishing  up  the  typical 
half-minute  samples  found  at 
the  more  mainstream  services, 
music  e-tailer  CD  Baby  and  the 
acoustic  specialist  Signature 
Sounds  Recordings  give  away 
long  clips  or  even  whole 
songs.  While  industry  sales 
dropped  last  year,  both  up- 
starts are  prospering. 

Other  startups  are  harness- 
ing technology  to  help  music 
lovers  discover  up-and-com- 
ing artists.  Music  e-tailer 
GarageBand.com  uses  listener 
ratings  to  pinpoint  appealing 
bands  from  among  the 
200,000  independent  musi- 
cians who  post  songs  on  its 
site.  It's  working  with  local  ra- 
dio stations  and  advertisers  to 
market  its  musicians— and  13 
bands  have  signed  with  labels. 
"We're  developing  a  new 
model  that  takes  advantage  of 
technology  to  do  a  better  job  of 
discovering  and  promoting 
music,"  says  GarageBand.com 
CEO  Ali  Partovi. 

Think  today's  services  are 
hot?  They  soon  may  seem  as 
tired  as  eight-tracks.  ■ 
-By  Heather  Green  in  New  York 


Before  we  talk  about 

the  growth  of  broadband, 

let's  talk  about 

infrastructure. 


Everyone  wants  to  know  what's 
behind  the  surprising  growth  in 
broadband  these  days.  Well  to  be 
perfectly  honest,  it's  not  all  that 
surprising.  Quietly,  behind  the 
scenes,  we've  been  hard  at  work 
building  the  only  nationwide 
broadband  DSL  network.  And  now 
that  the  infrastructure  is  in  place, 
and  broadband  is  growing  at  nearly 
40%  a  year,  the  best  is  yet  to 
come.  If  you  don't  know  us,  we're 
Covad,  the  company  supplying 
broadband  to  the  biggest  names 
in  communications.  And  every  day, 
we're  continuing  our  work  by 
simplifying  delivery  systems, 
improving  the  customer 
experience  and  providing  a  solid 
foundation  for  growth.  Hang  on 
tight,  because  unless  the 
world  suddenly  decides  that 
slower  is  better,  broadband  will 
only  get  bigger. 


To  learn  more  go  to  www.covad.com 


Making  broadband  better.5 
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Finance  The  Stock  Market 


Big  Bang  at 
The  Big  Board 

Automatic  trading  is  on  the  way— and  the 
reverberations  will  be  felt  far  and  wide 


THESE  DAYS,  THE  FLOOR 
of  the  New  York  Stock  Ex- 
change is  like  a  technology 
trade  show.  Floor  brokers 
and  clerks  bristle  with 
handheld  electronic  gear, 
and  top-of-the-line  flat 
screens  are  visible  everywhere.  The  ex- 
change likes  to  boast  that,  over  the  past 
decade,  it  has  spent  $2  billion  on  tech- 
nology to  speed  investor  orders  to  its  floor 
and  hasten  the  posting  of  completed 
trades  to  the  public. 

But  the  exchange  has  long  held  sacro- 
sanct what  happens  in  between:  the 
matching  of  buyers  and  sellers  by  human 
specialists  and  the  participation  of  floor 
brokers  in  an  "open-outcry"  auction.  Over 
211  years,  the  NYSE  has  built  near-impen- 
etrable walls  around  the  humans  who,  it 
insists,  are  essential  to  setting 
the  best  prices  for  shares. 

Those  barriers  are  crum- 
bling. The  Big  Board  is  about 
to  allow  widespread  automat- 
ic matching  of  anonymous 
buyers  and  sellers— much  like 
its  archrival  NASDAQ— often 
bypassing  specialists  and 
stopping  opportunistic  floor 
brokers  from  jumping  in  to 
snatch  parts  of  large  orders. 
As  a  result,  trading  costs 
should  fall,  and  investor  re- 
turns should  get  a  boost. 

Powerful  forces  are  pro- 
pelling tectonic  shifts  at  the 
exchange.  The  biggest  push 
comes  from  its  regulator,  the 
Securities  &  Exchange  Com- 
mission. Insiders  say  the  SEC 
is  about  to  change  its  rules  to 
allow  electronic  rivals  to  by- 


pass the  NYSE— even  if  slightly  better 
prices  are  available  there— unless  the  Big 
Board  allows  more  automatic  execution 
of  trades.  There  is  pressure,  too,  from  big 
mutual  funds  that  are  under  the  gun  to 
cut  trading  costs.  And  the  NYSE's  new 
management,  led  by  former  Goldman 
Sachs  Group  Inc.  President  John  A. 
Thain,  hopes  quickly  to  restore  the  ex- 
change's reputation,  tarnished  by  the 
forced  departure  of  former  Chief  Execu- 
tive Richard  A.  Grasso  and  a  damaging 
probe  into  floor-trading  abuses.  Says  John 
J.  Wheeler,  head  of  equity  trading  at  mu- 
tual-fund group  American  Century  In- 
vestment Management  Inc.:  "All  these 
pressures  have  combined  to  break  the 
auction  market,  which  has  outlived  its 
usefulness  by  100  years." 

For  specialists,  those  pressures  had  be- 


Street  Shakeup 

If  the  SEC  and  NYSE  approve  more  automatic 
executions  of  NYSE  orders,  they  could 
revolutionize  the  way  U.S.  stocks  are  traded 


WINNERS 

■  Mutual  funds,  pension 
funds,  and  other 
institutional  investors 

could  execute  trades  faster 
and  at  less  cost,  with  fewer 
intermediaries. 

■  Retail  Investors 

potentially  could  earn 
better  returns  on  their 
investments  because 
mutual-  and  pension-fund 
transaction  costs  would 
be  lower. 


LOSERS 

■  NYSE  floor  brokers 

would  no  longer  be  needed 
when  buyers  and  sellers 
are  matched  electronically. 

■  NASDAQ  could  lose  its 
electronic  edge,  making  it 
harder  for  it  to  compete 
against  the  NYSE. 

■  Island  ECN  would  have 
to  send  orders  to  other 
electronic  markets  instead 
of  just  matching  trades 
internally. 


come  unbearable.  On  Jan.  20,  they  invite 
the  head  traders  of  five  fund  companies  t 
meet  at  the  offices  of  Fleet  Specialist  Inc 
across  the  street  from  the  marble-color 
naded  NYSE.  Fleet  and  four  other  firm 
that  execute  most  of  the  NYSE's  tradinj 
were  willing  to  support  electronic  match 
ing  of  orders  whose  buy  and  sell  price 
exceed  or  match  the  best  quotes  available 
There  would  be  no  limit  on  the  number  < 
shares  that  could  be  matched.  The  func 
reps,  according  to  one  who  was  present 
couldn't  believe  their  ears.  He  says  up  t< 
70%  of  all  NYSE  orders  could  be  affect 
ed— a  revolutionary  development  for 
stock  market  that  relies  on  humans  to  ex 
ecute  94%  of  its  trades. 

Since  then,  NYSE  members,  floor  bro 
kers,  and  employees  have  been  ushere<; 
into  meetings  to  hear  about  the  ambitiou; 
plans,  and  SEC  officials  have  been  briefed 
On  Feb.  5,  the  NYSE  board  was  set  to  vot< 
on  the  proposals.  While  change  was  in  the 
air  late  last  year,  the  overhaul  sped  up  dra 
matically  with  the  Jan.  15  arrival  of  CEC 
Thain,  a  techno  whiz  who  helped  persuad< 
Goldman  to  invest  in  Archipelago,  one  o 
the  NYSE's  electronic  rivals.  Indeed,  jus 
before  the  Jan.  20  meeting,  Thain  O.IC'c 
the  specialists'  initiative,  even  offering 
ways  to  improve  it 

BIGGER  ORDERS 

NO  ONE  KNOWS  HOW  much  NYSE  trad 
ing  will  be  done  automatically.  But  fev  I 
dispute  that  the  impact  will  be  huge.  1 1  i 
Thain  wins  board  approval  and  the  SEC 
goes  along,  many  of  the  large  block  trader 
negotiated  by  Wall  Street  firms'  trading 
desks  could  sidestep  the  floor  altogether 
Similarly,  orders  that  arrive  at  the  spe- 
cialists' post  via  the  NYSE's  electronic  or 
der  system  could  also  be  handled  elec- 
tronically. The  ability  of  large  customers 
such  as  mutual  and  pension  funds,  to  by- 
pass the  floor  is  likely  to  slow  the  loss  oJ  i 
market  share  to  e-rivals.  Also,  it  wouldji 
likely  boost  the  average  size  of  orders 
now  just  500  shares. 

Under  the  plan,  the  NYSE's  existing 
matching  system,  called  Direct  Plus,  would 
handle  automatic  trades.  Since  its  2002  de 
but,  Direct  Plus  has  been  a  disappointment 
Currendy,  trades  are  limited  to  1,099 
shares,  and  customers  must  wait  30  sec 
onds  between  executions.  Both  constraints 
will  now  be  lifted.  American  Century's 
Wheeler  estimates  that  he  could  save  $300 
million  to  $400  million  on  the  cost  of  trad- 
ing $100  billion  worth  of  stocks  annually. 

On  the  other  hand,  the  NYSE  could  lose 
business  if  customers  send  their  NYSE  or 
ders  to  rivals  such  as  NASDAQ  or  INET— 
the  new  name  of  the  merged  Island  and 
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nstinet  electronic  networks.  Some  offer 
idvanced  features,  such  as  letting  cus- 
omers  tease  out  others'  trading  interest 
vithout  giving  away  too  much  of  their 
>wn  strategy.  At  least,  that's  what  the 
electronic  markets  hope.  Says  Gerald  D. 
^ltnam,  chairman  and  CEO  of  Archipel- 
igo  Holdings  LLC:  "They're  going  to 
lave  to  become  a  lot  more  competitive  to 
itayaheadofus." 

Mutual  funds  and  other  big  investors 
lave  long  complained  that  the  auction 
narket  drives  up  costs  and  slows  down 
rading.  It  takes  an  average  of  16  seconds 
o  complete  NYSE  trades.  Archipelago, 
)y  contrast,  takes  one  second. 

To  appease  those  willing  to  give  up  a 
ew  pennies  a  share  for  faster 
rades,  the  SEC,  according  to 
nsiders,  soon  will  propose  a 
:hange  in  its  stock-handling 
Tiles.  Currently,  the  agency 
>ans  one  market  from  "trad- 
ng  through"  a  better  price  at 
mother  market.  In  other 
vords,  orders  must  go  to  the 
exchange  that  offers  the  best 
nice— often  the  NYSE. 

SEC  insiders  say  Chairman 
iVilliam  H.  Donaldson  is  pre- 


As  many 
as  70%  of 
all  NYSE 
orders 
could  be 
affected 


pared  to  modify  the  rule  so  a  market  can 
complete  a  trade  at  a  price  that's  2$  or  3<t 
a  share  worse  than  what/ s  on  offer 
elsewhere— provided  the  other  market 
can't  execute  trades  automatically.  The 
bottom  line:  The  change  would  allow 
electronic  rivals  to  bypass  the  NYSE  floor 
as  it  now  works. 

MUTUAL-FUND  RELIEF 

BUT  THAIN  ISN'T  about  to  let  the  SEC 
deem  the  exchange  the  "slow  market"  that 
anyone  can  ignore.  That  threat  explains 
the  NYSE's  leap  into  the  electronic  world, 
says  Robert  H.  McCooey  Jr.,  CEO  of  Gris- 
wold  Co.,  which  employs  24  floor  brokers. 
Recently,  Thain  asked  SEC  officials  to 
mandate  that  all  markets  im- 
plement auto  execution  so  he 
can  present  it  as  a  fait  accompli 
to  Big  Board  members  and 
avoid  a  fight.  Not  wishing  to 
micromanage  the  markets  it 
oversees,  the  SEC  isn't  likely  to 
do  that.  But  it's  also  not  likely  to 
ditch  the  trade-through  rule  en- 
tirely, as  NYSE  rivals  want. 

Even  so,  an  amended  rule 
will  change  the  familiar  scene 
on  the  NYSE  floor.  Jobs  almost 


certainly  will  be  lost,  especially  among 
the  400  or  so  floor  brokers.  Some  mutu- 
al funds  will  still  rely  on  them  to  get  bet- 
ter prices  but  others  aren't  likely  to  shed 
tears  if  they  disappear.  Why?  When  Mer- 
rill Lynch  &  Co.'s  trading  desk  matches  a 
buyer  and  seller  on  a  large  block  of  stock, 
it  must  send  the  trade  to  the  specialist 
for  execution.  At  that  point,  NYSE  rules 
allow  floor  brokers  to  "interact"  with  the 
order.  If  the  trade  is  for  10,000  shares,  a 
broker  in  the  crowd  can  take,  say,  2,000 
shares,  forcing  Merrill's  buy-side  cus- 
tomer to  find  another  seller,  most  likely 
at  a  higher  price. 

For  Thain,  the  risk  is  that,  once  he  opens 
the  door  to  electronic  trading,  he  may  not 
be  able  to  control  it.  Already,  mutual  funds 
are  pushing  to  expand  auto  execution  to  all 
orders  specifying  a  size  and  price,  not  just 
those  at  the  best  buy-and-sell  quotes.  And 
floor  brokers  soon  will  be  able  to  use  hand- 
held devices  to  execute  customer  orders 
with  a  specialist  from  anywhere  on  the 
floor.  Thaf  s  another  nick  in  the  auction 
model.  A  nick  here  and  a  nick  there,  and 
soon,  the  NYSE  and  the  NASDAQ  could  be- 
come indistinguishable.  ■ 

-By  Paula  Dwyer,  with  Amy  Borrus,  in 
Washington,  and  Gary  Weiss  in  New  York 
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COMMENTARY 


BY  RICH  MILLER 


The  Bond  Market  May 
Lead  the  Next  Rate  Rise 

Expect  less  focus  on  the  Fed  and  more  on  the  economy 


THE  WAY  SOME  FOLKS 
in  the  financial  markets 
talk,  you'd  think  the 
Federal  Reserve  was  the 
only  game  in  town 
when  it  comes  to  setting  interest 
rates.  Just  keep  a  close  watch  on  the 
Fed  and  you'll  know  where  rates 
are  headed,  or  so  the  market  chat- 
ter would  seem  to  imply. 

Well,  it's  not  quite  that  simple.  Sure, 
Fed  Chairman  Alan  Greenspan  and  his 
colleagues  control  short-term  interest 
rates  via  monetary  policy.  But  when  it 
comes  to  determining  long-term  rates  in 
the  bond  market  and  elsewhere,  their  in- 
fluence is  much  less  direct.  Ultimately,  it's 
bond  investors'  independent  judgment  of 
where  the  economy  is  headed— and  the 
implications  of  that  for  Fed  policy— that 
determines  long  rates.  That  may  seem  ob- 
vious, but  it's  a  point  well  worth  remem- 
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bering  as  pundits  debate  whether  the  Fee 
will  feel  constrained  from  raising  rates  ai 
the  Presidential  election  approaches 

Indeed,  if  bond  yields  do  rise  in  coming  tec 
months  in  reaction  to  faster  economii 
growth  and  falling  unemployment,  tha 
would  make  it  easier  for  the  Fed  to  in 
crease  short-term  rates  without  triggering 
a  big  political  backlash.  "It  would  givt 
them  cover,"  says  David  Gilmore  of  con 
sultant  Foreign  Exchange  Analytics. 

Fed  research  suggests  that  the  bonc^er 
market  has  gotten  a  lot  better  in  antici 
paring  the  central  bank's  actions  in  thi 
Greenspan  era.  Before  he  took  the  helm  ir 
1987,  longer-term  rates  usually  moved  ii 
lockstep  with  changes  in  short-term  rate: 
by  the  Fed.  Since  then,  as  the  Fed  has  be 
come  more  open  about  monetary  polio 
market  rates  have  tended  to  move  severa 
months  ahead  of  the  central  bank.  Tha 
was  certainly  the  case  in  1999  and  int< 
the  2000  Presidential  election  year,  whei 
the  Fed  last  tightened  credit.  Indeed,  ii 
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AGO  PITS  what  might  be  a  harbin- 
)  election  ger  of  what  happens 
[an  this  year,  Greenspan  cit- 

f  t  akole  e(j  nSing  bond  yields 
"^^™  back  then  as  one  reason 

»r  the  Fed's  repeated  rate  hikes. 

To  be  sure,  the  financial  markets  were 
aught  by  surprise  when  the  Fed  started 
iising  rates  in  February,  1994,  as  the 
conomy  recovered  from  recession, 
ond  prices  tanked,  and  investors,  in- 
luding  California's  Orange  County,  lost 
illions  of  dollars.  But  this  time,  at  least 
ldging  by  surveys  of  institutional  in- 
estors,  the  market  seems  much  better 
repared,  with  many  expecting  higher 
ites  in  2004. 

The  relationship  between  the  Fed  and 
ie  bond  market  is  symbiotic.  Each  in- 
uences  the  other.  Investors  are  trying 
)  figure  out  where  the  economy  is 
eaded  and  how  the  Fed  will  respond, 
nd  central-bank  policymakers  are  try- 
lg  to  determine  what  the  market  is  say- 
lg  about  the  economy  and  the  sound- 
ess  of  Federal  Reserve  policy.  "They're 
Iways  asking  themselves:  'Do  the  mar- 
ets  know  something  we  don't,  are  they 
worried  about  our  anti-inflation  re- 
Dlve?'"  says  former  Fed  Governor 
met  L.  Yellen. 

3ack  to  Normal 

URE,  THERE  WERE  times  last  year 
rhen  the  bond  market  seemed  to  ignore 
le  economic  numbers  and  become  ob- 
sssed  by  what  Greenspan  &  Co.  were 
p  to.  Yields  fell  to  45-year  lows  in  June 
s  investors  bet— mistakenly,  it  turned 
ut— that  the  Fed  would  buy  bonds  in 
le  marketplace.  Then,  as  the  year  end- 
d,  they  became  preoccupied  with  the 
ed's  pledge  to  keep  short-term  rates 
)w  "for  a  considerable  period." 

But  those  were  unusual  circum- 
tances,  reflecting  the  Fed's  own  con- 
ern  about  the  risk  of  a  deflationary 
ownturn.  Now  that  the  economy  has  fi- 
ally  gotten  up  a  head  of  steam,  if  s  time 
)r  things  to  get  back  to  normal— for 
eople  to  start  focusing  on  the  funda- 
mentals again.  That's  what  the  Fed 
eemed  to  be  saying  on  Jan.  28  when  it 
acked  away  from  its  pledge  of  contin- 
ed  easy  money.  The  central  bank's 
message  to  the  market,  says  Royal  Bank 
f  Scotland  chief  economist  Ram  Bha- 
avatula:  "Don't  obsess  over  the  Fed. 
^atch  the  economic  data." 

Whether  interest  rates  will  rise  this 
ear  is  still  anybody's  guess.  But  if  they 
o,  don't  be  surprised  if  the  markets,  not 
tie  Fed,  lead  the  move  upward.  ■ 


Mutual  Funds 


Is  There  a  Leak 
In  Your  Index  Fund? 

The  SEC  is  investigating  some  two  dozen 
funds  for  unnecessarily  large  trading  fees 


HOUGHT  YOU  HAD 
heard  the  last  of  the  mu- 
tual-fund scandals?  Wait, 
there's  another  install- 
ment: Some  index  funds 
are  paying  trading  fees 
that  are  up  to  three  times 
higher  than  necessary. 

BusinessWeek  has  learned  that  the  Se- 
curities &  Exchange  Commission,  as 
part  of  a  crackdown  on  excessive  fees,  is 
investigating  at  least  24  index  funds.  SEC 
officials  declined  to  identify  them.  But  on 
Jan.  29,  the  agency  wrote  fund  managers 
to  ask  why  they're  paying  up  to  6<t  a 
share,  vs.  the  2<t  brokers  typi- 
cally charge  big  investors  to 
execute  buy  and  sell  orders. 

Why  would  a  mutual  fund 
pay  top  dollar?  Because 
paying  full  fees  generates 
credits,  called  soft  dollars, 
that  it  can  spend  on  research 
to  improve  its  stock-picking 
prowess.  But  that  rationale 
doesn't  fit  index  funds,  which 
aim  to  keep  costs  low  and  in- 
vest in  a  predetermined  bas- 
ket of  stocks.  Says  Lori  A. 
Richards,  director  of  the  SEC's  Office  of 
Compliance  Inspections  &  Examina- 
tions: "While  the  law  allows  mutual 
funds  to  use  brokerage  commissions  to 
buy  research,  we  question  why  an  index 
fund  would  need  research." 

Some  may  be  passing  their  unused 
soft  credits  along  to  managed  funds  in 
the  same  fund  family.  Surprisingly, 
that's  legal.  Still,  the  SEC  wants  the  index 
funds  to  explain  how  they're  spending 
the  excess  commissions. 

Soft-dollar  abuses  are  nothing  new. 
These  thinly  disguised  kickbacks,  which 
total  about  $6  billion  annually,  were  en- 
shrined in  law  after  the  SEC  banned  fixed 
commissions  in  1975.  Before  then,  re- 


High  fees 
buy  soft 
dollars— 
a  thinly 
disguised 
kickback 


search  came  free.  After  the 
ban,  funds  could  be  in  breach 
of  their  fiduciary  duty  if  they 
paid  too  much.  So  Congress 
enacted  a  "safe  harbor"  rule 
that  lets  them  pay  full  freight  if 
they  get  research  in  return. 

Critics  have  long  argued 
that  soft  dollars  give  fund 
managers  an  incentive  to  over- 
pay or  overtrade.  Because  soft 
dollars  are  hidden,  abuses  are, 
too.  While  the  SEC  allows  soft 
dollars  to  pay  for  software  to  help  man- 
agers pick  stocks,  it  doesn't  allow  them 
to  be  spent  on  rent,  utilities,  or  overhead. 
But  some  fund  managers  skirt  the  ban 
by  buying  computers  to  run  the  software 
and  broadband  links  to  download  data. 
SEC  officials  plan  to  shut  the  door  on 
such  practices  soon  by  narrowing  the 
definition  of  research.  But  the  SEC  can't 
stop  fund  companies  from  using  their  in- 
dex funds'  soft  dollars  on  research  that 
benefits  other  funds:  The  safe  harbor 
permits  such  cross-subsidization.  All  the 
more  reason  for  Congress  to  heed  the 
critics'  charge  that  the  harbor  isn't  safe 
for  shareholders.  ■ 

-By  Amy  Borrus  in  Washington 
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overnment  Election  2004 


Will  Youth  Rock 
The  Vote  This  Year? 

Newly  eligible  voters  are  rarely  roused  by 
elections.  But  young-people  power  is  real 


CHRISTEN  HILL  SAT  OUT 
the  2000  Presidential 
election  because  it  just 
didn't  seem  relevant  to 
her  life.  But  as  the  21- 
year-old  University  of 
Tennessee  sophomore 
begins  considering  her  employment 
prospects,  her  attitude  is  changing. 
"This  election  is  important  because  the 
economy  is  a  mess,  and  I  can  barely  find 
a  job,"  she  says. 

Hill  isn't  the  only  young  person  experi- 
encing a  political  awakening.  In  fact,  if 
the  once-fervent  horde  of  Deaniacs  and 
the  rise  of  Internet  politics  are  any  indi- 
cations, Election  2004  could  get  the  at- 
tention of  18-  to-24-year-olds  historically 
too  uninterested  to  bother  with  the  has- 
sles of  registering,  boning  up  on  candi- 
dates, and  finding  the  polling  place.  One 
possible  indicator  of  an  impending  turn- 
up in  turnout:  The  number  of  Iowa  Cau- 
cus goers  under  30  quadrupled  from 
2000,  according  to  entrance  polls. 

Born  in  1980  or  later,  the  new  voters 
are  Gen  Yers  who  entered  adolescence 
during  the  booming  '90s.  This  emerging 
pool  of  coming-of-age  citizens— roughly 
4  million  turn  18  each  year— 
"tends  to  be  more  optimistic, 
more  supportive  of  govern- 
ment, and  larger  than  the  Gen- 
eration Xers  who  preceded 
them,"  says  William  A.  Gal- 
ston,  director  of  the  Center  for 
Information  &  Research  on 
Civic  Learning  &  Engagement 
(CIRCLE)  at  the  University  of 
Maryland.  Most  telling,  he 
says,  is  a  UCLA  study  of 
271,000  college  freshmen  that 
was  conducted  last  fall.  In  the 
massive  sample,  34%  of  re- 
spondents   said    keeping    up 


with  political  developments  is  important, 
up  from  28%  in  2000. 

Certainly,  A  crush  of  young  voters  clog- 
ging ballot  booths  next  November  seems 
farfetched  to  most  election  experts. 
"Young  people  are  not  habituated  to  pol- 
itics," says  Curtis  Gans,  director  of  the 
Committee  for  the  Study  of  the  American 
Electorate,  a  nonpartisan  group.  "There's 
nothing  in  the  conduct  of  our  politics  that 
has  served  to  engage  them." 

INTERNET  SAVVY 

SUCH  PESSIMISM  IS  NOT  unfounded.  In- 
deed, past  general  elections  present  a  dis- 
mal picture  of  declining  participation 
among  all  age  groups,  with  the  youngest 
citizens  the  least  likely  to  show  up  on  Elec- 
tion Day.  Just  28.6%  of  voters  18  to  24  vot- 
ed in  2000,  less  than  half  the  65%  rate  for 
those  65  to  74  and  well  below  the  58% 
overall  rate.  That  may  be  a  reflection  of 
where  politicians  aimed  their  messages. 
In  2000,  only  7.8%  of  voters  were  age  18 
to  24,  vs.  20%  age  65  and  over.  So  it's 
small  wonder  that  more  time  was  spent 
talking  about  Medicare  than  marijuana  le- 
galization. But  this  year,  17%  of  potential 
voters  will  be  25  and  under. 


HOW  YOUNG  PEOPLE  LINE  UP 


34% 


I  FEMALE.  18-25 
.  31% 


I  MALE,  18-25 


DEMOCRAT       REPUBLICAN     INDEPENDENT 

Data:  CIRCLE/Council  for  Excellence  in  Government 
National  Youth  Survey.  January  2002 
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DEAN  DEVOTEE  The  A  growing  num, 

number  of  young  ber  of  groups  in 
Iowa  caucus  goers  tent  on  getting  ou 
jumpedfrom2000     younger    voters- 

from  World  Wresfc 
tling  Entertainment  Inc.'s  Smackdowi 
Your  Vote!  to  Harvard  University's  Instill 
tute  of  Politics— say  2004  will  be  differ  li 
ent.  For  one  thing,  new  issues  and  an  at 
tractive  candidate  can  make  a  differencele 
Youth  turnout  spiked  sharply  in  199-  Hi 
when  a  46-year-old,  smooth-talking  gov  » 
ernor  from  Arkansas  turned  on  young  « 
voters  concerned  about  a  sluggish  econo 
my  and  high  unemployment.  Among 
young  people,  Bill  Clinton  posted  a  199i 
margin  of  victory  in  1996  over  73-year-okjfc 
former  Senate  Majority  Leader  Bob  Dole  Ik 
(By  contrast,  the  2000  matchup  wail 
nearly  a  tie  among  new  voters,  with  A  pi 
Gore  edging  out  George  W.  Bush  among 
the  young  by  just  2%.) 

The  Internet  also  figures  into  expecta 
tions  that  this  could  be  the  year  of  tht 
youth.  The  younger  the  voter,  the  mon 
likely  they  are  to  seek  political  inform  a 
tion  from  the  Net,  which  is  seeing  heavj 
use  by  the  Democratic  candidates.  "Wit 
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are  predicting  a  bigger  turnout 
among  youth  this  year  just  because 
of  the  new  phenomenon  of  the  In- 
ternet [as  a  political  tool],"  says 
Philip  Noble,  publisher  of  Politics- 
Online,  a  Web -based  newsletter.  So, 
too,  the  issues  of '04  are  more  apt  to 
attract  younger  voters:  grim  em- 
ployment prospects,  particularly  for 
high  school  grads  seeking  jobs  in 
manufacturing;  college  tuition  in- 
creases imposed  by  cash-strapped 
states;  and  an  increasing  number  of 
new  workers  unable  to  obtain  or  af- 
ford health  insurance. 

Democrats  hope  to  capitalize  on 
the  job-short  economy  and  appeal 
to  young  people's  more  tolerant  at- 
titude toward  gay  rights  and  their 
anger  over  the  loss  of  civil  liberties 
under  the  2001  USA  Patriot  Act. 
"The  Ashcroft  factor  has  united 
[young]  liberals  with  minorities 
and  given  them  the  sense  that 
government  is  getting  too  intru- 
sive," says  Hans  Riemer,  political 
director  of  Rock  the  Vote,  one  of 
many  groups  working  to  turn  out 
young  voters. 

The  GOP  is  fighting  back  with  its 
own  programs.  A  2002  Yale  Uni- 
versity study,  cited  by  party  strate- 
gists on  both  sides,  shows  that 
peer-to-peer  contact  is  the  most  ef- 
fective means  of  firing  up  the 
young  to  register  and  vote  for  a 
pecific  candidate.  And  Republicans  are 
ounting  on  over  13,300  youthful  "Team 
,eaders"  organizing  affinity  groups 
uch  as  snowmobilers  and  stock  car 
acing  fans. 

Recent  polls  are  divided  over  Bush's 
upport  among  the  young,  however.  In  a 
fewsweek  GENext  Poll  in  late  January, 
4%  of  registered  voters  in  the  l8-to-29- 
ear-old  group  approved  of  Bush's  han- 
lling  of  economic  issues  and  57%  ap- 
iroved  of  his  foreign  policy  record.  But  a 
reb.  1  Gallup  Poll  of  the  same  age  group 
howed  52%  dissatisfied  with  Bush's 
verall  performance,  with  47%  approving. 
Driving  the  frantic  search  for  the 
ountain  of  youth  by  the  two  major  par- 
ies is  the  memory  of  razor- thin  margins 
a  several  states  in  2000.  Unlike  the  Re- 
tublicans'  sway  over  Christian  Evangel- 
zais  and  the  Democrats'  historic  hold  on 
majority  of  African  Americans,  neither 
tarty  seems  to  have  a  lock  on  notorious- 
y  fickle  young  people.  That's  why  they 
lave  such  potential  power— if  they  only 
hoose  to  use  it.  II 

-By  Paul  Magnusson,  with 
Stephanie  Drew,  in  Washington 
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ntrepreneurs 


to  ill  a  Br! 


Flawed? 

Miscalculations,  cutthroat 
competition.  CEO  David 
Neeleman  faces  tough 
challenges  to  keep  the 
airline  on  the  ascent 


DAVID  G.  NEELEMAN  IS 
nothing  if  not  confident. 
And  it  shows  even  on 
this  bitterly  cold  day  at 
Boston's  Logan  Inter- 
national Airport,  even 
though  he  has  been  up 
since  3:30  a.m.,  even  though  he  has 
$100,000  riding  on  the  day's  events— and 
even  though  the  head  of  the  airport  au- 
thority mispronounces  his  name  not  once, 
but  twice.  (It's  Neel-uh-man.)  None  of  that 
diminishes  his  enthusiasm.  What  matters 
to  this  44-year-old  entrepreneur,  who 
competitors  concede  has  one  of  the  most 
creative  minds  in  the  business,  is  that  Jet- 
Blue Airways  Corp.  is  starting  service  in  its 
22nd  city  with  its  biggest  launch  ever:  11 
flights  to  5  destinations  within  a  month. 
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As  the  airline's  visionary  founder, 
Neeleman  is  happiest  preaching  the 
gospel  of  JetBlue.  After  all,  this  wildly 
profitable,  fast-growing  New  York-based 
startup  may  have  forever  changed  what's 
expected  of  a  low-fare  airline.  In  a  slickly 
choreographed  show,  complete  with  a 
Boston  fife-and-drum  corps,  Massachu- 
setts Governor  Mitt  Rormey,  and  a  pri- 
vate production  company  to  provide  TV 
and  radio  feeds  to  nearly  30  stations 
around  the  country,  Neeleman  shows  off 
what  every  passenger  can  expect  from  Jet- 
Blue: a  friendly  cabin  crew,  roomy  over- 
head bins,  live  satellite  TV  at  every  leather 
seat,  and  soon,  100  channels  of  satellite 
radio  and  pay-per-view  movies.  It's  all 
part  of  what  Neeleman  calls  "bringing 
humanity  back  to  air  travel."  Which  is 


how  he  built  a  bona  fide  brand  at  a  time  i 
when  most  consumers  have  about  aj 
much  regard  for  their  air  carriers  as  they 
do  for  their  phone  companies. 

Neeleman  still  has  a  lot  more  he  wants 
to  prove,  though.  He  intends  to  spend 
some  $7  billion  to  more  than  quintuple 
JetBlue's  fleet  by  2011,  to  290  planes 
which  would  make  it  bigger  than  US  Air- 
ways Group  Inc.  is  now.  Starting  next 
year,  he'll  wield  a  new  100-seat  jet  to  at 
tack  smaller  markets  that  previously 
seemed  safe  from  the  discount  onslaught 
In  short,  Neeleman  has  dramatically 
upped  the  stakes  in  the  airline  wars.  The 
reaction  has  been  fierce,  driving  down  Jet 
Blue's  operating  margin  and  its  stock 
price.  There  may  be  worse  to  come.  After 
slashing  costs  and  building  up  cash. 


Abounded  carriers  such  as  American  Air- 
ines  Inc.  and  Continental  Airlines  Inc. 
ire  now  in  better  shape  than  they've  been 
n  years  to  defend  themselves  from  Jet- 
Blue and  other  fast-growing  low-cost  in- 
:erlopers.  In  late  January,  Delta  Air  Lines 
[nc.  announced  it  would  add  eight  new 
destinations  from  New  York's  John  F. 
Kennedy  International  Airport,  JetBlue's 
lome  base.  And  Delta  and  United  Airlines 
[nc.  have  started  their  own  discount  air- 
ines,  Song  and  Ted,  respectively. 

At  the  same  time,  many  of  the  discoun- 
:ers  are  increasingly  likely  to  find  them- 
selves competing  against  one  another  as 
[hey  try  to  expand  their  presence  nation- 
ally. Even  Southwest  Airlines  Inc.,  Neele- 
man's  onetime  employer  and  notoriously 
no-frills  rival,  is  considering  offering 


satellite-TV  service  and  buying  smaller 
planes,  just  like  JetBlue.  "JetBlue  has  ef- 
fectively painted  a  fairly  large  target  on  its 
back,"  warns  one  competitor.  Or  as  Jamie 
Baker  of  J.P.  Morgan  Chase  &  Co.  puts  it: 
"The  industry  is  gunning  for  JetBlue." 

How  Neeleman  handles  these  fresh 
pressures  will  determine  which  of  two 
scenarios  plays  out:  On  the  one  hand,  the 
counterattack  from  rivals  could  blunt  Jet- 
Blue's ambitions  or  Neeleman  and  his 
team  could  fumble  their  growth  plan. 
That  would  leave  JetBlue  a  niche  player 
under  constant  assault.  "They  have  cho- 
sen a  fast-growth  approach,"  says  Mi- 
chael S.  Allen,  chief  operating  officer  of 
Back  Aviation  Solutions.  "It's  going  to  re- 
quire some  good  execution." 

The  happier  outcome  would  have  Jet- 
Blue and  other  low- cost  carriers,  which 
now  account  for  22%  of  the  U.S.  market, 
push  the  legacy  carriers  aside  and  go  on  to 
dominate  air  travel.  James  D.  Parker,  of 
Raymond  James  &  Associates  Inc.,  believes 
that's  the  more  likely  conclusion.  The  dis- 
counters could  nearly  double  their  market 
share  in  the  next  five  years,  he  says,  leaving 
the  big  names  to  focus  on  international 
and  long-haul  travel.  "The  major  airlines' 
initial  reaction  is  to  increase  capacity,  re- 
duce fares,  and  defend  themselves.  But  it 
can't  last,  because  they  don't  have  the  low 
costs  to  match  those  low  fares." 

X-MAN 

IN  THE  CENTER  of  the  storm,  seemingly 
unperturbed,  sits  Neeleman.  He  is  a  suc- 
cessful entrepreneur  with  an  unshakable 
belief  in  his  own  abilities.  "I  think  there 
are  a  lot  of  people  who  would  love  to  be  in 
my  shoes,"  he  says.  That  lack  of  humility, 
though,  concerns  even  his  backers.  "The 
only  thing  I'm  worried  about  [at  JetBlue] 
is  overconfidence,"  says  Darryl  Jenkins, 
visiting  professor  at  Embry-Riddle  Aero- 
nautical University.  "I'm  glad  they've  had 
these  hits."  Neeleman  is  also  a  practiced, 
some  say  calculating,  salesman  who  once 
told  his  wife,  Vicki,  that  he  has  "X"—  the 
ability  to  see  how  things  work,  a  skill  that 
would  let  him  "make  money  from  dough- 
nut holes."  And  he  is  a  devout  Mormon 
and  father  of  nine  who  regularly  invites 
acquaintances  to  his  New  Canaan 
(Conn.)  home  for  big  Sunday  dinners  to 
discuss  faith  and  the  Scriptures.  JetBlue 
executives  who  have  worked  for  the 
charismatic  Richard  Branson  of  Virgin 
Atlantic  Airways  joke  that  Neeleman  is 
just  like  their  old  boss,  except  without  the 
"blondes  and  champagne." 

Neeleman  is  also  an  easily  bored,  often 
distracted  leader  who  (correctly)  diag- 
nosed himself  with  attention  deficit  disor- 


der. "He  is  not  the  guy  to  run  a  day- 
to-day  business,"  says  Mark  C.  Hill,  vice- 
president  for  strategic  planning  at  Westjet 
Airlines  Inc.,  the  Canadian  discounter 
that  Neeleman  helped  build  in  the  1990s. 
Although  he  has  a  group  of  seasoned  air- 
line executives  who  handle  operations,  his 
most  important  partner,  President  and 
Chief  Operating  Officer  Dave  Barger,  has 
yet  to  negotiate  a  new  long-term  contract. 
Instead,  since  December  he  has  been 
working  under  an  agreement  that  auto- 
matically extends  from  year  to  year,  unless 


David  G. 
Neeleman 

BORN  Oct.  16, 1959, 
Sao  Paulo,  Brazil, 
where  his  father  was 
a  correspondent  for 
UPI  wire  service. 

EDUCATION 

Dropped  out  of  the 
University  of  Utah  in 
his  junior  year. 

POSITION  Founder  and  chief  executive  of 
discount  airline  JetBlue,  which  has  been 
flying  since  2000. 

BONA  FIDES  Joined  Morris  Air  in  1984  as 
executive  vice-president  after  his  travel 
agency  went  bust;  sold  the  carrier  to 
Southwest  Airlines  in  1993.  After  a  brief  stint 
at  Southwest,  became  CEO  of  reservations 
system  Open  Skies  and  a  consultant  to  low- 
fare  Canadian  carrier  WestJet.  Left  in  1998 
to  start  his  own  airline. 

WHAT  HE  CAN'T  LIVE  WITHOUT 

His  BlackBerry. 

WHAT  HIS  PR  TEAM  WISHES  HE 
WOULDN'T  TALK  ABOUT 

His  attention  deficit  disorder. 

HOW  HE  SPENDS  HIS  WEEKENDS  Shops 
at  Costco  with  his  kids  on  Saturday; 
proselytizes  for  the  Mormon  church  on 
Sunday  as  the  ward  mission  leader. 

FAMILY  Wife,  Vicki,  nine  children,  ages  4  to 
22,  pictured  here  with  a  son-in-law. 
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The  JetBlue  Effect 

When  the  carrier  comes  to  town,  fares  go  down,  traffic  goes  up, 
and  the  airline  ends  up  with  a  big  chunk  of  the  business 


Change  in  daily                   Change  in 
passengers                    average  fare 

JetBlue  local 
traffic  share 

NEW  YORK  TO 
MIAMI/FORT 
LAUDERDALE 

14%         -17% 

■                                 To  $121.50 

23.196 

NEW  YORK  TO 

LOS  ANGELES 

BASIN 

2           -26 

To  $219.31 

18 

NEW  YORK  TO 
BUFFALO 


94 


40        61.2 


To  $86.09 


■ter.  2003 


Data:  Back  Aviation  Solutions 


the  board  otherwise  notifies  him.  Barger, 
who  has  been  wooed  in  the  past  by  JetBlue 
rivals,  insists  he  would  sign  a  long-term 
deal  tomorrow  but  has  simply  been  too 
busy  to  work  out  the  details  with  the 
board.  Likewise,  Neeleman  and  some 
board  members  say  they're  not  worried 
that  Barger  is  going  anywhere  anytime 
soon.  If  he  were  to  leave  during  this  critical 
period,  though,  Neeleman  would  be  in  a 
precarious  position.  He  is  a  CEO  who 
needs  a  strong  No.  2. 

None  of  these  challenges  are  hypothet- 
ical for  JetBlue.  They  already  have  affect- 
ed the  financial  health  of  an  airline  that 
until  this  year  usually  exceeded  its  pre- 
dictions. Because  of  competitive  pressure 
and  its  own  heady  growth,  JetBlue's 
fourth-quarter  operating  margin  fell  3.5 
points,  to  13-3%.  In  one  of  the  gloomiest 
forecasts  on  Wall  Street,  J.P.  Morgan's 
Baker  figures  that  JetBlue's  profit  this  year 
will  fall  nearly  7%,  to  about  $86  million, 
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as  rivals  add  flights  and  slash  fares  in  Jet- 
Blue's markets.  Revenues  are  expected  to 
grow  nearly  30%,  to  $1.29  billion.  The 
uncertainties  have  pushed  JetBlue's 
stratospheric  stock  price  down  52%  since 
October.  Neeleman,  who  holds  7.3  million 
shares,  worth  $166.4  million,  claims  to  be 
relieved  by  the  slide.  When  every  "stub- 
bing of  the  toe  is  monumental,  that's  not 
nearly  as  much  fun,"  he  says. 

But  the  kind  of  company  Neeleman  is 
used  to  running  is  one  like  Morris  Air, 
where  he  was  president  for  eight  years.  It 

Neeleman's 

Time  of 
Reckoning 


had  22  planes.  With  Neeleman's  big  air 
line  ambitions  come  big  airline  problems 
JetBlue's  Airbus  jets  will  eventually  re 
quire  expensive  maintenance  that  won" 
be  covered  by  warranties,  and  some  rival: 
argue  that  JetBlue  is  grossly  underesti 
mating  those  increases.  Neeleman  de 
votes  considerable  energy  to  keeping  hi« 
employees  happy,  but  the  longer  the} 
stay,  the  more  he'll  have  to  pay  them.  Anc 
if  JetBlue's  stock  price  stalls  for  a  long  pe 
riod,  Neeleman  might  have  a  toughe! 
time  persuading  his  workers  not  u 
unionize  and  to  accept  stock  options  anc 
profit-sharing  rather  than  big  raises. 

At  the  same  time,  next  year  JetBlue  wil 
introduce  a  second  type  of  aircraft,  the 
smaller,  100-seat  Embraer  190.  While  this 
will  add  cost  and  complexity  to  the  air 
line's  operation,  it  is  essential  to  JetBlue'i 
expansion  plans.  The  airline  is  buying  a  . 
least  100  of  the  planes  over  the  next  seven 
years;  Neeleman  won't  reveal  how  much 
they  will  cost,  but  as  the  first  customer 
he's  undoubtedly  paying  less  than  the  $3 
billion  list  price.  These  regional  jets  could 
allow  JetBlue  to  fly  such  routes  as  Boston 
to  Buffalo  or  New  York  to  Charlotte.  And 
it  could  enable  JetBlue  to  go  after  bigger; 
more  competitive  markets,  such  as 
Chicago  and  Dallas,  with  less  risk.  But 
one  rival  says  it  takes  "heroic  assump- 
tions" about  stimulating  passenger  traffic 
in  smaller  cities  to  justify  the  planes'  cost 

STAYING  POWER 

MANAGING  EXPANSION,  as  any  airline 
veteran  will  tell  you,  has  bedeviled  many 
an  upstart.  It  took  Southwest  27  years  to 
grow  to  280  aircraft.  With  its  top-ranked 
performance  for  on-time  flights  with  few 
lost  bags,  JetBlue  doesn't  show  signs  of 
operational  stress  yet,  but  some  worry 
that  could  change  as  the  airline  gets  big 
ger.  "I'm  not  as  concerned  about  the  costfri 
structure  as  I  am  about  the  risks  from  the 
growth  strategy,"  says  credit  analyst  Bet 
sy  R.  Snyder  of  Standard  &  Poor's. 

Neeleman  admits  that  it  was  his  mis 
calculation  that  led  to  JetBlue's  ill-fated 
foray  into  Atlanta.  Delta's  fares  to  Los  An- 
geles were  so  high  that  about  half  of  the 
passengers  chose  to  suffer  layovers  to  get 
a  reasonably  priced  ticket.  And  Neeleman 
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GROWTH  STRATEGY  1 

The  airline  beat  a  hasty  retreat  from  Atlanta  |p 
after  miscalculating  how  strongly  rivals  wou 
respond.  Now  JetBlue  has  to  look  for  new 
markets,  especially  since  Neeleman  plans  t( 
increase  the  number  of  jets  from  59  to  at  lea 
290  by  the  end  of  2011. 


inured  that  low-cost  rival  AirTran  Air- 
'ays,  which  also  has  a  hub  in  Atlanta, 
ouldn't  have  a  plane  capable  of  making 
le  long  trip  for  at  least  a  year. 

He  figured  wrong.  AirTran  quickly 
•ased  planes  and  crews  to  fly  the  route, 
hen  Delta  increased  the  number  of 
ights  by  50%  and  slashed  fares.  When 
feeleman  couldn't  make  enough  money 
n  the  route,  he  pulled  out  after  seven 
lonths.  Some  rivals  and  analysts  read  an 
minous  message  into  the  airline's  re- 
eat.  "It  seems  pretty  evident  that  Jet- 
■lue's  growth  prospects 
ave  dimmed  considerably," 
ays  one  competitor.  "Delta 
gured  out  the  formula  to 
revent  JetBlue  from  flying 
3  a  hub,"  he  says,  a  move 
kely  to  be  repeated  in  other 
ig  markets  JetBlue  is  eye- 
lg,  such  as  Chicago,  Dallas, 
nd  Denver. 

But  for  all  this,  nobody  is 
redicting  that  JetBlue  will 
e  the  next  People  Express 
Mines  Inc,  the  discounter 
lat  flamed  out  in  the  early  1980s.  Far 
om  it.  To  start  with,  JetBlue  has  a  strong 
alance  sheet:  $571  million  in  cash  at 
earend  and  one  of  the  lowest  debt-to-cap- 
al  ratios  in  the  industry.  And  though  the 
irline's  margins  could  keep  falling  in  the 
ext  few  years,  they  are  likely  to  be  better 
lan  most  anyone  else's.  More  important, 
)wer  margins  shouldn't  stall  the  compa- 
/s  growth  plans.  "If  a  low  double-digit 
largin  is  the  worst  we  can  expect,  even  in 
le  face  of  intense  competitive  pressure, 
jtBlue  definitely  has  staying  power,"  says 
fary  L.  Chase  of  Lehman  Brothers  Inc. 

As  for  those  growth  plans,  most  indus- 
y  insiders  believe  there  is  no  shortage  of 
ew  markets  that  JetBlue  could  go  after 
nth  its  regional  jets.  "There  are  plenty  of 
pportunities  out  there  for  JetBlue  and 
:tBlue  look-alikes,"  says  Mo  Garfinkle  of 
rCW  Consulting.  Nor  does  everybody 
onsider  Atlanta  a  troubling  precedent, 
arker  at  Raymond  James  says  it  is  "ab- 
urd"  to  believe  that  JetBlue  can't  grow  in 
ther  airlines'  hubs.  As  for  execution, 
Jeeleman's  team  has  proven  itself  very 
apable  so  far.  Then  there  is  Neeleman 


Many  an 
airline 
upstart  has 
been  hurt  by 
expanding 
too  fast 


himself.  "Every  time  David  has  a  prob- 
lem, he  gets  right  out  in  front  of  it,"  mar- 
vels Donald  Burr,  the  founder  of  People 
Express.  Adds  Westjef  s  Hill:  "Don't  ever 
bet  against  David  Neeleman." 

IMPULSIVE  ACTIONS 

IN  THE  CUTTHROAT,  carefully  calibrated 
airline  industry,  Neeleman  seems  an  un- 
likely CEO.  To  the  dismay  of  his  public-re- 
lations team,  he  openly  discusses  his  at- 
tention deficit  disorder.  At  times,  he  is 
almost  childishly  impulsive.  His  executive 
assistant,  Carol  Archer,  re- 
calls being  shocked  the  first 
time  he  stuck  a  fork  into  her 
dinner  plate  without  asking. 
He  has  been  known  to 
touch  an  executive's  shirt  or 
a  woman's  leather  skirt  if 
they  catch  his  interest.  At 
Barger's  insistence,  he  has 
stopped  receiving  alerts 
about  flights  that  are  even  a 
minute  late.  "I  really  try  to 
stay  out  of  the  operations," 
says  Neeleman,  "but  some- 
times I  can't  help  myself." 

Neeleman's  shortcomings  are  offset  by 
his  creativity  and  infectious  energy,  traits 
that  are  also  associated  with  ADD  (which 
is  why  he  refuses  to  take  medication).  It 
was  Neeleman's  idea  to  establish  opera- 
tions at  underused  JFK  Airport  in  New 
York,  thought  to  be  a  dud  as  a  domestic 
hub  because  of  its  distance  from  Manhat- 
tan. He  scooped  up  takeoff  and  landing 
slots  at  the  limited  Long  Beach  (Calif.) 
airport  to  create  a  popular  alternative  to 
crowded  Los  Angeles  International.  Like- 
wise, colleagues  say  Neeleman  was  the 
driving  force  behind  the  Embraer  deal. 

Already  Neeleman  is  planning  new 
routes  for  the  fall  and  has  announced 
that  JetBlue  will  introduce  service  out  of 
New  York's  other  main  airport,  La- 
Guardia.  And  if  anybody  doubted  Neele- 
man's desire  to  lead  JetBlue  into  a  brave 
new  world,  they  should  talk  to  his  wife. 
Neeleman  has  canceled  the  family  meet- 
ing he  promised  her  to  discuss  whether 
they  might  move  back  to  Utah  five  years 
after  starting  JetBlue.  ■ 

-By  Wendy  Zellner  in  New  York 
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ear-old  JetBlue  has  been  able  to  keep 
ow  in  part  because  its  new  planes 
i  only  basic  upkeep  and  employees 
ttle  seniority.  But  maintenance  costs 
:rease  as  the  fleet  ages.  Labor  costs 
.0  grow  as  employees  climb  the  ranks. 


COMPETITION 

Bigger  rivals  are  now  in  a  position  to  better 
defend  themselves  against  low-cost 
interlopers;  some  are  even  starting  their  own 
discount  airlines.  And  other  low-fare  carriers 
are  competing  more  directly.  With  all  of 
these  choices,  fares  are  likely  to  come  down. 
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fit  is  impossible  to  read  thii 
book  and  not  come  away 
with  new  insights  about 
how  to  further  one's 
career — and  be  a  more 
effective  person," 
—MICHAEL  E.  PORTER, 
Harvard  Business  Sch< 

^Alessandro  dares  to 
speak  the  truth.  If  you 
don't  manage  your  own 
reputation,  those  around 
you  will." 
-JAMES  CARVILLE, 

Author  and  Democrati 
list 
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All  fired  Up 
Over  Clean  Coal 

One  environmentalist  says  his  system  can 
zap  coal-plant  pollution.  Skeptics  abound 


IT  WAS  A  DISTURBING  SIGHT: 
Many  peaks  in  Vermonf  s  Green 
Mountains  were  bald  or  turning  a 
foreboding  brown.  The  trees  were 
dying  from  acid  rain  caused  by 
pollution  from  coal-fired  power 
plants  in  the  Midwest.  The  images 
still  haunt  Dr.  Robert  R.  Holcomb,  a  chil- 
dren's neurologist  at  Vanderbilt  Universi- 
ty Medical  Center  and  an  ardent  environ- 
mentalist. His  1995  trip  to  Vermont 
spurred  a  lifelong  quest  to  combat  fossil- 
fuel  pollution. 

Nine  years  later,  on  Jan.  30,  Holcomb 
unveiled  his  dream- come-true  system  for 
zapping  pollutants  at  coal-burning  plants 
before  they  can  taint  the  air.  It's  an  imag- 
inative scheme— and  an  impractical  one, 


according  to  some  physicists  and  engi- 
neers familiar  with  Holcomb's  work.  But 
even  his  toughest  critics  admit  that 
breakthroughs  are  urgently  needed  to 
eliminate  smokestack  emissions.  And 
some  of  the  critics  have  their  own  designs 
on  the  drawing  board. 

The  urgency  stems  from 
the  rapid  growth  in  energy  de- 
mand among  developing 
countries  such  as  China,  plus 
the  fact  that  oil  output  may 
peak  as  soon  as  the  2010s. 
Even  with  steady  advances  in 
wind  and  solar  power,  cheap 
and  abundant  coal  is  expected 
to  take  up  most  of  the  slack. 
"China  is  a  high  priority  for 


SHANXISKY  us,"  says  Holcom 

China  could  be  a  "They  need  energ 
bigmarket-ifthe  and  their  air  pom 
technology  works  tion  is  horrendous. 
Holcomb  cal 
his  technology  the  Electron  Stream  Ca 
bon  Dioxide  Reduction  system.  Bi 
that's  a  misnomer.  The  system  also  ta 
gets  sulfur  dioxide  (S02)  and  nitroge 
oxides  (NOx).  And  it  doesn't  just  reduc 
them— it  eradicates  them  by  splitting  th 
polluting  molecules  into  benign  atom 
CO,,  for  example,  gets  carved  up  int 
carbon  and  oxygen  atoms. 

Scientists  say  this  portion  of  Holcomb 
scheme  is  possible.  But  they  scoff  at  one  < 
his  claims:  that  the  technology  coul 
transform  the  pollutants  into  atoms  usin 
just  a  small  portion  of  a  coal-fired  gener 
tor's  energy  output.  Holcomb  asserts  thi 
by  recycling  the  heat  and  recovered  oxyge 
back  into  the  coal  furnace,  "the  C02  con 
verter  would  use  only  10%  of  the  energ 
generated"  by  a  power  plant. 

"VERY  NEAT" 

TROUBLE  IS,  THAT  would  violate  physi 
cal  laws,  argues  Hans-Joachim  Ziock, 
physicist  and  energy  expert  at  Los  Alam 
os  National  Laboratory.  Breaking  th 
chemical  bonds  that  glue  atoms  togethe 
into  molecules  takes  even  more  energ 
than  was  used  to  create  them,  he  explain; 
Since  the  energy  released  by  burning  cot 
stems  mainly  from  oxidizing  carbo 
(turning  it  into  C02),  reversing  th 
process  would  require  all  that  energy  out 
put,  and  then  some.  "I'm  missing  th 
magic  here,"  agrees  Henry  J.  Cialonc 
senior  vice-president  for  energy  service 
at  Battelle  Memorial  Institute,  a  thin] 
tank  in  Columbus,  Ohio. 

Yet  Holcomb  has  some  hopeful  sup 
porters.  "Fm  confident  there's  no  hoa 
here,"  declares  J.  Alex  Silver,  head  of  ener 
gy  consulting  at  Black  &  Veatch  Corp.,  ai 
Overland  Park  (Kan.)  engineering  firm 
Holcomb  hired  Black  &  Veatch  to  test  hi 
prototype  C02  converter  in  January.  Say. 
Silver:  "We  definitely  were  getting  dissoci 
ation  of  C02  [into  carbon  and  oxygen],  anc 
that  by  itself  is  very  neat"  Still,  he  adds 
"the  big  question  is,  hov 
much  energy  was  going  int( 
the  converter?" 

Silver  intends  to  measun 
that  during  his  next  round  o 
tests,  probably  in  March, 
the  process  fives  up  to  Hoi 
comb's  claims  of  just  a  109s 


The  plan: 
Carve  up 
noxious 
molecules 

intO  Denign    drain  on  power-plant  effi 

otrvmc  ciency,  "its  potentials  wouk 

clUJnio  be  profound,"   Silver  says 

New      coal-fueled      powe 
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GiveAChildWithACleftl 
A  Second  Chance  At  Life. 


Today,  millions  of  children  in  developing  countries 
are  suffering  with  cleft  lip  and  palate.  Condemned  to 
a  lifetime  of  malnutrition,  shame  and  isolation. 

The  good  news  is  that  virtually  all  of  these  children 
can  be  helped  and  their  clefts  repaired.  That  is  the 
mission  of  The  Smile  Train.  We  empower  local  sur- 
geons in  developing  countries  to  provide  this  life- 
changing  free  cleft  surgery  which  takes  as  little  as 
45  minutes  and  costs  as  little  as  $250.  It  gives  des- 
perate children  not  just  a  new  smile — but  a  new  life. 

The  Smile  Train  will  deliver  free  cleft  surgery  to 
more  than  35,000  children  this  year,  all  over  the 
world.  From  Asia  to  Africa,  from  South  America  to 
Russia,  The  Smile  Train  helps  children  who  have  no 
place  else  to  turn. 

But  we  can't  do  it  without  your  help.  Send  us  a 
donation  today  and  we'll  use  it  to  give  someone  a 
second  chance  at  life. 


YES,  I  want  to  give  a  child  a  second  chance  at  life. 
3  S250  Provides  cleft  lip  surgery  for  one  child. 
3  S125  Covers  half  the  cost  of  one  surgery. 
□  $  50  Provides  medications  for  one  surgery. 
G  S We'll  gratefully  accept  any  amount. 


Na 


Address 
City 


State 


Zip 


Telephone 
eMail 


Charge  my  gift  to  my  credit  card: 

G  Visa  □  MasterCard 

Account  No 

Signature . 


O  AMEX 

Exp.  Date 


Send  this  coupon  with  your  donation  to: 

The  Smile  Train-Dept.  Mag. 

P.O.  Box  96231 
Washington,  DC  20090-6231 

3001-00-300-09 


100%  of  your  donation  goes  towards  programs 
0%  goes  towards  overhead. 


TheSmileTrain 

(.1).  le   \t   \  lime. 

1-877-KID-SMILE  www.smiletrain.org 

"All  non-program  expenses,  such  as  overhead  and  fundraising.  are  paid  for  with  start-up  grants  from  our  founding  supporters.  The  Smile  Train  is  a  501  (c)(3)  nonprofit 
recognized  bv  the  IRS.  and  all  donations  to  The  Smile  Train  are  tax-deductible  in  accordance  with  IRS  regulations.  ©  2003  The  Smile  Train. 


I've  moved  all 


my  business  to 
First  Republic. 
They  make 
banking  a 


weeze. 


Environmentalist  and  Entrepreneur 
Founder  of  batteryclubusa.com 


First  Republic  Bank 

It's  a  privilege  to  serve  you® 


KIVATE    13ANKINC,       LENDING       INVESTMENT,   BROKERAGE   &   TRUST   SERVICES 
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ants  convert  30%  to  35%  of  coal's  en- 
:gy  into  electricity.  Most  existing 
;ants  manage  just  18%  to  20%.  So  if 
olcomb's  gear  needs  only  10%  of  the 
iergy  output,  a  new  plant  could  be 
ollution-free  and  just  as  efficient  as 
lany  of  today's  generators. 

OTGAS 

HE  KEY  TO  Holcomb's  process  is  a 
lasma  arc— a  sort  of  superhot  blow- 
>rch.  When  it  zaps  C02  and  other 
aseous  oxides,  the  intense  heat  strips 
ff  their  electrons,  then  cleaves  the  moi- 
res into  ions  (atoms  lacking  their 
sual  electrons).  Since  ions  are  highly 
:active,  they  would  ordinarily  pop  back 
igether  into  polluting  gases  when  they 
merged  from  the  plasma.  To  prevent 
lis,  Holcomb  routes  the  ions  through  a 
larged  tungsten  mesh  that  is  fed  a 
mstant  supply  of  electrons.  There,  the 
>ns  pick  up  their  missing  electrons  and 
nerge  as  regular  carbon,  oxygen,  ni- 
ogen,  or  sulfur  atoms.  "At  the  end  of 
le  day,"  says  Holcomb,  "we  burn  coal, 
*eate  energy,  and  collect  substances 
ke  carbon  and  sulfur  in  traps." 

Skeptics  may  dismiss  Holcomb's 
rocess,  but  his  goals  are  hardly 
nique.  In  the  late  '90s,  Los  Alamos' 
iock  led  an  international  research 
:ara  in  a  program  to  curb  pollution 
hile  boosting  power-plant  efficien- 
t—all the  way  to  70%.  In  1999,  the 
:am  formed  the  Zero  Emission  Coal 
lliance,  and  last  year  spun  it  into  the 
rivate  Zeca  Corp.  of  Santa  Fe. 

Zeca  is  developing  a  very  different 
:rategy  from  Holcomb's.  Its  plan  to 
liminate  smokestack  pollution  hinges 
n  avoiding  combustion  altogether, 
lys  Zeca  CEO  Alan  A.  Johnson.  With 
eca's  process,  the  hydrogen  in  coal 
rould  be  extracted  and  fed  to  a  new 
rpe  of  fuel  cell,  which  would  chemi- 
ally  convert  the  hydrogen  into  elec- 
icity  and  water.  Zeca's  work  is  funded 
y  nine  stakeholders,  including  Cana- 
a's  Ontario  Power  Generation,  Arch 
oal  in  St.  Louis,  Germany's  Rag  Coal 
iternational,  and  equipment  giant 
iaterpillar  in  Peoria. 

Today,  Zeca's  fuel  cell  is  a  little  lab 
nit,  "just  one  inch  square,"  says  John- 
Dn.  But  Zeca  plans  to  build  a  working 
•megawatt  pilot  plant  in  two  years, 
ong  before  that,  Holcomb  insists,  in- 
ependent  tests  will  verify  that  his  C02 
eduction  system  "can  do  the  job  for  less 
lan  any  other  technology."  By  one 
aute  or  another,  the  race  to  zero  emis- 
ions  has  begun.  ■ 

-By  Otis  Port  in  New  York 
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A  Philanthropist 
Of  the  Old  School 

Ruth  Lilly  is  among  today's  supergivers, 
but  her  style  is  definitely  retro 


ILLIONAIRE  RUTH  E. 
Lilly  has  a  small  frame, 
small  hands,  and  a  small, 
whispery  voice  when  she 
talks.  But  she  talks  to  al- 
most no  one.  On  the  rare 
occasions  when  Lilly,  88, 
and  the  lone  heiress  to  the  Eli  Lilly  phar- 
maceutical fortune,  leaves  her  home  in 
Indianapolis'  plush  North  Side,  friends 
say  if  s  often  for  a  drive  around  town 
with  her  nurses.  She  likes  to  pass  by  the 
dozens  of  projects  she  supports.  Before 
she  was  confined  to  a  wheelchair,  she 


once  stopped  in  at  the  Ruth  Lilly  Health 
Education  Center.  Receptionist  Louise 
David  recalls  that  the  organization's 
president  "was  so  flustered"  to  see  Lilly 
there.  Flustered,  but  lucky.  Most  of  Lilly's 
beneficiaries  have  never  laid  eyes  on  her. 
In  November,  2002,  Lilly  established 
herself  as  the  first  lady  of  verse— and 
thrust  herself  unintentionally  into  the 
media  spotlight— when  she  pledged  Eli 
Lilly  &  Co.  stock,  estimated  then  to  be 
worth  $100  million,  to  Poetry,  a  small 
Chicago-based  magazine  that  previously 
had  an  endowment  of  only  $200,000 
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Derrick  Warren.  IBM  variable  cost  guru,  retail  industry 


Hungry  frogs  and  variable  costs. 

Rana  clamitans.  The  common  green  frog?  Or  on  demand  business  case 
study?  In  a  single  summer,  this  three-inch  carnivore  devours  almost 
10,000  flies.  It's  his  opportunity.  His  seasonal  spike.  And  he  jumps  on  it. 

Odds  are,  you  could  use  a  little  amphibious  instinct.  That  ability  to  quickly 
leap  out  of  hibernation  and  into  your  high  season.  Or  to  adjust  to  a  change 
in  supply  or  demand.  Or  customer  preference.  Or  a  new  trend.  Day  to  day, 
opportunities  change.  Needs  vary.  So  should  your  business. 

You  don't  want  to  pay  year-round  for  resources  you  need  only  during  the 
rush.  Paying  for  what  you  need  only  when  you  need  it  is  on  demand 
business.  And  it  goes  way  beyond  IT.  It's  about  viewing  every  bit  of  your 
cost  structure  as  potentially  variable.  Potentially  more  efficient. 

The  frog  knows:  When  the  flies  are  out,  chase  flies.  When  they  aren't,  don't. 

On  demand  business  starts  with  on  demand  thinking. 

We  have  180,000  experts  who  can  help  you  make  your  business  more 
variable.  With  the  business  expertise  to  see  possibilities  and  the 
IT  capabilities  to  deliver  on  them,  IBM  can  bring  more  flexibility  to  your 
business,  your  technology  and  your  culture.  On  demand  business. 
Get  there  with  on  demand  people.  Call  800  IBM  7080  (ask  for  thinking) 
or  visit  ibm.com/services/thinking 


Can  you  see  it? 


nd  the  IBM  logo  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  ©2003  IBM  Corp.  All  rights  reserved. 
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and  through  which  she  has  given  an  an- 
nual poetry  prize  since  1986. 

She  followed  that  with  a  second  gift, 
valued  then  at  $120  million,  to  Washing- 
ton (D.C.)-based  advocacy  group  Ameri- 
cans for  the  Arts,  and  a  $150  million  gift 
to  her  family's  legacy,  the  Lilly  Endow- 
ment Inc.,  which  owns  13%  of  Eli  Lilly, 
according  to  Bloomberg  Financial  Mar- 
kets. This  came  on  top  of  the  $175  million 
that  Lilly's  lawyer,  Thomas  Ewbank,  says 
she  has  given  to  Indiana  social  and  cul- 
tural institutions  over  the  past  two 
decades.  And  when  she  dies,  Lilly  will 
leave  hundreds  of  millions  of  dollars  to 
the  Ruth  Lilly  Philanthropic  Foundation. 

SHE'S  KEEPING  A  LIST 

LILLY'S  GIVING  PLACES  her  in  the  phil- 
anthropic big  leagues  among  supergivers 
Ted  Turner  and  Eli  and  Edythe  Broad.  Like 
them,  Lilly  decided  to  disburse  a  consider- 
able amount  of  her  fortune  while  still  liv- 
ing. As  usual,  Lilly  declined  requests  for  an 
interview.  But  after  talking  to  relatives  and 
associates,  it's  clear  that  her  giving 
harkens  back  to  a  previous  era.  She  is  com- 
mitted to  the  arts  at  a  time  when  philan- 
thropists prefer  to  focus  on  medical  and 
social  work.  She  prefers  to  give  directly. 
And  unlike  many  of  her  peers  who  have  in 
place  a  rigorous  application  process,  Lilly 
has  a  far  less  formal  method:  She  keeps  a 
list  of  grant  requests  in  the  order  that 
they're  received.  As  for  her  bigger  dona- 
tions, Lilly  offers  no  explanations  for  her 
choices.  "She  keeps  her  cards  close  to  her 
vest,"  says  Ewbank,  who  helps  vet  the  list. 
Her  latest  big  gifts  required  the  two 
small  organizations— Poetry  had  a  staff  of 
four  at  the  time— to  become  financially 
savvy  quickly.  Like  most  large  pledges,  Lil- 
ly's were  made  in  stock,  so  their  value  fluc- 


tuated with  the  market.  Recently  Poetry 
and  Americans  for  the  Arts  filed  lawsuits 
accusing  the  bank  that  manages  Lilly's 
fortune,  National  City  Corp.,  of  waiting 
too  long  to  sell  their  stock:  In  the  seven 
months  after  the  gift  was  made,  the  price 
dropped  to  $47,  from  $75.  In  a 
statement,  National  City  de- 
nies the  allegations,  and  says 
it  handled  Lilly's  trust  with 
"the  greatest  of  care."  But  fol- 
lowing the  suit,  the  bank  di- 
versified Lilly's  billion-dollar 
fortune,  which  was  almost 
entirely  in  company  stock. 
Critics  say  the  bank  is  too 
small  and  inexperienced  to 
handle  such  a  fortune,  though 
it  also  took  time  for  the  arts 
groups  to  understand  the 
structure  of  the  gift.  Other  organizations 
that  are  used  to  large  noncash  gifts  would 
have  been  less  surprised  by  the  change  in 
value,  says  Eugene  R.  Tempel,  executive 
director  of  the  Center  on  Philanthropy  at 
Indiana  University. 

Ewbank  says  Lilly  isn't  much  bothered 
by  the  lawsuit.  "She  figures,  well,  she 
wanted  to  help  these  two  small  organiza- 
tions, and  she  did,"  he  says.  And  while 
she  did  consider  the  impact  of  such  sub- 
stantial gifts  on  small  groups,  Ewbank 
says  she  thought  they  would  "survive  the 
growing  pains." 

Lilly's  life  has  been  shaped  by  a  pam- 
pered but  isolated  childhood,  a  struggle 
with  depression  that  kept  her  hospitalized 
for  much  of  her  adulthood,  and  a  late, 
dramatic  recovery,  thanks  to  a  drug  her 
family's  company  pioneered:  Prozac. 
This  hardship  left  her  with  "a  deep  skep- 
ticism," says  Gene  E.  Sease,  a  former 
president  of  the  University  of  Indianapo- 


Lilly  gives 
directly 
from  her 
pocket,  not 
through  a 
foundation 


FIRST  LADY  OF  POETRY 


RuthE. 
Lilly 

Gifts  so  far  total 
$740  million 


BORN  Aug.  2, 1915, 
Indianapolis;  heiress  to  the  Lilly 
pharmaceutical  fortune 
EDUCATION  Graduated  from 
high  school  in  1933 

KNOWN  AS  Old-fashioned 
philanthropist 

MOST  FAMOUS  GIFT  $100 

million  to  Poetry  magazine,  a 
monthly  publication,  which  at 
the  time  had  a  staff  of  four 

PUBLISHED  POEMS  1939 
published  in  The  New  York 
Times  under  the  pseudonym  R. 
Lyly:  "Secure  in  plush 
upholstery/I  wink  a  torpid 


eye/^nd  note  about  the 
plaudits/the  needle  of 
your  sigh" 

FIRST  REJECTION 
LETTER  FROM 
POETRY 
MAGAZINE 

Mid-1970s 

FAVORITE  VICE 

Chocolate 

FAMILY  Married  for  nearly  40 
years  (spent  much  of  that  time 
hospitalized  for  depression);  no 
children  but  is  aunt  to  six  grown 
children  of  her  late  brother, 
Josiah  K.Lilly  III 


lis,  who  has  been  a  friend  since  they  bot 
ordered  second  helpings  of  a  rich  chocc 
late  pecan  dessert  30  years  ago. 

Lilly's  great-great-grandfather,  Colone 
Eli  Lilly,  founded  the  drug  company 
1876.  Her  father,  Josiah  Kirby  Lilly  JrJ 
eventually  became  presil 
dent  and  chairman  of  th( 
board  and  raised  Ruth 
her  younger  brother,  Josia 
Kirby  Lilly  III,  in  Indil 
anapolis.  In  1941, 
married  Guernsey  Va 
Riper  Jr.,  the  author.  Bu 
her  depression  worsened 
and  she  spent  much  of  hei 
marriage  in  the  hospital 
They  were  divorced 
1981.  Soon  after,  Lilly'! 
brother  requested  the  cour 
to  appoint  a  conservator  for  her  estate.  Ew 
bank  says  Lilly  has  always  made  her  owr 
decisions,  though. 

Strengthened  by  new  medications,  Lil 
ly  left  the  hospital  in  1986  with  "a  desirt 
to  make  up  for  lost  time,"  says  Ewbank 
Well  into  her  70s,  never  having  been  on  i 
plane,  she  chartered  a  jet  to  Charleston 
S.C.,  inviting  along  relatives  and  staff.  She 
has  traveled  regularly  ever  since. 


i 


TRADITION  OF  GIVING 

LILLY  HAS  BROUGHT  the  same  gusto  tc 
her  philanthropy,  each  year  donating 
roughly  $10  million,  more  than  half  of  hei 
income.  Each  spring,  she  sits  down  with 
Ewbank,  a  bank  representative,  nephew: 
Ted  and  George  Lilly,  and  the  list  of 
hundreds  of  grant  requests.  They  start  at 
the  top  and  go  down  as  far  as  allotted  [ 
resources  allow. 

When  she  dies,  Ted  and  George,  along  * 
with  their  four  siblings,  will  continue  Lil- 
ly's giving  through  her  foundation.  Fu- 
ture gifts  will  support  education  in  the 
arts  as  well  as  science  and  medical  care. 
^One  of  us  may  eventually  rise  to  the* 
top  as  the  philanthropist  of  our  J 
generation,  but  we're  all  philan- 
thropically  minded,"  says  Ted, 
the  only  heir  to  sit  on  the  board  of 
the  endowment. 

As  spring  approaches,  Lilly  will 
soon  pick  up  the  list  that  grows  |d 
longer  each  year.  Ewbank  esti- 
mates it  would  take  eight  years  to 
grant  current  requests  if  no  more 
were  added.  Anderson  University, 
near  Indianapolis,  recently  received 
funding  for  a  campus  wellness  center; 
Franklin  College,  a  leadership  center. 
Perhaps  next  time  she's  feeling  up  to  it, 
she'll  go  for  a  drive  to  check  them  out.  ■ 
—Byjessi  Hempel  in  New  York 
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Doming  of  Age 

At  Capital  One 

tfter  a  regulatory  scare,  management 
ealizes  that  the  startup  era  is  over 


THE  EARNINGS  REPORT 
that  Capital  One  Financial 
Corp.  issued  on  July  16, 
2002,  started  with  the  exu- 
berance that  was  typical  of 
the  brash  credit-card  is- 
suer. Net  income  had  hit 
lother  record,  and  the  seven-year-old 
tmpany  was  raising  its  2002  earnings 
;r  share  growth  target  from  20%  to 
)%.  But  then,  three  paragraphs  in,  came 
tese  ominous  words:  "Following  a  rou- 
ne  regulatory  review... the  company 
id  its  subsidiaries. . .  expect  to  enter  into 
l  informal  memorandum  of  under- 
anding  with  bank  regulators  addressing 
;rtain  regulatory  matters." 
It  was  the  first  indication  that  the  go-go 


years  were  over  for  Cap  One  co-founders 
Richard  D.  Fairbank  and  Nigel  W.  Morris. 
By  questioning  the  company's  innovative 
model  for  assessing  credit  risk— the  very 
basis  for  its  30%  annual  earnings 
growth— federal  and  state  banking  regula- 
tors scared  the  debt  market  into  demand- 
ing a  huge  premium  on  trie  company's 
borrowings.  To  make  matters  worse,  Chief 
Financial  Officer  David  M.  Willey  re- 
signed in  March,  2003,  after  the  Securities 
&  Exchange  Commission  notified  him  that 
it  was  investigating  him  for  insider  trad- 
ing. Charges  have  not  been  brought,  but  it 
was  sobering  news  for  investors.  Cap 
One's  shares  sank  to  near  their  five-year 
low  of  $2470,  off58%  from  a  year  earlier. 
Today,  it's  clear  that  the  worst  fears 

February  16,  2004  I  BusinessWeek  I  81 


ARE  YOU 

DRIVEN 

TO  BE  THE 


HE 


MMtf  MNIflW  «  —  ■»».- 
-U%A  TODAY 


TOYOTA 
WAY 


rif     ', 

IWHTHUtt 


M  MANAGEMENT  PRINCIPLES 

fflO«  FW  world-,  BBE*TE*T  MANUFACTURER 


They  are  the  world's  most  profitable 
automaker  and  the  creators  of  Lean 
production,  but  less  well  known 
are  the  management  principles  that 
steer  Toyota's  quality  and  efficiency- 
obsessed  culture. 

Step  into  The  Toyota  Way,  and  you'l 
discover  how  to 


*  Foster  a  culture  of  continuous 
improvement  and  learning 

*  Get  quality  right  the  first  time 

*  Eliminate  the  huge  costs  of 
hidden  waste 

*  Teach  employees  to  become 
problem  solvers 


Fewer  man-hours,  less  inventory, 
and  the  highest  quality  cars. .  .What 
can  your  business  learn  from  Toyota? 


Available  Everywhere 
Books  Are  Sold 


Management  Strategies 


about  Cap  One  were  unfounded.  The 
company's  data-intensive  method  of 
cutting  risk  and  maximizing  profits 
worked,  and  its  credit  portfolio  didn't 
crash.  Bad-loan  charge- offs  gradually 
dropped,  and  earnings  per  share  rose 
23%  in  2003.  On  Jan.  29,  regulators  end- 
ed the  memorandum  of  understanding. 
The  stock  trades  at  around  $71,  up  180% 
from  last  March. 

"THE  'B'  WORD" 

BUT  REGULATORS  weren't  all  wrong- 
Cap  One  had  outgrown  its  controls,  and 
Fairbank  and  Morris  have  been  forced  to 
rethink  their  freewheeling  management 
style.  "Capital  One  is  a  big  company.  We 
need  to  govern  in  a  way  consistent  with 
that,"  says  Morris,  who  used  to  hash  out 
strategy  with  his  partner  on  long  drives 
between  the  company's  facilities.  "You 
can't  have  two  guys  driving  up  1-95  in  a 
black  Ford  making  business  decisions.  It 
just  doesn't  work  anymore." 

Instead  of  Nigel  and  Rich  having  brain- 


sion  in  April  when  he  gave 
up  the  title  of  president  to 
become  vice-chairman.  Ac- 
quaintances say  he  has 
been  talking  about  it  for* 
years,  and  although  Morris 
calls  it  the  hardest  thing  he 
has  ever  done,  he  says  he 
wants  the  chance  to  pursue 
other  interests.  He  claims 
not  to  be  interested  in  run- 
ning a  different  public  corporation. 

CEO  Fairbank  is  now  alone  atop  a  com- 
pany that's  looking  more  and  more  like  a 
traditional  bank.  Cap  One's  U.S.  credit- 
card  business  still  dominates,  accounting 
for  almost  two-thirds  of  loans  outstand- 
ing. After  attempts  to  extend  their  model 
of  testing  products  and  marketing  into 
businesses  ranging  from  cell-phone  sales 
to  vacation  clubs,  Fairbank  has  become 
more  realistic  about  the  limits  of  diversi- 
fication. Now  he  looks  for  growth  in  oth- 
er finance  businesses,  such  as  auto  lend- 
ing and  international  consumer  finance. 


Beyond 
direct 
marketing, 
to  bricks 
and  mortar 


Cap  One  Grows  Up 

After  a  major  management  retooling  spurred  by  negotiations  with  bank  regulators, 
Cap  One  now  looks  a  lot  less  the  New  Age  revolutionary: 

THEN 

NOW 

STRUCTURE 

The  company  saw  itself  as 
an  idea  factory  where 
innovation  bubbled  up.  Top 
management  was  dominated 
by  the  co-founders. 

Innovation  is  still  encouraged,  but  there's 
more  explicit  accountability.  The  CEO  now 
shares  responsibility  with  eight  heads  of    . 
major  business  units,  who  closely  track 
who  makes  decisions,  and  why. 

CORE 
BUSINESS 

The  model  was  based  on  mass 
customization  of  any  consumer 
product,  driven  by  data  testing. 

Still  does  lots  of  testing,  but  products  are 
confined  to  consumer  finance.  Relies  less 
on  high-risk  borrowers. 

DISTRIBUTION 

Sales  were  made  directly  to 
consumers,  primarily  via 
the  mail. 

The  company  is  diversifying  to  also  sell 
through  dealers  and,  soon,  through  a 
branch  network. 

Data  BusinessWeek.  8loomberg  Financial  Markets 

storming  sessions,  the  company  now  is 
run  by  Fairbank  and  an  executive  commit- 
tee that  meets  with  him  every  Monday  to 
formulate  strategy.  Those  eight  executives 
bear  responsibility  for  making  sure  they 
understand  how  decisions  are  made  un- 
derneath them— a  direct  response  to  regu- 
lators' concerns.  "I  hate  to  use  the  'b'  word 
on  them,  but  it's  a  little  more  bureaucratic. 
And  to  a  certain  extent  it  needed  to  be," 
says  Keefe,  Bruyette  &  Woods  Inc.  analyst 
Vincent  Daniel.  "Bank  regulators  don't 
necessarily  want  an  extremely  entrepre- 
neurial culture." 

The  surest  sign  that  the  startup  era  is 
over:  On  Apr.  30,  Morris  will  leave  the 
company.  He  has  spent  the  past  year 
preparing,  having  announced  his  deci- 
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The  brush  with  regulators  left  a  lasting 
mark  on  Cap  One's  customer  base.  To 
lower  its  risk,  the  company  today  does  less 
lending  to  "subprime"  borrowers  and 
more  lending  to  the  A-list  of  credit  quality. 
It's  a  safer  bet,  but  one  with  a  lot  more 
competition.  As  a  result  revenue  mar- 
gins—measuring top-line  growth  from 
the  average  loan— have  dropped  to  16.7% 
in  2003  from  22.7%  in  2000,  and  growth 
is  slowing.  This  year  earnings  are  expect- 
ed to  rise  16%,  half  the  rate  they  averaged 
over  the  last  five  years. 

Having  seen  his  cost  of  borrowing  sky- 
rocket during  the  regulatory  review,  Fair- 
bank  now  wants  to  build  a  base  of 
deposits  to  lessen  his  reliance  on  institu- 
tions. Suddenly,  an  outfit  that  often  mails 


more  credit-card  solicit 
tions  than  any  other  U 
company  is  moving  past  c 
rect  marketing.  Fairbai 
wants  to  do  branch  bankin 
too.  Says  Fairbank:  "It's  o< 
of  the  missing  puzzle  piec 
to  being  a  diversified  co 
sumer  finance  institution 
Corner  banking  is  a  loi 
way  from  Cap  One's  rooi 
The  company  was  spun  out  of  Sigr 
Bank  in  1994  by  Fairbank  and  Morr 
who  started  out  as  a  pair  of  consultan 
with  no  history  of  running  an  actu 
business.  For  years  it  operated  almost 
a  laboratory  for  business  theory.  Fairbai 
thought  that  the  future  of  marketing  w. 
one  of  mass  customization,  that  mini* 
data  would  give  you  enough  informatic 
about  a  person  to  tailor  your  product  ar 
its  price  perfectly.  Credit  cards,  it  turn* 
out,  were  a  great  vehicle  for  that.  By  tl 
summer  of  2002,  Cap  One  had  48.6  mi 
lion  accounts  and  $53.2  billion  in  mai 
aged  loans. 

Much  of  that  formula  remains  : 
place.  Cap  One  continues  to  condu 
tens  of  thousands  of  data  "tests" : 
62,999  last  year  alone.  And  the  resul 
can  be  highly  revealing:  Someone  wr 
spends  45  minutes  online  researching 
car  purchase,  for  instance,  is  a  got 
credit  risk  for  the  company's  auto  lem 
ing  arm.  But  someone  who  calls  up 
apply  for  a  credit  card  is  riskier  ths 
someone  who  responds  to  a  solicitatio 
Testing  has  been  derided  by  critics  i 
gimmicky,  but  it  proved  its  value  durin 
the  recession  as  Cap  One's  bad-loan  an 
charge-off  rates  remained  in  chec 
while  other  lenders  saw  them  balloon. 
Nowadays,  investors  are  just  as  in 
pressed  with  Cap  One's  mundane  fundi 
mentals  as  they  are  with  its  big  idea 
Thanks  to  the  addition  last  July  of  a  ne 
CFO,  Gary  L.  Perlin,  formerly  of  the  Worl 
Bank,  Cap  One  has  become  much  moi 
focused  on  storing  up  borrowings  to  er 
sure  it  has  plenty  of  financial  flexibilit 
Since  the  regulatory  all-clear  sounde< 
both  Fitch  and  Standard  &  Poor's  ha\ 
taken  their  outlook  on  the  company  froi 
negative  to  stable. 

Rumors  that  Capital  One  might  b 
bought  by  a  bigger  bank  have  gained  mc 
mentum  since  its  numbers  began  showin 
improvement,  but  Fairbank  seems  reluc 
tant.  "We  have  been  profoundly  successfi 
by  virtue  of  our  independence,"  he  say 
Now  it's  on  his  shoulders  to  prove  that  h 
latest  vision  for  Cap  One  can  do  as  well  a 
his  first  brainstorm  18  years  ago.  ■ 

-By  Nanette  Byrnes  in  McLean,  Vt 


Tying  a  Windsor  Knot  is  easy.  Loosening  one  deserves  recognition. 


The  10th  Annual  Financial  Communications  Society  Portfolio  Awards 


CALL  FOR  ENTRIES  •  DEADLINE  FEBRUARY  18  •  WWW.FCSINTERACTIVE.COM 


II 

X  — 
5'  B 
O    <p 

£* 

_  o 

£° 

II 

9.  c 

CO 


2  Q- 

£3 


"  Ji 

o  <e. 

3  •£. 

"O    (D 

»  s 

"D    S 

It 
»  Cfl" 

a  o 
»  — 

CD  Qj 
<    °- 

s.  a, 

CD    =* 

=  1 
§  £ 

«   — 

it 

•<    3 

o-S 

(D  o" 
IB  £. 
I? 

3  to 

e;  5 
5-  <o 
»  8 

2  2 
a>  g. 

i.  5' 

o  a> 

<D    (/> 

3  ° 
*E 

<n  ° 
o  £ 

2§ 
?  = 

'„  a> 

©  c 

o  =. 
o  © 

CJ  Q. 

O  w 

O    Q) 

pi 


CO 


(D  O 
0)  c 
<D    3 


Hyundai  can  see  it.  It's  under  the  hood.  New  cars  from  Hyundai  do  more  than 
drive  —  they  talk  back.  IBM  and  Hyundai  Motors  teamed  up  to  put  "telematics"  in 
Hyundai  vehicles.  Performance  data  streams  from  car  to  carmaker.  So  maintenance 
efficiency  goes  up.  After-sales  service  improves.  Warranty  costs  come  down.  And 
information  gets  fed  back  into  Hyundai's  new  car  designs,  shortening  production 
cycles  and  cutting  costs.  Voila.  Cash  money.  Found. 


tha-ching!" 


A  guide  to  the  on  demand  world:  Hidden  value 


Where  to  find  a  million 
dollars  you  never  knew 
you  had. 

Chances  are  you're  sitting  on  some  cash.  Problem  is,  it  could 
be  anywhere.  Behind  your  servers.  Stuck  in  a  silo.  Buried  in 
your  processes.  Or  underneath  Mike  in  marketing.  You  may 
not  have  it  in  your  sights,  but  one  thing  is  for  sure,  it's  there. 
So  how  do  you  find  it? 


IBM  business  consultants  help  you  root  out  bottlenecks,  turf  wars  and 
cultural  ruts  and  turn  them  into  new  revenue  streams  or  avoided  costs.  By 
running  at  a  state  of  Giber-efficiency,  everything  falls  into  place.  Nothing  can 
hide.  Nothing  gets  mired  down.  And  savings  get  tilled  back  in. 

In  a  time  when  IT  money  is  limited  to  what  you  can  shake  out  of  the 
corporate  couch  cushions,  on  demand  options  are  plentiful.  Like 
outsourcing.  Grid  computing.  Pay-as-you-go  resources.  And  Linuxf 
All  efficiency  boosters.  All  without  a  complete  overhaul. 


Zan  you  see  it?  It's  an  on  demand  world.  And  IBM  Business 
Consulting  Services  can  look  at  your  business  holistically  (at  the 
nacro  level)  and  then  jump  in  (at  the  micro  level)  to  bring  hidden 
>pportunities  to  the  surface.  So  you  can  squeeze  every  dollar,  euro  and 
linar  out  of  them.  You  show  us  the  couch,  we'll  help  show  you  the 
:ash.  On  demand  business.  Get  there  with  (e)  business  on  demand™ 


ibm.com/ondemand 
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TheAMTnow 

sideswipes  3  million 

taxpayers.  Think 

you're  not  one  of 

them?  Better  cross 

your  fingers 

BY  HOWARD  GLECKMAN 


NINA  OLSEN  HAS  BEEN  PRACTICING 
tax  law  for  nearly  30  years.  These 
days,  she's  the  nation's  taxpayer  ad- 
vocate—the in-house  representative 
of  ordinary  citizens  at  the  Internal 
Revenue  Service.  And  she  knows 
about  as  much  as  anyone  about  the 
x  code.  But  Olsen  was  stunned  last  spring  when 
le  finished  running  her  return  through  a 

mmercial  tax-prep  program.  There  on  line  43  of  her  Form 
40  was  an  extra  levy  of  $721.  "I  was  just  like,  Wait  a  minute, 
»w  did  that  happen?' " 

"That"  was  the  price  of  the  nastiest  tax  lurking  in  the  code— 
e  alternative  minimum  tax.  First  enacted  in  1969  to  rope  in 


155  fat  cats  who  had  escaped  paying  taxes  altogether,  the  AMT 
today  reaches  far  beyond  the  superwealthy  dodgers  it  was  sup- 
posed to  target.  This  year,  more  than  3  million  taxpayers— most 
of  them  middle-class  and  upper-middle-class  couples  with 
kids— are  going  to  get  clobbered  by  the  tax.  True,  these  taxpay- 
ers have  benefited  gready  from  lower  tax  rates  on  income,  cap- 
ital gains,  and  dividends.  But  many  of  these  advantages  are  be- 
ing eroded  by  a  tax  that's  largely  hidden,  difficult  to  plan  for, 
and  perverse  in  its  consequences. 

And  odds  are,  you  could  be  a  victim.  Those  W-2  wage  reports 
and  Form  1099  brokerage  statements  you  just  received  could 
contain  one  of  the  land  mines— high  state  and  local  taxes,  hefty 
job-related  expenses,  incentive  stock  options,  or  certain  kinds  of 
municipal-bond  interest  (page  91)— that  blow  unwitting  vic- 
tims into  the  AMT  swamp.  And  if  you  get  caught,  odds  are 
the  price  tag  will  be  steep.  If  you  are  making  between  $100,000 
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and  $200,000,  figure  on  paying  nearly  $3,000  in  extra  tax. 
Just  how  does  the  AMT  work?  Think  of  it  as  a  parallel  uni- 
verse where  you  must  calculate  your  taxes  twice.  First,  you  fill 
out  your  1040  the  regular  way— adding  up  total  income,  sub- 
tracting deductions  and  personal  exemptions  to  determine  tax- 
able income,  and  then  figuring  your  tax.  Under  the  AMT,  you 
must  do  the  whole  thing  again.  But  this  time,  you  are  not  al- 
lowed to  use  many  valuable  deductions  to  reduce  your  taxable 
income.  You  figure  what's  owed  under  the  AMT,  compare  it  to 
your  regular  tax  bill,  and  pay  the  higher  amount.  The  excess 
over  the  regular  bill  is,  in  essence,  your  AMT. 


IT'S  HORRIBLE" 


THE  AMT  went  HAYWIRE  BECAUSE  it  does  not  take  inflation 
into  account.  The  regular  tax  adjusts  brackets  and  personal  ex- 
emptions for  higher  prices  and  income,  but  the  AMT  does  not  So 
as  incomes  rise,  more  and  more  people  are  caught.  And  Bush's 
recent  tax  cuts  just  make  matters  worse.  Since  you  must  pay  the 
higher  of  the  two  taxes,  the  recent  changes  that  lower  your  reg- 
ular tax  just  make  it  more  likely  you'll  be  paying  the  AMT. 

If  you've  managed  to  escape  the  tax  so  far,  your  reprieve  is  al- 
most certainly  temporary.  The  levy  is  growing  like  the  monster 
from  the  tax  lagoon.  By  the  end  of  this  decade,  barring  reform, 
this  stealth  tax  will  strike  33  million  annually— or  one-third  of  all 
taxpayers— according  to  estimates  by  the  Urban-Brookings  Tax 
Policy  Center.  It  will  hit  9  out  of  10  making  between  $100,000  to 


AMBUSHED  Even  IRS  taxpayer 
advocate  Nina  Olsen  didn't  see  t 
AMT  coming  as  she  did  her  taxe 


$500,000  in  today's  dollars,  a 
more  than  70%  of  those  mak 
$75,000  to  $100,000.  And  it 
turning  the  concept  of  a  progress 
tax  code  on  its  head:  The  v 
wealthy  often  pay  a  smaller  share 
their  income  in  AMT  taxes  than  |  - 
upper  middle  class. 

Even  for  many  middle-ch 
families,  the  AMT  and  its  devilisl 
complicated  Form  6251  (page  5  f 
will  be  the  tax  code— not  the  reg  f 
lar  income  tax  on  Form  1040.  "T  p 
cop  and  the  nurse  with  two  kids  i  p 
going  to  get  nailed,"  says  Broc  ' 
ings  Institution  tax  econom  fc 
William  G.  Gale. 

Escaping  the  AMT  isn't  easy.  1  j 
planning  can't  change  the  numb  1 
of  kids  you  have  or  the  levies  u  P 
posed  by  your  state— the  two  mc  i 
common  AMT  tripwires.  Steps  y<  ^ 
would  normally  take  to  cut  yo  ij 
taxes,  such  as  deferring  a  yearei  1 
bonus,  can  backfire  when  you're  e 
the  AMT.  Planning  may  help  tho  ir 
who  are  on  the  edge  avoid  the  AN  ri 
in  a  particular  year,  but  the  mov  F 
must  be  carefully  timed. 

You  might  think  that  elected  of  m 
rials  would  be  eager  to  reform  a  pt  t 
nicious,  capricious  tax  that  adds  complexity  and  cost.  But  thii  b 
again.  By  Washington  standards,  the  AMT  is  a  success:  In  200  d 
the  minimum  tax  caught  roughly  2,700  wealthy  Americans  wl 
otherwise  would  have  zeroed  out  their  taxes.  But  it  also  caug  n 
more  than  2  million  others,  all  of  whom  had  already  paid  ta 
And  at  least  600  fat  cats  still  managed  to  avoid  all  federal  incon 
taxes.  Why?  The  AMT  hasn't  caught  up  with  such  schemes  I 
moving  income  offshore  or  swapping  assets  to  create  tax  losse 
It's  no  wonder  that  on  Dec.  31,  in  her  annual  report  to  Coi 
gress,  the  IRS's  Olsen  named  the  AMT  the  biggest  problem  ta: 
payers  face  today.  Picking  the  worst  tax  is  akin  to  choosing  th 
most  tasteless  TV  reality  show,  but  Olsen  says  the  AMT  wir 
hands  down.  "It's  horrible,"  she  says. 

Washington's  dirty  secret  is  that  the  minimum  tax  has  becon: 
a  money  machine.  Over  the  next  decade,  it  would  cost  the  fee 
nearly  $1  trillion  in  foregone  revenues  to  repeal  the  tax.  And  eve 
the  simplest  fix— annual  inflation  adjustments— would  sport 
$480  billion  price  tag,  according  to  the  nonpartisan  Congrei 
sional  Budget  Office.  As  more  people  feel  the  AMTs  pinch,  Wasr 
ington  is  likely  to  respond  only  with  temporary  patchwork  fixe 
as  President  Bush  proposed  in  his  Feb.  2  budget 

Indeed,  under  the  AMT,  you  lose  those  personal  exemptions- 
$3,050  for  each  dependent— and  deductions  for  state  and  loa 
taxes.  You  say  goodbye  to  miscellaneous  itemized  deduction* 
such  as  money-management  fees  or  business  expenses  you 
company  doesn't  reimburse.  You  can  still  use  your  deductions  fo  j 
some  mortgage  interest,  charitable  gifts,  and  child  credits. 
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At  its  worst,  the  AMT  can  tax  income  you  don't 

en  collect.  Say  you  win  $300,000  in  a  lawsuit, 

d  your  lawyer  takes  a  $100,000  fee.  Under  the 

iinary   tax,   you'll   pay   taxes   on  just   the 

00,000  you  take  home.  But  under  the  AMT,  you 

i  be  assessed  on  the  entire  settlement— and  pay 

to  $28,000  in  tax  on  money  you  never  saw. 

Some  of  the  deductions  you're  required  to  add 

ck  to  your  income  are  supposed  to  keep  tax 

dgers  at  bay.  Some,  like  special  depreciation  for 

;  and  gas  rigs,  have  been  tax-shelter  favorites 

*  years. 

In  place  of  these  write-offs,  you  are  allowed  to 

tim  only  the  AMT  exemption:  $58,000  for  a 

uple  or  $40,250  if  you  are  single.  On  what's  left,  you  figure 

c  of  26%  on  the  first  $175,000,  and  28%  on  the  excess.  And  of 

urse,  the  IRS  gets  either  the  regular  tax  or  your  AMT  tab— 

lichever  is  higher.  Keep  in  mind  that  the  $58,000  deduction 

irts  to  phase  out  after  your  income  exceeds  $150,000.  It  dis- 

Ipears  altogether  at  $382,000. 

I  CAN'T  AVOID  IT" 

I  IT  TAKES  OVER  THE  TAX  CODE,  the  AMT  will  effectively  re- 
al much  of  the  Bush  tax  cuts:  By  2010,  the  AMT  will  swallow 
le-third  of  the  value  of  the  2001  and  2003  rate  reductions, 
xpayers  with  incomes  of  $100,000  to  $500,000  will  lose  two- 
irds  of  their  tax  cut.  And  that  debate  over  whether  to  make 
esident  Bush's  rate  cuts  permanent?  It  won't  matter  to  many 
<payers  for  whom  the  only  rates  that  will  count  are  the  26% 
,d  28%  of  the  AMT. 

For  hundreds  of  thousands  of  upper-middle- class  families, 
e  AMT  is  already  eroding  last  year's  reductions  in  capital- 
ins  and  dividend  taxes  (page  95).  And  even  as  politicians  vie 
ease  taxes  on  families,  the  AMT  actually  imposes  a  penalty  on 
ose  who  marry.  Today,  a  husband  and  wife  earning  $100,000 
ch,  with  four  kids,  will  pay  $1,470  more  in  AMT  taxes  than  if 
ey  split  up.  By  2010,  married  couples  will  be  20  times  as  like- 
to  be  zinged  by  the  AMT  as  singles. 
Even  if  you  don't  have  to  pay  the  tax,  you'll  still  have  to  fill 


Unchecked, 
the  AMT 
will  offset 
a  third  of 
Bush's  tax 
cuts  by  2010 


out  the  mind-numbing,  65-line  Form  6251  just 
to  find  out.  That  chore  is  nearly  impossible  with- 
out the  help  of  either  tax  software  or  a  profes- 
sional preparer. 

Barry  Picker  is  a  tax  pro— a  Brooklyn  (N.Y.) 
CPA  and  a  certified  financial  planner,  and  his  fam- 
ily has  fallen  into  the  AMT.  He  makes  less  than 
$200,000  a  year  and  isn't  into  fancy  tax-avoid- 
ance schemes.  But  Barry  and  his  wife  Robin  have 
three  kids  they  claim  as  dependents,  and  they  live 
in  high-tax  New  York.  So,  in  he  goes.  "I  can't 
avoid  it,"  Picker  says. 

In  some  states,  just  paying  local  taxes  is 
enough  to  drop  you  into  AMT  hell.  That's  what 
happened  to  Jim  and  Jackie  McCaffrey  Last  year,  Jim,  then  a 
New  York  City  police  officer,  and  Jackie,  a  vice-president  for 
sales  at  Aetna  Inc.,  got  hammered  with  an  extra  AMT  tax  of 
$3,658.  All  of  it  resulted  from  their  high  city  and  state  taxes, 
says  Frank  Degen,  the  enrolled  agent  who  prepared  their  re- 
turn. "It's  a  double  whammy,"  says  Degen.  "The  more  taxes 
you  pay  on  a  local  level,  the  more  you  pay  on  a  federal  level." 

What  can  you  do  about  the  AMT?  Often,  not  much.  No 
amount  of  planning  will  help  the  McCaffreys.  They  are  stuck, 
and  shifting  income  from  one  year  to  the  next  won't  help  at  all. 
Nor  can  Aase  Christensen  do  much.  She's  a  financial  adviser 
at  a  Santa  Barbara  (Calif.)  office  of  a  national  brokerage  firm 
who  fell  into  the  AMT  because  she  supplements  the  salary  of 
her  assistant  out  of  her  own  paycheck  and  takes  a  deduction  for 
it.  That's  one  of  those  miscellaneous  deductions  that  gets  added 
back  into  the  AMT.  Her  bill  last  year:  $1,243. 

If  you  are  on  the  edge  of  paying  the  AMT,  there  are  a  few 
ways  to  ease  the  bite.  "You  can't  stop  it,"  says  Bill  Wixon,  a  Ply- 
mouth (Minn.)  financial  planner.  "But  you  can  minimize  it." 

It's  too  late  to  do  anything  about  your  2003  taxes,  but  you 
should  start  thinking  about  2004  and  2005.  First,  you  need  to 
unlearn  everything  you  know  about  reducing  taxes.  If  you're 
paying  the  regular  tax,  you  usually  want  to  take  deductions 
right  away  and  postpone  income  until  next  year.  That  may 
boost  your  taxes  in  the  future,  but  it  will  help  now. 

By  contrast,  if  you  are  going  to  get  hit  by  the  alternative  tax, 


TheTicking Tax  Bomb 

Millions  will  get  hammered  by  the  alternative  minimum  tax,  and  those  in  the  upper  middle  class  will  be  the  primary  victims 
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MILLIONS  OF 
TAXPAYERS* 


$1,386      $809 


$2,286    $1,301 


AVERAGE  AMT  PAYMENT  PER  AMT  TAXPAYER  (2002  DOLLARS) 
$3,089   $2,023         $2,971    $3,661        $5,694   $12,206       $21,185  $20,496    $100,583  $117,302 


PERCENT  OF  TAXPAYERS  OWING  AMT 
BY  INCOME  BRACKET  (2002  DOLLARS) 

■  2003 

■  2010 


'03  '04  '05  '06  '07  '08  '09 10 
•Relects  year  in  which  returns  are  filed 


$30,000- 
$50,000 


$50,000- 
$75,000 


$75,000- 
$100,000 


$100,000- 
$200,000 


$200,000- 
$500,000 


$500,000- 
$1,000,000 


$1,000,000+ 


Data:  Urban-Brookings  Tax  Policy  Center 
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Who  Gets  Hurt  Most  by  the  AMT 

Here  are  sample  AMT  calculations  for  three  married  couples  in  different  income- 
tax  brackets.  The  one  in  the  middle  pays  10.2%  above  its  regular  tax  calculation, 
and  the  wealthiest  family  pays  14.2%  more.  On  the  regular  income-tax  return, 
Couple  1  takes  the  standard  deduction,  while  Couples  2  and  3,  like  most  higher- 
income  families,  itemize  their  deductions.  The  AMT  disallows  many  of  these 
deductions.  Each  couple  resides  in  California.  And  each  has  three  children, 
giving  them  identical  personal  exemptions  (although  because  Couple  3's  income 
is  high,  its  personal  exemptions  have  phased  out). 

COUPLE  1              COUPLE  2              COUPLE  3 

Total  income                                   $80,000 

$200,000* 

$600,000* 

-  Exemptions  &  deductions             (24,750) 

(52,663) 

(105,290) 

=  Taxable  income  from  form  1040    55,250 

147,337 

494,710 

Regular  tax  bill                                     $7,591 

$30,135 

$138,355 

DEDUCTIONS  THAT  MUST  BE  ADDED  BACK  TO  FORM  1040  TAXABLE  INCOME  FOR  AMT 

+  Standard  deduction                         9,500 

0 

0 

+  Personal  exemptions                      15,250 

15,250 

0 

+  State  and  local  taxes                             0 

21,228 

77,105** 

-  Recapture  itemized  deductions***         0 

(1,815) 

(13,815) 

=  AMT  taxable  income                     80,000 

182,000 

600,000 

-  AMT  exemption****                      (58,000) 

(50,000) 

0 

=  Income  subject  to  AMT                 22,000 

132,000 

600,000 

Total  AMT  tax  bill*****                        $5,720 

$33,220 

$158,000 

EXTRA  TAX  OWED  DUE  TO  AMT        J 

fcO       $3,085       $19,645 

*  Couple  2's  income  includes  $10,000  in  capital  gains;  Couple  3  has  $50,000  in  capital  gains. 
**  Couple  3  has  $42,000  in  other  disallowed  deductions. 

***  Itemized  deductions  start  to  phase  out  at  $139,500  in  the  regular  tax  calculation. 
****  The  AMT  exemption  begins  to  phase  out  at  $150,000  for  married  couples  and 

$112,500  for  single  taxpayers. 
*****  Income  up  to  $175,000  is  taxed  at  26%.  anything  more  at  28%.  Capital-gams  rate  is  15%. 
Data  Martin  Nissenbaum.  partner  at  Ernst  &  Young 

you  may  want  to  do  the  reverse.  For  instance,  if  you  have  a 
property-tax  payment  due  around  yearend,  you  can  delay  writ- 
ing the  check  until  January.  That  will  trim  the  state  and  local  tax 
deductions  that  can  dump  you  into  the  AMT.  At  the  same  time, 
if  you  have  a  bonus  due,  you  might  try  to  get  it  this  year.  Such 
a  move  will  increase  your  regular  tax,  but  could  keep  you  out  of 
the  AMT  this  year  and  reduce  your  tax  bill  next  year. 

"IT  WAS  DELIBERATE" 

THOSE  SORTS  OF  SHIFTS  may  not  help  much  if  you  are  per- 
manently trapped  in  the  AMT.  But  if  you  are  in  danger  of  falling 
in  for  just  a  year  because,  say,  you  exercised  stock  options,  tim- 
ing changes  can  help.  "If  you  are  in  the  AMT  one  year  and  not 
the  next,  planning  around  that  makes  sense,"  says  Paula  Hogan 
of  Hogan  Financial  Management  in  Milwaukee. 

Handling  stock  options  takes  great  care  if  you  are  at  risk  of 
getting  nailed  by  the  AMT.  For  instance,  you  might  want  to  ac- 
celerate common,  nonqualified  options— the  kind  that  are  taxed 
as  ordinary  income— into  an  AMT  year.  That  might  produce 
enough  income  to  keep  you  out  of  the  alternative  tax,  and  you'll 
have  less  income  in  the  following  year,  when  you  might  have 
other  circumstances  that  keep  you  out  of  the  AMT. 

Incentive  stock  options  (ISOs)  are  another  matter.  Normally, 


you  don't  owe  any  tax  when  you  exercise  an  ISC 
you  pay  capital-gains  taxes  only  when  you  actu 
sell  the  shares.  But  for  the  purposes  of  the  AMT, ; 
must  include  ISO  income  when  you  merely  exerc 
the  options.  Says  Raymond  G.  Russolillo,  directoi 
tax-consulting  services  at  U.S.  Trust  Corp.: 
you're  in  the  AMT,  don't  exercise  ISOs,"  he  warns 
And  be  warned,  thousands  of  taxpayers  were  hi 
ly  burned  in  2000  and  2001  when  they  exerci;- 
ISOs  but  waited  to  sell  the  stock.  When  pri 
plunged,  their  tax  bill  vastly  exceeded  their  pro 
from  the  stock  sale.  If  you  are  likely  to  pay  the 
it's  critical  to  sell  the  shares  in  the  same  year  that  > 
exercise  options. 

As  the  AMT  spreads  its  tentacles,  such  planni 
could  become  routine  for  executives,  entreprene 
and  investors  with  incomes  up  to  $500,000.  For 
wealthy— the  AMT's  original  targets— the  tax 
much  less  of  a  problem  (chart,  page  89).  Because  t,  - 
top  bracket  for  the  regular  tax  is  35%— much  high  e 
than  the  top  28%  AMT  rate— most  high-income  u  fc 
payers  pay  more  tax  on  their  1040  than  they  o^  t 
under  the  AMT. 

Many  high-roller,  tax-avoidance  techniques  si  t 
work  just  fine  for  escaping  the  AMT.  For  the  very  ric 
sophisticated  shelters  remain  the  tax-avoidan 
scheme  of  choice.  These  deals  often  involve  using 
series  of  fully  hedged  transactions  to  turn  ordina 
income  into  capital  gains.  Further  transactions  a 
designed  to  reduce  or  even  eliminate  the  gain  itse 
As  a  result,  what  had  been  fully  taxable  income  sir 
ply  disappears.  For  the  very  wealthy,  says  Urban  I 
stitute  tax  economist  Leonard  E.  Burman,  "capii 
gains  are  the  linchpin  of  many  shelters."  And  unhi 
deductions  for,  say,  oil-and-gas  drilling,  the  AR 
doesn't  take  away  the  low  capital-gains  tax  rates. 

Sounds  like  a  sweet  deal.  Want  to  know  how  to  g 
into  one?  Well  these  days,  it's  tough.  Modern  shelte 
are  extraordinarily  complex,  carry  fees  of  $50,000  and  up,  ar 
require  minimum  investments  in  the  millions. 

Some  high- end  investments  can  provide  income  that's  con 
pletely  sheltered  from  tax— including  the  AMT.  Tuck 
Watitins,  a  senior  financial  adviser  with  American  Express  C 
in  Irvine,  Calif,  suggests  products  such  as  variable  univers 
life-insurance  policies,  which  build  up  tax-free  income.  Bi 
those  investments  take  years  to  pay  off  and  fees  can  be  steep. 
How  did  a  tax  aimed  at  155  people  get  so  out  of  control?  I 
part,  it's  because  Congress  targeted  mainstream  deduction 
such  as  those  for  state  and  local  taxes.  In  1986,  Presidei 
Ronald  Reagan  wanted  to  repeal  the  state  tax  deduction  to  hel 
pay  for  a  massive  federal  tax-reform  bill.  Governors  strongly  ol 
jected.  The  compromise:  Throw  state  and  local  tax  deduction 
into  the  AMT.  Trouble  is,  now  there  are  millions  who  are  losin 
the  write-off. 

Some  say  the  vast  reach  of  today's  AMT  is  an  unintende 
consequence  of  the  complex  tax  laws.  But  both  Democratic  an 
Republican  congressional  aides  say  Washington  has  bee 
aware  of  the  AMT  nightmare  every  step  of  the  way.  As  far  bac 
as  1996,  internal  congressional  estimates  showed  that  each  sue 
cessive  tax  cut  would  push  more  families  it)  lo  the  AMT— re 
during  the  cost  of  tax  cuts  by  taking  back  with  one  hand  som 
of  the  goodies  offered  by  the  other.  Even  in  2001  and  2003,  lavv 
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akers  quietly  counted  on  billions  in  new  AMT  revenues  while 
tssing  the  Bush  tax  bills.  "It  was  conscious,"  insists  John 
jckley,  Democratic  tax  counsel  for  the  House  Ways  &  Means 
)mmittee.  "It  was  deliberate." 

A  big  problem  is  that  the  exemption  that  taxpayers  get  in 
ace  of  those  lost  deductions  has  not  been  adjusted  for  infla- 


tion. If  it  had,  the  exemption— now  $58,000  for  cou- 
ples—would be  $74,300,  and  the  AMT  would  hit  few- 
er than  1  million  taxpayers  rather  than  3  million,  ac- 
cording to  the  Tax  Policy  Center. 

After  this  year,  that  $58,000  exemption  is  due  to  ex- 
pire. If  Congress  fails  to  extend  it,  the  exemption  will 
fall  to  its  pre-2001  level  of  $45,000.  Then,  9  million 
more  taxpayers  will  get  hammered.  In  his  Feb.  2  budg- 
et, Bush  proposed  to  extend  the  $58,000  through 
2005.  This  temporary  repair  won't  help  those  already 
getting  hit,  but  it  would  delay  the  day  of  reckoning  for 
millions  of  others.  The  fix  would  cost  $23  billion,  so  in 
an  election  year,  approval  is  no  sure  thing. 

Congress  won't  let  the  alternative  minimum  tax 
get  completely  out  of  control.  It  will  do  just  enough 
to  prevent  a  march  on  Washington  by  pitchfork- 
wielding,  Form  6251-burning  taxpayers.  But  mil- 
lions of  Americans  will  remain  mired  in  the  AMT. 
That  means  that  the  far-from-wealthy  families  who  dutifully 
pay  thousands  in  taxes  every  year  will  continue  to  fall  victim 
to  the  tax  code's  most  unpleasant  surprise.  ■ 

With  Anne  Tergesen  in  New  York 

Cover  Story  continues  on  page  94 


THOSE 'TAX-FREE' 
MUNIS:  LOOK  AGAIN 


If  you've  owned  $100,000  of  Greater 
Peoria  Airport  Authority  bonds  since 
they  were  issued  in  1994,  you  could  look 
forward  to  $5,600  in  tax-free  interest 
every  year.  If,  after  you  calculate  your 
2003  income  tax,  you  find  yourself  subject  to 
the  alternative  minimum  tax-well,  sorry, 
you'll  give  up  more  than  one-quarter  of  that 
interest  to  taxes.  "Whatever  the  taxes,  it's 
more  than  zero,  and  more  than  an  investor 
anticipated,"  says  Michael  Decker,  senior 
p«rirm*rv  vice-president  of  the 

BACKTRACK  Bon(j  Market  A$sn 

Some  airports 
are  funded  by 
AMT  bonds 


Why  are  these  bonds 
taxed  under  the  AMT? 


The  AMT  disallows  tax-free  interest  when 
the  bond  is  deemed  to  be  financing  for  a 
"private  activity,"  not  for  the  public  weal. 
While  issued  by  a  public  agency,  they  may 
actually  support  a  private-sector  activity, 
such  as  a  housing  project,  hospital,  or 
industrial  park.  Internal  Revenue  Service 
regulations  say  that  if  10%  of  the  proceeds 
go  to  a  private  party  and  10%  of  the 
repayment  comes  from  one,  then  the  entire 
bond  issue  is  declared  private  activity, 
subject  to  the  AMT.  Some  9%  of  the  muni 
bonds  sold  since  1991  are  AMT  bonds. 
Annual  issuance  climbed  every  year  through 
2002,  when  it  hit  $28.4  billion.  When  the 


Bond-Fund  Surprise 

If  your  muni  bond  fund  owns  AMT  bonds,  you  may  have 
to  pay  tax  on  part  of  your  income.  Here's  how  it  works: 

Bond-fund  investment 

$50,000 

Annual  tax-free  interest 

$2,000 

Percent  of  fund  in  AMT  bonds 

20% 

Amount  subject  to  AMT  tax 

20%  of  $2,000,  or  $400 

Taxes  due                                      26%*  of  $400,  or  $104 

*28%  rate  it  the  AMT  income  is  greater  than  $175,000 

tally  is  complete,  2003  issuance  will  likely 
be  down  about  20%. 

Now,  with  all  the  AMT  concerns,  investors 
need  to  reevaluate  their  tax-exempt 
holdings,  whether  in  individual  bonds  or 
bond  funds.  For  an  individual  muni  bond, 
check  either  last  year's  1099  or  the  original 
registration  statement.  Both  should  say  if 
the  bond  is  subject  to  the  AMT. 

A  mutual-fund  prospectus  will  say 
whether  the  fund  is  allowed  to  invest  in  AMT 
securities.  It  should  also  say  the  amount  of 
bonds  it  is  allowed  to  purchase,  which  is 
usually  capped  at  20%.  Yearend  tax  reports 
from  fund  companies  will  show  what 
percentage  of  a  fund's  income  came  from 
private-activity  bonds-what's  added  back 
to  income  for  AMT  calculations. 

If  you're  clearly  in  the  AMT  camp,  stick  to 
AMT-free  funds.  Fidelity  Investments,  for 
example,  just  announced  that  five  of  its 
municipal  money-market  funds  will  not 
invest  in  AMT  securities.  One  of  its  funds 
already  is  AMT-free.  Nuveen,  Oppenheimer, 
PIMCO,  Scudder,  and  T  Rowe  Price  also  offer 
AMT-free  funds.  Vanguard  says  its  AMT 
holdings  are  below  the  20%  limit  in  most 
funds-but  has  not  yet  decided  if  it  will  offer 
AMT-free  alternatives. 

For  those  who  aren't  AMT  payers,  these 
bonds  can  be  a  good  deal.  They  yield  up  to  a 
half  percentage  point  more  than  non-AMT 
bonds  of  similar  credit  quality.  Still,  that 
extra  yield  won't  make  up  for  the  tax  hit  if  the 
AMT  finally  catches  up  with  you. 

-By  Toddi  Gutner 
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All-wheel  drive  that  changes  with  the  weather. 

The  Infiniti  G35,  with  intelligent  all-wheel  drive.  Though  AWD  is  great  in  snow,  it's  not  ideal  for  handling 
in  normal  conditions.  So  Infinities  AWD  constantly  adjusts.  Giving  you  the  traction  of  all-wheel  drive  when 
you  need  it.  And  the  handling  of  rear-wheel  drive  when  you  don't.  Discover  more  at  lnfiniti.com. 
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MEET  THE  ENEMY 

With  the  number  of  people  falling  prey  to  the  alternative  minimum  taa 
climbing  fast,  it  maybe  time  to  familiarize  yourself  with  Form  6251 


IF  FILLING  OUT  THE  STANDARD  1040  INCOME-TAX  FORM  SEEMS 

tortuous,  wait  until  you  encounter  Form  6251,  which  computes 
the  alternative  minimum  tax.  You  do  it  after  you've  done  the 
1040,  and  it  makes  you  recalculate  your  tax  bill  using  a  different 
and  generally  more  complex  set  of  rules.  You  then  pay 
whichever  amount  is  higher. 


Perhaps  you've  been  able  to  ignore  Form  6251  before, 
no  more.  This  levy  is  bearing  down  on  more  and  more  t 
payers-an  estimated  3  million  in  this  spring's  filing  seas  t 
If  nothing's  done  to  change  the  AMT,  it  will  be  a  bulwark  of 
tax  system  by  2010,  when  it  hits  33  million  filers. 

Even  if  you've  encountered  the  6251  before,  brace  yours  h 


LINE  1  The  AMT  hurts  here 
because  it  takes  away  the  standard 
deduction,  plus  exemptions  of  up 
to  $3,050  each  for  yourself,  your 
spouse,  and  your  dependents. 

LINE  2  AMT  rules  allow  you  to 
deduct  medical  expenses  only 
when  they  exceed  10%  of  your 
income,  instead  of  the  7.5% 
threshold  under  the  conventional 
tax  system.  Add  back  the  2.5% 
difference. 

LINE  3  This  is  the  killer  item  that 
throws  a  lot  of  people  into  the  AMT 
since  it  cancels  the  deduction  for 
state,  local,  and  foreign  taxes. 

LINE  4  If  you  used  a  home-equity 
loan  for,  say,  a  car  or  tuition  instead 
of  a  home,  the  AMT  will  take  back 
the  deduction  for  interest  and  add 
it  to  your  income  here. 

LINE  5  Got  "miscellaneous 
deductions,"  such  as  fees  for  tax 
preparation  and  investment 
advice?  On  a  1040,  you  can  deduct 
such  costs  once  they  exceed  2%  of 
your  adjusted  gross  income.  On 
the  AMT  form,  there's  no  write-off. 

UNE  7  Because  the  AMT  knocks 
out  deductions  for  state  and  local 
taxes,  it's  only  fair  to  give  an  AMT 
deduction  on  refunds  of  these  taxes. 


w  LINE  11  Some  tax-free  municipal 

|  bonds— generally  those  sold  to 

a  finance  a  "private  activity"  like  an 

>  industrial  park-are  not  AMT-free. 

Q  Add  the  interest  here. 


6251 


Alternative  Minimum  Tax — Individuals 

►   Sae  Mptriti  instruction*. 
►  Attach  to  Form  1040  or  Form  1040NR. 


Namats)  shown  on  Form  1040 


OMSNo   1S4S-0227 
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AUKftntra       „ 
S«qu«nc«  No   32 


Your  social  security  numbar 


IsffTll      Alternative  Minimum  Taxable  Income  (See  instructions  for  how  to  complete  each  line.) 


ir  filing  Schedule  A  (Form  1040).  enter  the  amount  from  Form  1040.  line  38.  and  go  to  line  2  Otherwise, 
enter  the  amount  from  Form  1040.  line  35.  and  go  to  line  7  (If  zero  or  less,  enter  as  a  negative  amount ) 
Medical  and  dental  Enter  the  smaller  of  Schedule  A  (Form  1040).  fine  4.  or  2V,%  of  Form  1040.  trie  35  . 

Taxes  from  Schedule  A  (Form  1040).  line  9 

Certain  Interest  on  a  home  mortgage  not  used  to  buy.  build,  or  improve  your  home 

Miscellaneous  deductions  from  Schedule  A  (Form  1040).  line  26 

If  Form  1040.  line  35.  is  over  $139,500  (over  $69,750  if  married  filing  separately),  enter  the  amount  from 

line  9  of  the  worksheet  for  Schedule  A  (Form  1040).  line  28 

Tax  refund  from  Form  1040.  line  10  or  line  21 

Investment  interest  expense  (difference  between  regular  tax  and  AMT)        

Depletion  (difference  between  regular  tax  and  AMT) 

Net  operating  loss  deduction  from  Form  1040,  line  21  Enter  as  a  positive  amount 

Interest  from  specified  private  activity  bonds  exempt  from  the  regular  tax 

Qualified  small  business  stock  (see  instructions) 

Exercise  of  incentive  stock  options  (excess  of  AMT  income  over  regular  tax  income) 

Estates  and  trusts  (amount  from  Schedule  K-1  (Form  1041).  line  9) 

Electing  large  partnerships  (amount  from  Schedule  K-1  (Form  106S-B).  box  6) 

Disposition  of  property  (difference  between  AMT  and  regular  tax  gain  or  loss) 

Depreciation  on  assets  placed  in  service  after  1986  (difference  between  regular  tax  and  AMT).     .     .     . 

Passive  activities  (difference  between  AMT  and  regular  tax  income  or  loss) 

Loss  limitations  (difference  between  AMT  and  regular  tax  income  or  loss) 

Circulation  costs  (difference  between  regular  tax  and  AMT) 

Long-term  contracts  (difference  between  AMT  and  regular  lax  income) 

Mining  costs  (difference  between  regular  tax  and  AMT) 

Research  and  experimental  costs  (difference  between  regular  tax  and  AMT) 

Income  from  certain  installment  sales  before  January  1,  1987 

Intangible  drilling  costs  preference 

Other  adjustments,  including  income-based  related  adjustments 

Alternative  tax  net  operating  loss  deduction 

Alternative  minimum  taxable  Income.  Combine  lines  1  through  27  (If  married  filing  separately  and  line 
28  is  more  than  H 91. OOP,  see  page  7  of  the  instructions) 


ivman     Alternative  Minimum  Tax 


Exemption  (If  this  form  Is  for  a  child  under  age  14.  see  page  7  of  the  instructions ) 

AND  line  2»  Is  THEN  enter  on 

IF  your  filing  status  ii . . .  not  over  ...  line  29  .  .  . 

Single  or  head  of  household $112.500 $40,250 

Married  filing  jointly  or  qualifying  widow(er)  .     .      150.000 58.000 

Married  filing  separately 75,000 29.000 

If  kne  28  is  over  the  amount  shown  above  for  your  filing  status,  see  page  7  of  the  instructions 
Subtract  line  29  from  line  28.  If  zero  or  less,  enter  -0-  here  and  on  lines  33  and  35  and  stop  here 

•  If  you  reported  capital  gain  distributions  directly  on  Form  1040.  Ine  13a:  you  reported 
qualified  dividends  on  Form  1040.  line  9b;  or  you  had  a  gain  on  both  lines  16  and  17a  of 
Schedule  D  (Form  1040)  (as  refigured  for  the  AMT.  if  necessary),  complete  Part  III  on  the 
back  and  enter  the  amount  from  line  65  here 

•  All  others:  If  line  30  is  $175,000  or  less  ($87,500  or  less  if  married  filing  separately),  multiply 
line  30  by  26%  (26)  Otherwise,  multiply  tine  30  by  28%  (28)  and  subtract  $3,500  ($1,750 
If  married  Ring  separately)  from  the  result 

Alternative  minimum  tax  foreign  tax  credit  (see  page  7  of  the  instructions) 

Tentative  minimum  tax  Subtract  line  32  from  line  31 

Tax  from  Form  1040.  Ine  41  (mmus  any  tax  from  Form  4972  and  any  forejgn  tax  credit  from  Form  1040,  trie  44)  .  . 
Alternative  minimum  tax.  Subtract  I  me  34  from  kne  33  If  zero  or  less,  enter  -0-  Enter  here  and  on  Form 
1040.  line  42     . 


For  Paperwork  Reduction  Act  Notica.  see  page  I  of  the  instruction*. 
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:orm  may  prove  more  difficult  this  year, 
rt  because  the  new  tax  rates  on  capital 
5  and  dividends  introduce  extra  steps, 
Fred  Grant,  senior  tax  analyst  at  Intuit, 
isher  of  TurboTax  software. 
ere  we  walk  you  through  the  AMT  form, 
lighting  the  portions  applicable  to  the 
test  number  of  taxpayers.  Part  I  takes 
ral  cherished  deductions  and  exemp- 
I  from  the  1040  and  adds  them  back  to 
tole  income.  Part  II  calculates  what  you 
lunder  the  AMT  Investors  will  not  be  able 
b  that  without  a  detour  to  Part  III  (not 
vn),  which  incorporates  capital  gains  and 
lend  income.  -By  Anne  Tergesen 


IE  13  If  you  exercise  incentive  stock 
tions  and  decide  to  hold  the  stock, 
j'll  defer  regular  income  tax  on  the  gain 
til  you  sell.  AMT  payers  pay  right  away. 

IE  28  This  is  your  AMT  taxable  income. 

IE  29  The  AMT  gives  you  an 
jmption-  $40,250  for  singles  and 
8,000  for  couples.  But  the  exemption 
ases  out  between  $112,500  and 
73,500  for  singles  and  $150,000  and 
82,000  for  marrieds. 

IE30  Take  your  taxable  income  on  line 
and  subtract  line  29's  exemption.  A 
sitive  result  means  you  might  owe  AMT. 

IE  31  Calculate  what  you  owe-26%  up 
$175,000  and  28%  on  the  excess.  If  you 
\/e  income  from  dividends,  capital  gains, 
some  other  assets,  go  to  Part  III  (not 
own),  which  blends  AMT  rates  with  the 
lerally  lower  rates  on  investment  gains. 

IE  33  This  is  your  AMT  tax  bill. 

IE  34  Retrieve  your  regular  tax  from 
9  41  of  your  1040. 

IE  35  If  your  AMT  liability  is  higher, 
ter  the  difference  here.  You've  got  to 
y  this  extra  amount  on  top  of  whatever 
u  owe  on  your  1040. 


WILLTHEAMTEAT 
YOURTAX  BREAK? 


With  great  fanfare  last 
year,  President  Bush 
and  Congress  agreed  to 
slash  the  tax  on  both 
dividends  and  long- 
term  capital  gains  to  15%.  There's  just 
one  problem:  Hundreds  of  thousands  of 
upper-middle-income  investors  will  never 
enjoy  those  low  rates.  Indeed,  some  may 
be  paying  higher  taxes  on  gains  than  they 
did  before  the  law  was  changed.  Forget 
15%.  Think  effective  tax  rates  ranging 
from  21.5%  to  23%. 

The  culprit?  The  alternative  minimum 
tax,  of  course.  The  AMT  steals  the  benefit 
of  lower  dividend  and  capital-gains  rates 
from  investors  with  total  income 
between,  roughly,  $150,000  and 
$400,000.  Perversely,  the  super-rich— 


with  an  adjusted  gross  income  of  about 
$178,000,  then  gradually  increased  the 
amount  of  capital  gains  it  received 
(table).  With  income  of  $178,000  and  no 
gains,  the  family  pays  no  AMT  and  no 
capital-gains  tax.  Add  $100,000  in  gains, 
and  the  same  taxpayer  owes  an  extra 
$21,495  in  tax,  including  $3,264  in 
AMT-an  effective  tax  rate  on  those  gains 
of  21.5%,  much  higher  than  the 
advertised  15%. 

But  add  $1  million  in  gains,  for  a  total 
income  of  $1,178,000,  and  the  AMT 
flattens  out  at  about  $9,000.  Because 
that  is  such  a  relatively  small  amount  for 
someone  making  more  than  $1  million, 
the  effective  tax  on  those  gains  drops  to 
just  16.58%— close  to  the  official  15% 
rate.  "It's  almost  a  bell  curve,"  says 


The  AMT's  Impact  On  Capital  Gains 

Here's  how  the  AMT  raises  taxes  on  capital  gains,  mostly  for  the  upper  middle  class 

COUPLE  1            COUPLE  2             COUPLE  3 

Long-term  gains 

$0 

$100,000 

$1,000,000 

Adjusted  gross  income 

178,001 

278,001 

1,178,001 

Taxable  income* 

144,584 

256,124 

1,168,501 

Regular  tax 

29,762 

47,993 

186,459 

AMT 

0 

3,264 

9,058 

Total  tax 

$29,762 

$51,257 

$195,517 

EFFECTIVERATEONGAINS              Q               21.5%         16.58% 

Data:  Hmson  &  Tower,  Tax  Notes                                                                               'Includes  itemized  deductions  of  $21,501 

with  investment  income  approaching  $1 
million— are  much  more  likely  to  pay 
something  close  to  the  advertised  15%, 
rather  than  the  hidden  higher  rates. 

Capital  gains  and  dividends  are  not 
direct  targets  of  the  AMT.  But  the  extra 
income  you  earn  from  investments  can 
throw  you  into  the  alternative  tax.  As  a 
result,  the  effective  rate  on  those 
investments-the  amount  you  actually 
pay— changes  dramatically  as  your 
returns  increase.  First  they  rise  sharply, 
then  they  fall. 

In  a  new  study  published  in  the 
journal  Tax  Notes,  Wake  Forest  University 
business  professors  Yvonne  L.  Hinson 
and  Ralph  B.  Tower  put  numbers  to  the 
problem.  Hinson  and  Tower  took  a  family 


Hinson.  "At  lower  incomes,  you  are  O.K. 
Then  your  tax  goes  up,  then  it  falls  again. 
This  is  not  the  spirit  of  the  law." 

While  her  study  only  looked  at  capital 
gains,  Hinson  says  the  same  thing 
happens  with  dividend  income-also 
taxed  at  15%.  Leonard  E.  Burman,  a  tax 
economist  with  the  Urban  Institute, 
agrees.  But  he  says  Hinson  and 
Tower  may  be  underestimating  the 
effective  rates  on  gains  for  upper- 
middle-class  taxpayers.  He  figures  the 
rates  for  some  of  them  could  actually 
approach  23%.  Whatever  the  exact  rate, 
one  thing  is  sure:  Unless  the  AMT 
is  fixed,  lots  of  investors  will  be  in  for 
another  April  15  shock. 

-By  Howard  Gleckman 
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Personal  Business  The  Barker  Portfo 


BY  ROBERT  BARKER 


Is  Global  Crossing  in 
Less  Risky  Waters? 


Don't  look  now,  but  Davy  Jones's  locker 
just  coughed  up  Global  Crossing.  For 
those  who  blocked  out  the  horror  of  it  all, 
Global  Crossing  is  the  telecom  network 
operator  with  peerless  political  ties  (top 
Democrat  Terry  McAuliffe,  President 
George  H.W.  Bush)  but  bogus  revenues. 
It  went  under  two  years  ago,  wiping  out 

equity  once  valued  by  the  stock  market  at  some  $50  billion. 
Late  last  year  it  exited  bankruptcy,  and  on  Jan.  22  began 
trading  on  NASDAQ  (new  symbol:  GLBC). 

Lately  near  $30  a  share,  could  the 
stock  represent  a  fresh  start  for  the 
fiber-optic  pioneer?  CEO  John  Legere, 
a  former  AT&T  and  Dell  hand,  is  still 
some  time  away  from  a  conference 
call  with  Wall  Street  to  discuss  fourth- 
quarter  results,  not  to  mention  the 
oudook.  In  the  meantime,  he  and 
other  execs  are  staying  quiet.  But  after 
gleaning  some  choice  details  from 
financials  that  Global  Crossing  filed 
when  it  emerged  from  bankruptcy,  to 
me  this  much  is  unmistakable:  Freed 
of  more  than  $6  billion  in  debt,  not  to 
mention  the  costs  associated  with  the 
5,600  employees  it  had  to  let  go  and 
4.1  million  square  feet  of  real  estate  it 
vacated,  Global  Crossing  is  on  a  far 
sounder  footing.  Yet  it  by  no  means 
enjoys  a  clean  slate. 


REPLACING  ITS  OLD  shareholders,  who 
saw  their  entire  interest  evaporate  in 
bankruptcy,  are  its  former  bankers 
and  bondholders.  In  exchange  for 
their  claims,  the  court  awarded  them 
$523  million  in  cash,  plus  38.5%  of 
the  new  company's  stock.  The 
balance,  61.5%,  went  to  a  unit  of 
government-controlled  Singapore 
Technologies,  which  paid  $250 
million  for  it.  ST  also  provided  a 
$200  million,  three-year  loan,  with 
interest  accruing  at  an  onerous  11%. 
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Global  Crossing 

BEFORE 
BANKRUPTCY... 

...AND 
NOW 

$607 

$367 

Debt 

6,589 

200 

Shareholders'  equity 

-12,195 

407 

Stock  market  value 

1,773 

1204 

Annual  revenue 

3,659 

2,978 

Operating  profit 

-2.121 

All  figure 

-207 

>  in  millions 

Data:  Company  reports.  BusinessWeek 

Reorganized  this  way,  Global  Crossing  sprang  from  court 
protection  with  the  security  of  more  cash  than  debt  and  a      1 
positive  net  worth  (table).  The  company  also  has  maintained 
a  notably  strong  stream  of  revenue,  despite  a  brutal  market 
for  telecom-network  services,  oceans  of  bad  publicity,  and  2: 
months  in  Chapter  11.  Global  Crossing's  revenue  last  year 
likely  approached  $3  billion.  Not  bad,  given  that  in  its  peak 
year,  2001,  Global  Crossing  took  in  less  than  $37  billion.  If 
Internet  telephony  begins  to  take  off,  as  many  industry 
forecasters  expect,  Global  Crossing's  200-city  network, 
stretching  from  Asia  through  the  Americas  to  Europe,  may 
see  much  more  traffic,  propelling  revenues  higher. 

All  that  is  to  the  good.  Prospective  investors,  however, 
shouldn't  blink  at  Global  Crossing's  continuing  challenges, 
the  top  of  the  list,  the  business  is  stil 
losing  money  and  burning  more  cas 
than  it  creates.  In  2003's  first  nine 
months,  operations  lost  $105  millior1!* 
and  ate  $88  million  in  cash.  The 
company  figures  it  will  need  an 
additional  $100  million  in  fresh  cash 
to  get  through  2004.  If  it  can't  get  a 
bank  line  or  other  loan,  new  parent 
Singapore  Technologies  has  offered  i|k 
put  up  the  dough.  Yet  the  terms  are 
unknown,  and  in  that  event  minority 
investors  would  hold  no  leverage.  As 
it  is,  public  investors  are  ST/s  very 
junior  partners. 

Given  that  considerable  risk,  how 
the  market  pricing  the  reincarnation 
of  Global  Crossing?  Including  its 
convertible  preferred  shares,  all  of 
them  held  by  ST  and  which  come  wit 
a  2%  annual  dividend,  Global 
Crossing  now  has  a  stock  market 
value  of  $1.2  billion.  That's  0.4  times 
its  sales,  a  steep  discount  to 
Broomfield  (Colo.)-based  rival  Level  [ 
Communications.  Together  with 
I^vel  3's  $4.8  billion  in  net  debt, 
investors  are  valuing  it  at  2.4  times  it 
revenues,  estimated  to  have  hit  $4 
billion  last  year.  A  spread  that  wide 
makes  Global  Crossing  an  intriguing 
speculation,  even  if  one  that's  too 
daring  for  me.  ■ 

E-mail:  rb@businessweek.cor 
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BY  GENE  G.  MARCIAL 


WARMER  U.S.-LIBYAN  RELATIONS  COULD  HEAT  UP  OCCIDENTAL 
ECOLLEGE  IS  RIDING  THE  GROWING  ONLINE  EDUCATION  WAVE 
SOARING  SMART-CARD  DEMAND  IS  A  PLUS  FOR  GEMPLUS 


A  BUBBLING 
CRUDE 


DOLLARS 


IIIIIIIPHP' 


OCCIDENTAL 
PETROLEUM 


o  the  Shores  of  Tripoli? 

"X  Tith  a  thaw  heating  up  between  Washington  and 
i/\/  Tripoli,  is  a  Libya  play  lurking  in  the  oil  patch? 
r    ▼    Subash  Chandra  of  investment  firm  Morgan  Keegan 
rs  Occidental  Petroleum  (OXY)  will  be  a  big  winner  in  what 
expects  will  be  warmer  U.S.-Libya 
ations  over  the  next  12  months, 
wa  pledged  to  scrap  its  weapons- of- 
iss-destruction  plan  and  allow 
;pections.  That  has  led  to  talk  that 
i  U.S.  may  lift  current  sanctions, 
cidental  could  be  a  "central  player  if 
ations  normalize,"  says  Chandra, 
cidental  was  producing  45,000 
rrels  a  day  when  it  was  ordered  out 
1986.  Libya  wants  access  to  U.S. 
aital  and  expertise  to  boost  its 
serves,  estimated  at  40  billion 

rrels.  Some  U.S.  oil  outfits,  including  OXY,  have  talked  with 
jya's  National  Oil  Corp.  about  lifting  Libya's  oil  output  of 
million  barrels  a  day  to  3  million  by  the  end  of  the  decade, 
/estment  manager  Louis  Navellier,  a  bull  on  Occidental, 
fs  its  reputation  in  other  countries  might  help  it  get  back 
:o  Libya.  Outside  the  U.S.,  Occidental  operates  in  Colombia, 
uador,  Oman,  Pakistan,  Qatar,  Russia,  United  Arab 
nirat.es,  and  Yemen.  "I  would  be  shocked  if  OXY  were  not 
e  of  of  the  finalists,"  he  says.  Chandra  sees  earnings  of 
.24  and  cash  flow  of  $7.22  a  share  in  2003  and  $4.82  and 
.85  (excluding  Libyan  operations),  respectively,  in  2004. 
IY's  stock  is  up  from  32  in  August  to  43.35  on  Feb.  4. 

College:  High  Marks  for 
ry-CoveredSoftware 


AUG.  4.  '03  FEB.  4,  04 

Data:  Bloomberg  Financial  Markets 


etting  a  high  school  or  college  diploma  online  is  fast 
---gaining  popularity— and  eCollege.com  (ECLG),  say 
^J  some  pros,  is  a  big  beneficiary.  Its  software  and  services 
schools  and  universities,  such  as  DeVry  and  the  University 
Colorado,  outsource  development  of  online  courses.  "We're 
ry  bullish  on  the  prospects  of  eCollege,"  says  Trace  Urdan 
ThinkEquity  Partners,  as  "it  rides  the  wave  in  demand  for 
line  courses."  The  online  degree  market  has  been  growing 
30%  a  year,  and  Urdan  expects  eCollege  to  grow  faster, 
iven  by  strong  enrollment  volume  and  new-customer 
3wth.  ECollege  develops  and  hosts  online  learning 
itforms  and  virtual  campuses— with  libraries  and 


AN  HONORS 
CANDIDATE? 


DOLLARS 


■ 


If  »l»"» 


ECOLLEGE.COM 


AUG.  4,  '03  FEB.  4,  '04 

Data:  8loomberg  Financial  Markets 


registrars— that  customers  offer  their 
students.  Like  other  education  stocks, 
it  fetches  a  rich  price-earnings  ratio. 
Urdan  sees  eCollege,  now  at  19,  hitting 
30  in  six  months.  He  estimates  30<t  a 
share  on  revenues  of  $90  million  in 
2004  and  68<t  on  $110  million  in 
2005— up  from  2003's  estimated  4$  on 
$373  million.  ECollege  was  in  the  red 
before  then.  Mark  Marostica  of  Piper 
Jaffray  also  rates  eCollege  a  buy. 

Cell-Phone  Fever 
Cures  Gemplus'  Chill 

Gemplus  International  (GEMP),  No.  1  in  smart  cards  in 
market  share,  is  on  a  roll.  The  Luxembourg  outfit 
offers  smart-card  services  to  telecom  and  financial- 
services  companies  for  use  in  security,  wireless,  and 
e-businesses.  Gemplus'  smart  card  can  add,  delete,  or 
manipulate  information  in  its  memory.  In  cell  phones,  the 
technology  is  integrated  into  the  handset  and  stores  data. 
Traded  in  the  U.S.  as  American  depositary  receipts,  Gemplus 
has  risen  from  2.75  in  August  to  5.02  on  Feb.  4.  The  surge  in 
smart-card  demand  is  due  in  part  to 
rising  sales  of  cellular  phones,  says 
Eric  Swergold  of  Gruber  &  McBaine 
Capital  Management,  which  owns  2.9 
million  shares.  He  sees  the  stock 
hitting  8  this  year  and  12  in  18 
months.  Gemplus  has  been  in  the  red 
but  is  on  the  mend,  says  Swergold, 
who  sees  it  earning  10$  to  15<t  a  share 
in  2004  and  35$  to  40<t  in  2005.  Jason 
Diamond  of  CapStone  Investments 
says  Gemplus'  clients  include  Nextel 
and  Vodafone.  It  also  is  in  partnership 
with  IBM,  Microsoft,  and  MasterCard.  And  it  has  a  contract 
to  ship  2  million  cards  to  the  United  Arab  Emirates  for  an 
ID  security  system,  says  Diamond,  who  rates  the  stock  a 
strong  buy. 


BusinessWeek  onlim 


Gene  Martial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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"Three  car  payments. 

Three  private  colleges. 
Three  weddings. 

I  think  I  am  having  chest  pains. 


How  are  we  going 

to  pay  for  all  this? 
Invest? 


Invest  in  what? 
The  market  is 

more  unpredictable 


tan  our 


daughters." 


Emotional  times  require  sound,  unemotional  financial  advice. 


Morgan  Stan  ley 

One  client  at  a  time. 
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COMMENTARY 

Despite  strong  service-sector  and 
manufacturing  reports,  buyers 
piled  into  safer  sectors  such  as 
drug  stocks.  Investors  worry  the 
good  times  won't  last:  Cisco 
Systems  reported  strong  results 
on  Feb.  3— the  next  day  the 
market  promptly  shaved  almost 
10%  off  Cisco's  value.  For  the 
week,  the  Dow  was  unchanged 
while  the  NASDAQ  and  S&P  500 
lost  3.0%  and  0.2%,  respectively. 

Data:  Bloomberg  Financial  Markets,  Reuters 
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THE  WEEK  AHEAD 


RETAIL  SALES  Thursday,  Feb. 
12,  8:30  a.m.  EST  » January 
retail  sales  are  forecast  to  have 
increased  0.4%,  following  a  0.5% 
rise  in  December.  That's  according 
to  the  median  forecast  of 
economists  surveyed  by  Informa 
Global  Markets.  Excluding  vehicles, 
saies  probably  grew  by  a  similar 
0.4%,  after  inching  up  0.1%. 
BUSINESS  INVENTORIES 
Thursday,  Feb.  12,  8:30  a.m. 
EST  »  December  inventories 


U.S.  MARKETS  feb  .4  week 

S&P  500  1126.5  -0.2 

Dow  Jones  Industrials  10,470.7  0.0 

NASDAQ  Composite  2014.1  -3.0 

S&PMidCap400  581.6  -1.3 


%  CHANGE 

YEAR  TO  LAST  12 

DATE  MONTHS 

L3  32.8 

0.2  30.7 

0.5  54.2 

10  40.9 


S&P  SmallCap  600 

27L6 

-2.6 

0.4 

44.3 

Wilshire  5000 
SECTORS 

10^49.6 

-0.6 

1.4 

36.0 

BusinessWeek  50* 

632.3 

1.4 

L6 

21.4 

BW  Info  Tech  100" 

352.8 
5653 

-2.3 
0.2 

0.7 

27.3 

S&P/BARRA  Growth 

L8 

30.4 

S&P/BARRA  Value 

556.5 

-0.6 

0.8 

35.2 

S&P  Energy 

225.0 

-1.5 

0.4 

24.0 

S&P  Financials 

389.7 

0.6 

2.6 

36.4 

S&P  REIT 

119.4 

0.0 

3.2 

36.2 

S&P  Transportation 

190.4 

-2.7 

-5.7 

18.2 

S&P  Utilities 

119.3 

-1.0 

0.7 

26.5 

GSTI  Internet 

142.0 

-4.6 

-L8 

96.1 

PSE  Technology 

720.8 

-1.1 

3.4 

60.7 

GLOBAL  MARKETS  feb  4  week 

S&P  Euro  Plus  (U.S.  Dollar)  1207.6  -2.6 

London  (FT-SE 100)  4398.5  -1.6 

Paris  (CAC  40)  3607.6  -2.7 

Frankfurt  (DAX)  4028.4  -2.9 

Tokyo  (NIKKEI  225)  10.447.3  -3.7 

Hong  Kong  (Hang  Seng)  13.086.7  -2.6 

Toronto  (S&P/TSX  Composite)  8538.1  0.0 

Mexico  City  (IPC)  9674.2  1.3 


%  CHANGE 
YEAR  TO      LAS- 
DATE        MON 


2.4 
-L8 

1.4 
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-2.1 
4.1 
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FUNDAMENTALS                        feb  3  week  ago  year; 

S&P  500  Dividend  Yield                    1.54%      1.51%  1.88 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    23.8         274  30.0 

S&P  500  P/E  Ratio  (Next  12  mos.)*       18.2         184  15.3 

First  Call  Earnings  Surprise*                5.28%      5  36%  3.11 

•First  Call  Cc. 

TECHNICAL  INDICATORS           feb .3  weekago  ream 

S&P  500  200-day  average                1021.2  1015.0  Posftn 

Stocks  above  200-day  average             89.0%      91.0%  Negate 

Options:  Put/call  ratio                        0.70        0.65  PositJv 

Insiders:  Vickers  NYSE  Sell/buy  ratio    5.24        542  Negativ 


BEST-PERFORMING 
GROUPS 

Wireless  Services 
Photographic  Products 
Instrumentation 
Home  Furnishings 
Oil  &  Gas  Equipment 


LAST  LAST  12 

MONTH  %  MONTHS  % 

15.7  Internet  Software  1530 

14.7  Instrumentation  104.3 

14.7  Wireless  Services  97.3 

13.9  Divsfd.  Metals  &  Mining    95.9 

12.9  Semiconductors  94.1 


nuns  rruiruKinin 
GROUPS 

u  LAST                                                     LAST) 
MONTH  %                                                MONTH 

Gold  Mining 

-14.6 

Photographic  Products     -6 

Automobiles 

-12.1 

Trading  Cos.  &  Distribs.      1. 

Divsfd.  Metals  &  Mining 

-10.7 

Health-Care  Facilities         2. 

Airlines 

-10.5 

Intgrd.  Telecomms.  Svcs.    3 

Aluminum 

-9.5 

Brewers 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %      52-WEEK  TOTAL  RETURN  % 


LEADERS 

Health 
Real  Estate 
Financial 
Communications 

LAGGARDS 

Precious  Metals 
Latin  America 
Natural  Resources 
Diversified  Pacific/Asia 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 


LEADERS 

5.5  Latin  America  78.1 

4.6  Technology  68.9 
3.2  Diversified  Emerg.  Mkts.  63.1 
3.0     Small-cap  Growth  56.3 

LAGGARDS 

-13.0    Domestic  Hybrid  23.6 

-2.6     Miscellaneous  25.9 

-1.5     Utilities  29.4 

-1.4     International  Hybrid  32.2 


%      52-WEEK  TOTAL  RETURN 


% 


LEADERS 

American  Heritage  20.0 

iShares  Gold.  Sachs  Nwkg.  16.9 
American  Heritage  Growth  14.3 
Fidelity  Sel.  Dev.  Comms.     12.1 

LAGGARDS 

ProFds.  Pr.  Mtls.  Usr.  Inv.  -19.7 
U.S.  Global  Invrs.  Gold  -15.1 
Evergreen  Prec.  Mtls.  A     -15.0 

OppenheirnerGold&Spec.A  -14.9 


LEADERS 

Reynolds  165.0 

Apex  Mid  Cap  Growth  162.5 

ProFds.  Smicdr.  Ultsr.  Inv.  159.1 

iShares  Gold.  Sachs  Nwkg.  141.1 

LAGGARDS 

Rydex  Dynam.  Vent.  100  -64.0 

ProFunds  UltSh.  OTC  Inv.  -63.9 

ProFunds  UltraBear  Inv.  -49.4 

Rydex  Dyn.  Tempest  500  -49.4 


INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  t 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


FEB.  4 

WEEKAGO 

■ 

0.60% 

0.61% 

0.94* 

032 

0.93 

1.16 

L76 

1.82 

1.68 

4.11 

4.19 

336 

436 

5.00 

4.80 

5.61 

5.51       5.92 

fBanxQuote.  Inc . 

10- YR.  BOND 

30-YR  BOND 

General  Obligations 

3.53% 

4.45% 

Taxable  Equivalent 

5.04 

6.36 

Insured  Revenue  Bonds 

3.71 

4.78 

Taxable  Equivalent 

5.30 

6.83 

probably  grew  by  0.2%,  after  a 
0.3%  gain  over  November.  In  the 
fourth  quarter,  inventories 
contributed  positively  to  economic 
growth  for  the  first  time  in  more 
than  a  year.  A  larger  increase  in 
inventories  is  very  likely  this 
quarter. 

INTERNATIONAL  TRADE  Friday, 
Feb.  13,  8:30  a.m.  EST  »  The 
December  foreign  trade  deficit 
most  likely  moved  up  slightly,  to 
$38.7  billion.  In  November,  the 


deficit  narrowed  to  $38  billion. 
Exports  are  picking  up  thanks  to 
stronger  global  economic  growth 
and  the  dollar's  slide  against  major 
currencies. 

EXPORT-IMPORT  PRICES  Friday, 
Feb.  13,  8:30  a.m.  EST  » 
Export  prices  probably  rose  0.3% 
in  January,  while  nonoil  import 
prices  likely  edged  up  by  0.2%.  In 
December,  export  prices  climbed 
0.2%,  while  nonoil  import  costs 
were  up  0.1%. 


The  BusinessWeek  production  index 
slipped  to  213.4  for  the  week  ended 
Jan.  24,  but  remained  up  9.2%  from 
a  year  ago.  Before  calculation  of  the 
four-week  moving  average,  the  index 
was  unchanged. 
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For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.comyTnagazine^xtra.htrr 
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Can  your  network  turn 
business  as  we  know  it  into 
business  as  We  want  it? 


IT  CAN  IF  IT'S  DESIGNED  BY  THE  WORLD'S  NETWORKING  COMPANY.  Now  that  everything  is  on  it,  your 
network  is  more  important  than  ever.  So,  can  your  network  handle  the  demands  of  a  transformed, 
interconnected  and  very  demanding  new  world?  Is  it  wired  and  wireless  and  virtual  and  constantly 
available  to  authorized  personnel  and  nobody  else?  Is  it  in  lockstep  with  your  partners  and  three  steps 
ahead  of  your  customers?  At  AT&T,  we  don't  just  carry  more  Internet  traffic  than  anyone  in  North 
America,  we're  also  committed  to  building  simpler,  stronger  and  smarter  networking  environments. 
And  it's  why  we're  partnering  with  other  key  technology  companies  to  help  make  it  happen.  Can 
your  network  overpower  every  obstacle  in  its  way  and  actually  do  all  the  things  it  was  designed  to 
do  in  the  first  place?  We'd  like  to  introduce  you  to  one  that  can.  Just  call  1-888-889-0234. 


AT&T 

The  world's  networking  company5" 


att.com/networking  ©2004  at&t 
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The  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 
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Rethinking 
Preemptive  War 


DID  AMERICA  MAKE  A  MISTAKE  IN 
launching  its  first  preemptive  war? 
Certainly,  the  liberation  of  millions  of 
Shiites  and  Kurds  from  the  tyranny  of 
Saddam  Hussein  by  U.S.  troops  is  a 
good  thing.  Yet  the  nation  didn't  go  to  war  to  save 
Iraqis  but  to  protect  Americans. 

The  justification  of  the  invasion  was  to  stop  another 
September  11-style  terrorist  attack  by  preventing  Iraq  from 
threatening  the  U.S.  with  weapons  of  mass  destruction.  It's 
now  clear  that  intelligence  showing  Iraq  had  stockpiles  of 
chemical  and  biological  weapons  was  almost  certainly  false. 
"It  turns  out  we  were  almost  all  wrong,"  admitted  David  A 
Kay,  the  CIA's  former  weapons  inspector.  We  were  also  wrong 
about  Iraq's  nuclear  weapons  program  and  the  link  between 
Saddam  and  al  Qaeda.  None  of  this  appears  to  have  existed. 

This  failure  of  intelligence  is  devastating.  It  undermines 


the  Bush  Administration's  doctrine  of  preemption.  Withoui 
good  intelligence,  it's  impossible  to  know  what  threats  are 
real  and  imminent  and  what  action  should  be  taken.  This 
intelligence  failure  is  made  worse  by  the  suspicion  that 
information  was  slanted  for  or  by  Pentagon  and  White  Hoi 
policymakers  to  support  a  preconceived  decision  for  war. 

The  Bush  Administration's 
unilateral  preemptive  strategy 
outlined  in  the  2002  National 
Security  Strategy  document  is  n< 
in  question.  Unilateralism  first 
alienated  allies  who  opposed 
America's  go-it-alone  posture. 
With  the  revelation  that  there  w< 
no  WMDs,  they're  even  more 
skeptical  of  U.S.  leadership. 
Without  their  help,  the  Army  is 
overextended  and  the  budget 
deficit  is  overburdened  with  hea\ 
security  spending.  Unilateral 
preemption  also  alienated  the  U.N.,  which  the  Bush 
Administration  now  needs  to  help  rebuild  Iraq. 

The  independent  commission  being  established  by  Presidf 
Bush  needs  to  deal  with  the  failure  of  intelligence— and  soon 
Until  America  gets  its  intelligence  straight,  it  will  remain 
vulnerable  to  terrorism.  But  a  much  deeper  rethinking  of  US 
foreign  policy  remains  to  be  done. 


Flawed . 

intelligence 

has  cost 

America 

credibility 

abroad 


It's  Time  to  Fix 
TheAMT 


OUCH.  THAT'S  WHAT  3  MILLION 
upper-middle-class  families  are  going 
to  say  by  Apr.  15  when  they  discover 
they  owe  thousands  of  extra  tax 
dollars  thanks  to  the  pernicious 
amt— the  alternative  minimum  tax. 

What  President  George  W.  Bush  has  given  in  the 
form  of  lower  taxes  on  income,  dividends,  and 
capital  gains,  the  AMT  stealthily  takes  back— at  least  one-third 
of  it.  Worse  than  undermining  the  tax  cuts,  the  AMT  also 
undermines  the  tax  code  itself.  It  is  maddeningly  complex, 
largely  hidden,  blatantly  unfair  to  many,  and  threatening  to 
spread  to  some  33  million  other  taxpayers  by  the  end  of  the 
decade.  It's  time  to  fix  the  AMT  and  not  just  patch  it  for  a  year, 
as  the  President  is  proposing  in  his  new  budget  (page  86). 

It  is  certainly  true  that  the  people  currently  paying  the 
AMT  can  probably  afford  it.  Half  of  all  taxpayers  who  made 
$200,000  to  $500,000  in  2003  will  have  to  pay  an  average  of 
nearly  $6,000  extra  on  their  2003  returns.  And  9%  of  those 
who  took  in  between  $100,000  and  $200,000  last  year  will 
have  to  come  up  with  nearly  $3,000  extra.  That's  not  ruinous. 


Yet  the  AMT  drives  people  crazy.  Why?  Under  the  AMT,  peopl< 
in  the  same  tax  brackets  with  different  types  of  jobs  can  wind 
up  paying  different  amounts  of  federal  taxes.  Unreimbursed 
business  expenses,  for  example,  that  may  be  deductible  under 
1040  rules  become  nondeductible  under  the  AMT.  A 
salesperson  with  these  expenses  will  pay  higher  federal  taxes 
than  a  colleague  who  works  in  the  same  industry  in  the  same 
city  making  the  same  income.  People  also  may  lose  deductions 
for  state  and  local  taxes.  So  families  living  in  highly  taxed 
California  and  New  York  are  likely  to  be  pushed  into  the  AMT. 

Then  there  is  the  havoc  the  AMT  wreaks  on  rational  tax 
planning.  If  families  are  paying  regular  income  tax,  they 
usually  want  to  lower  their  taxes  by  taking  deductions 
immediately  and  postpone  income  such  as  bonuses.  But  for 
those  facing  the  possibility  of  paying  a  higher  AMT  who  want 
to  avoid  it,  the  opposite  strategy  may  be  the  right  course. 

The  AMT  was  first  implemented  1969  to  squeeze  some  tax 
revenues  out  of  155  millionaires  who  paid  none.  But  while 
regular  income  taxes  adjust  brackets  and  personal  exemptions 
for  inflation,  the  AMT  does  not  As  incomes  rise,  more  and 
more  people  are  being  caught  in  the  AMT  net.  Right  now,  only 
the  upper  middle  class  is  hit  with  it. 

Sure,  it's  probably  fair  for  some  people  making  $600,000 
and  paying  taxes  at  only  a  25%  effective  rate  to  pay  the  AMfs 
28%.  But  the  AMT  will  soon  infuriate  millions  of  regular 
middle-income  families  unless  President  Bush  and  Congress 
find  the  courage  to  fix  it.  At  the  very  least,  the  AMT  should  be 
indexed  to  inflation,  making  it  consistent  with  the  rest  of  the 
tax  system  and  reducing  its  bite  on  the  middle  class.  The 
American  taxpayer  is  entitled  to  a  clear,  simple,  and  consistent 
tax  code. 
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Food  companies  are  always  searching  for  the  next 

/ 

great  new  product.  One  juice  maker  decided  their  key 
to  success  was  making  a  better-tasting  orange  juice. 


Working  with  Cargill  led  to  an  important  discovery. 


Much   like  grapevines,   orange  trees  of  a  certain 


age  produce  more  flavorful  juice.  Cargill  found  a  way 


to  source  oranges  only  fro 


trees,  process 


them  and  ship  them  in  a  separate  supply  chain.  Now 


the  company  is  marketing  a  better-tasting  juice  made 


from  specially  selected  oranges,  and  toasting  its 


success.  This  is  how  Cargill  works  with  customers. 
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Have  Less  Bounce 
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Jack  Welch,  who  will  pen  his  new  book  with 
his  bride-to-be,  Suzy  Wetlaufer 
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In  a  special  two-part  series,  our  fourth  annual  survey  of 
career  experts  reveals  a  guarded  optimism  for  employment 
prospects  in  fields  such  as  tech  and  health  care.  But  sending 
jobs  offshore  isn't  going  away 
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As  suspicions  grow  that  officials  kept  silent  when 
avian  flu  emerged— just  as  they  did  with  SARS— 
hopes  are  fading  for  the  freedom  of  the  Chinese 
press  to  question  government  accounts 
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While  your  average  delivery  person  may 
outrun  the  occasional  dog,  ours  are  ready 
for  just  about  anything. 


Try  us  to  Des  Moines. 


After  delivering  nearly  everywhere  from  Azerbaijan  to  Zambia,  we  know  how  to  make  any  delivery,  big  or  small, 
go  smoothly.  Especially  to  and  from  U.S.  destinations.  Because  DHL  just  merged  with  the  domestic  delivery 
powerhouse  Airborne  Express.  So  whether  you  have  a  roomful  of  servers  you  need  shipped  2,500  miles 
overnight  or  a  single  one-pound  next-day  package,  give  DHL  a  try.  Check  us  out  at  www.dhlairborne.com 
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Let's  face  it.  It's  hard  to  climb  the  corporate  ladder 
without  going  up  30,000  feet.  /^UNITED 

It's  time  to  fly. 


"We're  on  our  way 
into  a  new  bubble, 
and  bubbles 
eventually  get 
pricked." 

-Barry  Dilkr,  InterActive 

CEO,  warning  of  high 

Internet  stock  valuations 
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FIORINA  Chasing  a 
P&G  accounts  deal 


Consulting,  to  lead  the  division, 
say  insiders.  Schwarz  declined 
to  comment.  In  January,  HP 
started  quiedy  pursuing  15  to 
20  BPO  deals,  including  a 
$200  million  contract  to  take 
over  some  accounting  jobs  for 
Procter  &  Gamble.  IBM  and 
Affiliated  Computer  Services 
also  are  bidding.  The  winner 
will  be  announced  later  this 
month,  says  P&G. 

HP  plans  to  focus  on  one  of 
the  largest  BPO 
segments,  finance 
and  admimstrative 
tasks  such  as 
billing  and 
invoices.  "We  will 
evaluate  other 
areas,"  says  Ann 
Livermore, 
executive  vice- 
president  for 
services,  who 
declined  to 
discuss  any 
specific  deals  or 
potential  hires.  Then  maybe 
HP  will  stop  living  in  IBM's 
shadow.  -Spencer  E.  Ante 
and  Ben  Elgin 
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Powell:  They  Also 
Served...  Sort  of 


COULD  SECRETARY  OF  STATE  COLIN  POWELL  have  been  thinking 
of  his  future  boss  when  he  complained  in  his  1995  auto- 
biography about  the  privileged  few  who  avoided  the 
Vietnam-era  draft  by  taking  refuge  in  the  National  Guard 
and  the  Reserves? 

When  President  Bush  appeared  on  Meet  the  Press  on  Feb. 
8,  he  said  he  served  "proudly"  in  the  Vietnam-era  Air 
National  Guard,  adding  that  "there  are  a  lot  of  really  fine 
people  who  have  served  in  the  National  Guard  and  who  are 
serving  in  the  National  Guard  today  in  Iraq." 

True  enough.  But  during  Vietnam,  few  Guardsmen  were 
called  to  active  duty.  "The  Reserves  and  the  Guard  acquired 
reputations  as  draft  havens  for  relatively  affluent  young  white 
men,"  reads  an  official  history  of  the  Air  National  Guard. 

No  wonder  then,  that  Powell  wrote  in  My  American 
Journey:  "I  am  angry  that  so  many  of  the  sons  of  the  powerful 
and  well-placed... managed  to  wangle  slots  in  Reserve  and 
National  Guard  units."  Powell  says  his  criticism  was  aimed  at 
the  political  leaders  and  the  system  at  the  time,  not  at  any 
individuals  who  served  in  the  Guard  or  Reserves.     -Stan  Crock 
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CAMPAIGN  2004 

THE  UNIONS 
ARE  FALLING  IN 
BEHIND  KERRY 

AFTER  MONTHS  of  internal 
debate,  the  AFL-CIO  is  finally 
getting  ready  to  endorse 
Senator  John 
Kerry  (D-Mass.) 
for  President, 
BusinessWeek  has 
learned.  A  group 
of  18  mostly 
industrial  unions 
had  first  backed 
Representative 
Dick  Gephardt 
(D -Mo.),  while 
two  service- 
worker  unions 
had  lined  up 
behind  Vermont 
ex- Governor 
Howard  Dean. 
But  with 
Gephardt  out  and  Dean 
almost  so,  the  18  switched  to 
Kerry  on  Feb.  11.  One  of  the 

HAPPY  RETURNS 

PLAYING 
FAIR 
PAYS  OFF 

SKEPTICS  MAY  SCOFF,  but  you 

can  do  well  by  doing  good- 
good  corporate  governance. 
A  new  study  by  Georgia  State 
University  and  proxy  advisers 
Institutional  Shareholder 
Services  found  companies 
with  the  best  governance  did 
better  on  many  measures, 
including  price-earnings 
ratios  and  return  on  equity. 
The  best-run  companies 
had  five-year  average  annual 
returns  of  nearly  8%  above 
their  industry  averages,  while 
those  with  the  worst  gover- 
nance scores  returned  4% 
less.  It  seems  governance 
pays— and  shareholders  can 
bank  on  that.  -Louis  Lavelle 


FRONT-RUNNER  Set  for 

AFL-CIO  endorsement 


service  unions,  the  American 
Federation  of  State,  County  & 
Municipal  Employees,  already 
yanked  its  Dean  pledge.  The 
AFL-CIO  will  probably  wait  to 
endorse  Kerry  until  after  the 
Feb.  17  Wisconsin  primary, 
when  the  Service  Employees 
International  Union  has  said  it 
will  ditch  Dean  if  he  hasn't 
scored  big  wins. 

Labor's 
belated  aid  won't 
make  much 
difference  unless 
the  primary  race 
narrows,  which 
seems  unlikely. 
"But  it  means  the 
Democratic  Party 
is  unified  early 
for  a  battle 
against  Bush,  so 
we're  glad  to  get 
the  endorse- 
ment," says  a 
Kerry  campaign 
official.  Come 
November,  they'll  be  glad  for 
the  manpower. 

-Aaron  Bernstein 
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FACING  THE  MUSIC 

YOUR  CALL  IS  IMPORTANT  Ex-Merrill  Lynch 
aide  Douglas  Faneuil  drew  laughs  when  he 
testified  that  Martha  Stewart  threatened  to 
dump  Merrill  because  she  hated  its  hold 
music.  But  after  many  an  hour  on  the  wrong 
side  of  an  Air  Supply  marathon,  one  can 
sympathize-and  wonder:  Just  how  are 
companies  entertaining  the  people  they  put 
hold  these  days?  Merrill  Lynch,  like  IBM, 
General  Motors,  and  Dell,  plays  classical 
music,  as  does  BusinessWeek  parent  The 
McGraw-Hill  Companies.  But  Wal-Mart  plays 
light  country.  The  Salvation  Army  plays  nym 
At  Microsoft  and  EMC— silence.  Beats  Barry 
Manilow.    .  -Brian  Hindo,  with  bureau  repc 


DRAWN  &  QUARTERED 


"I've  stopped  looking  for  zuork,  which,  I  believe, 
helps  the  economic  numbers.  " 
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It's  not  just  another 
401  (k)  rollover. 

It's  the  future  of  your  retirement 


A  more  complete 
approach  to  wealth 
management 

Today,  achieving  financial 
security  is  a  two-sided 
effort:  growing  your 
assets,  and  protecting 
what  you've  built.  With 
decades  of  experience  in 
both  asset  management 
and  insurance,  Prudential 
Financial  is  creating 
new  and  more  powerful 
ways  to  help  grow 
and  protect  wealth. 


If  you're  changing  jobs,  what  to  do  with  your  401  (k)  is  a  high-stakes  decision.  At  Prudential 
Financial,  you'll  find  the  guidance  you  need  to  make  sound  investment  choices.  We'll 
show  you  how  to  roll  your  investments  over  to  an  IRA  that  puts  you  in  control.  And  we'll 
help  you  capitalize  on  the  opportunities  created  by  recent  tax  law  changes. 


Before  you  roll  it  over,  think  it  over.  Starting 
a  new  job  is  also  a  good  time  to  reconsider  your 
overall  retirement  strategy.  Are  your  goals  still 
the  same?  How  will  the  new  tax  legislation  affect 
your  portfolio?  A  Prudential  professional  can 
help  you  set  a  course. 

Access  a  world  of  investment  choices. 

Prudential  offers  a  complete  spectrum  of 
investment  options  for  your  Rollover  IRA. 
Select  mutual  funds  from  Prudential,  Janus, 
Fidelity,  AIM,  INVESCO  and  other  top  names, 
plus  CDs  and  more.  Your  Prudential  professional 
can  help  you  diversify  your  IRA — and  readjust 
as  your  needs  change. 


Prudential  provides  the  tools  to  manage 
your  IRA  wisely.  Online  account  access.  Asset 
allocation  services.  At  Prudential,  you'll  find  the 
information  you  need  to  make  timely,  informed 
decisions  for  your  retirement  investments. 

Get  Started  today.  For  more  smart  retirement 
solutions,  call  today  to  find  a  Prudential 
professional  near  you. 


1-800-THE-R0CKext.3358 

or  visit  us  at:  prudential.com 


Prudential  (&  Financial 

Crowing  and  Protecting  Your  Wealth® 


curities  offered  through  Pruco  Securities,  LLC  (member  SIPC).  Life  insurance  issued  by  The  Prudential  Insurance  Company  of  America,  Newark,  NJ,  and  its  affiliates.  All  are  Prudential  Financial  companies.  For  more  information  about  the 
utual  funds,  including  charges  and  expenses,  please  contact  your  Prudential  professional  for  a  prospectus.  Read  the  prospectus  carefully  before  you  invest  or  send  money.  Prudential  is  not  a  tax  advisor. 
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NOT  AFRAID 
TO TAKE ON 
MICROSOFT 

There's  a  rule  of  thumb  for 
startups:  Don't  go  head-to- 
head  with  Microsoft.  But  on 
Feb.  16  at  the  techie  confab 
DEMO  2004,  GusTsao, 
president  of  Wuxi,  China's 
Evermore  Software,  will  show 
off  a  rival  to  Microsoft  Office. 
Tsao's  program,  Evermore 
Integrated  Office,  runs  on 
WindowsandLinux.lt 
combines  word  processing, 
spreadsheet,  and  presen- 
tation software  so  that 
changes  to  one  document  are 
reflected  in  related  files. 

Born  in  China,  Tsao,  59, 
has  worked  at  U.S.  tech 
companies  since  the  1980s. 
He  wanted  to  do  a  Java 
version  of  Office  in  the 
mid-'90s  but-no  surprise— 
couldn't  get  backing.  His  big 
break  came  four  years  ago, 
when  the  city  of  Wuxi  invested 
$2.7  million.  The  program 
first  appeared  in  China,  and  a 
U.S.  version  is  now  going  for 
$99  a  year-a  quarter  the 
price  of  Office. 

As  for  Microsoft,  Tsao  says: 
"There  are  many  well-known 
battles  where  the  weak  and 
outnumbered  won  the  war." 
Tsao  better  hope  he  has  a 
good  slingshot.  -Steve  Hamm 
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MAD  AVE 

COMING:  WAY 
MORE  INFO  ON 
BILLBOARDS 

THE  BILLBOARD'S  less-than- 
glamorous  station  in  life  has 
been  to  sit  at  the  side  of 
dirty  highways  or  atop 
windswept  buildings. 
That's  not  going  to 
change,  but  the  industry 
is  hoping  to  shed  its  image  as 
the  neglected  cousin  of  the 
advertising  world. 

Billboard  company 
executives  are  preparing  to 
lure  new  clients  by  offering 
more  detailed  demographic 
data  about  who  sees  their 
billboards— which  is  a  big 
improvement  over  mere 
traffic  counts.  Both  ACNielsen 
and  Arbitron,  known  for 
measuring  television  and 
radio  audiences,  are  rolling 
out  competing  ratings  using 
global  positioning  system 
technology.  The  companies 
pay  people  to  carry  cell- 
phone-size gadgets  that 
are  tracked  by  satellites, 
allowing  companies  to  tell 


who  goes  by  which 
billboards  and  when. 

Since  ratings  companies 
will  collect  lots  of 
information  from  their 
respondents,  they'll  be  able  to 
tell,  for  example,  how  many 
18-year-old  guys  who  buy 
music  four  times  a  month 
will  pass  by  a  particular  Best 
Buy  billboard  in  Georgia.  The 
system  will  rate  kiosks  and 
bus  shelters,  too.  "We  are 
hoping  these  ratings  will  put 
outdoor  on  par  with  how 
other  media  is  bought,"  says 
Stephen  Freitas  of  the 
Outdoor  Advertising  Assn. 


CLASS  NOTES 

THIS  EXAM  IS 
ONE  THING  HE 
DIDN'T  BOMB 

FORGET  HEMINGWAY  and 

Shakespeare.  One  of  the  most 
gifted  writers  of  modern 
English  may  be  Ted 
Kaczynski— a.ka.  the 
Unabomber. 

Or  that's  what  one 
influential  college 
admissions  test,  the 
SAT  II,  would 
conclude.  The  SAT  II 
was  born  after 

parents  and  papa  No 

educators  protested       match  for  the 
the  Scholastic  Unabomber 


Assessment  Test' s  multiple- 
choice  format.  The  SAT  II 
includes  an  essay  section  that 
becomes  mandatory  next 
year.  Essays  are  graded  on 
"development  of  ideas, 
supporting  examples, 
organization,  word  choice, 
and  sentence  structure." 

Test-prep  giant  Princeton 
Review  graded  well-known 
writers  on  these 
criteria  and  rated 
them  from  6  (tops) 
to  1  (worst). 
Hemingway  scored 
just  a  3-  Shakespeare 
got  a  2;  Gertrude 
Stein  a  1.  And 
Kaczynksi?  He  got 
the  gold  star— a  6. 
-Jennifer  Merritt 


Giants  of  the  billboard 
industry  such  as  Clear  Chan 
Viacom,  and  JCDecaux  are 

betting  the  new  ratings  wil 
fuel  growth.  As  it  stands,  th 
market  for  outdoor  ads  is 
expected  grow  from  $19 
billion  in  2003  to  $22  billic 
in  2008,  according  to  Price 
waterhouseCoopers. 

Nielsen  is  rolling  out  its 
system  in  Chicago,  and 
Arbitron  is  testing  in 
Atlanta.  They  hope  to  be 
in  other  major  markets  in 
few  months.  Finally, 
billboards  may  get  a  little 
respect.  -  Tom  Lo\  \ 


THE  STAT 


40 

The  percentage  rise 
since  1997  in  the 
average  college 
student's  yearly 
outlay  for  textbooks. 
The  total  expenditure 
jumped  from  $642 
to  $898  in  2003. 


Data:  Oregon  Student  Public 
Interest  Research  Group 
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ON-STOP     FLIGHT.     NON-STOP     COMFORT. 


R    THE    FIRST    TIME    EVER,    YOU    CAN    FLY    NON-STOP 
TWEEN    LOS   ANGELES   AND    SINGAPORE    WITH    SINGAPORE    AIRLINES'   NEW  A345LEADERSHJP_ 

Singapore  Airlines  introduces  daily  non-stop  service  between  Los  Angeles  and  Singapore. 
Designed  with  the  executive  traveler  in  mind,  our  A345LeaderShip  features  two  exclusive 
cabins.  Experience  an  even  more  luxurious  Raffles  Class,  and  our  acclaimed  SpaceBed, 
the  biggest  business  class  bed  in  the  sky.  Unique  to  the  A345LeaderShip,  our  new 
Executive  Economy  Class  offers  wide,  roomy  seats, 

i  a  stand-up  passenger  area  where  you  can  socialize  and  enjoy  a  snack.  Together  with  in-seat 

ver  for  laptops  and  KrisWorld,®  the  world's  most  advanced  inflight  entertainment  system,  the  executive 

/eler  can  work  or  relax  in  even  greater  space  and  comfort.  All,  of  course,  while  enjoying  the  inflight 

vice  even  other  airlines  talk  about.  www.singaporeair.com/usa 
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Readers  Report 


In  the  late  '50s  and  early 
'60s . . .  the  hottest  new 
45  rpm  record . . .  had  two 
songs  on  it,  one  on  each 
side.  The  cost:  994." 


-Richard  Layton 
Villas,  N.J. 


OF  APPLE  INNOVATION: 
PAST,  PRESENT,  AND  FUTURE 

IN  "SHOW  TIME!"  (Cover  Story,  Feb.  2),  I 
was  surprised  that  you  didn't  mention  the 
impact  mobile  phones  may  have  on  the 
world  of  music.  Mobiles  have  rapidly 
evolved  from  being  just  telephones  to  be- 
coming personal  entertainment  terminals 
with  built-in  features  such  as  FM  radio, 
digital  cameras,  and,  increasingly,  MP3 
players.  Furthermore,  mobile  terminals  are 
constandy  with  the  user,  making  them  a 
logical  tool  also  for  consuming  digital  en- 
tertainment. There  are  already  more  than 
1.3  billion  mobile  terminals  in  the  world, 
and  with  annual  sales  of  around  470  mil- 
lion units,  mobile  phones  will  no  doubt  be 
one  of  the  serious  contenders  for  upsetting 
the  position  of  Apple  iPod  as  the  MP3  play- 
er of  choice  for  consumers. 

-Atte  Miettinen 
Aalborg,  Denmark 

THE  "LITTLE-KNOWN  TRUTH"  you  re- 
fer to— that  major  parts  of  the  iPod  were 
not  designed  by  Apple  Computer  Inc.— is 
in  fact  not  the  truth.  Apple  brought  a  con- 
vergence of  new  technologies  together  to 
create  the  iPod,  including  1.8-  and  1.0- 
inch  hard  drives.  But  Apple  had  to  invent 


the  key  technologies,  such  as  Auto-S\  I 
solid-state   "no   moving   parts"    t\ 
wheel,  and,  most  important,  a  compl, 
new  and  innovative  user  interface 
patent  pending). 

-Jon  Rubinstein,  Senior  Vice-Presi 

Hardware  EngineA 

Apple  Computet! 

Cupertino,  (J 

APPLE'S  IPOD  GROWTH  and  the  c 
per-song  deal  reminds  me  of  when  I 
a  boy  in  the  late  '50s  and  early  '6( 
used  to  go  to  the  local  record  store  e 
week  to  buy  the  hottest  new  45- 
record  out.  It  had  two  songs  on  it,  on 
each  side.  The  cost:  99<t. 

-Richard  La 
Villas', 

THAT  QUOTE 

WAS  MEANT  AS  A  QUIP 

IN  YOUR  STORY  about  my  campaign  c 
tributions  to  Eliot  Spitzer,  a  hyperb 
statement  made  by  me  was  taken  cc 
pletely  out  of  context,  resulting  in  a  glar 
misimpression  ("Spitzer's  surpris 
donor  list,"  Up  Front,  Feb.  9).  When  j 
told  me  that  you  had  discovered  tha 
made  a  campaign  contribution  to 
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'The  Broker  to  Beat" — SmartMoney  magazine,  August  2003 


Times  change.  Is  your  investment  plan 
keeping  up?  Find  out  at  TD  Waterhouse. 


FREE  PORTFOLIO  REVIEW 


Make  an  appointment  with  an 

Investment  Consultant  for  your 

free  portfolio  review.  To  find 

the  branch  office  nearest  you: 


CONTACT  US  AT: 
1.866.600.PLAN 

tdwaterhouse.com/plan 

Online  trades  as  low  as  S9.95 


Knowing  your  risk  is  the  first  step 
towards  protecting  your  financial  future. 
Which  is  why  getting  a  free,  personal 
portfolio  review  from  TD  Waterhouse 
makes  so  much  sense.  One  of  their 
Investment  Consultants  can  help  evaluate 
your  risk  level,  so  you  can  adjust  it  to 
meet  your  financial  goals. 

They  can  also  provide  you  with  a 
personal  portfolio  plan.  A  plan  which 
includes  specific  recommendations  based 
on  your  individual  financial  needs,  so  you 
can  balance  your  portfolio  and  feel 
comfortable  with  your  level  of  risk.  This 
service  is  normally  $200.  However,  the 
fee  is  waived  when  you  deposit  $25,000 
in  a  new  account,  or  if  you're  already  a 
Premier  Customer  at  TD  Waterhouse. 


If  you're  looking  for  someone  who 
can  manage  your  investments  for  you, 
TD  Waterhouse  can  even  refer  you  to  an 
independent  investment  advisor.  Someone 
who  can  help  you  plan  and  execute  your 
financial  strategy. 

Knowledge,  planning  and  control 
make  TD  Waterhouse  the  ideal  place 
to  position  your  portfolio  and  keep  it 
risk-adjusted  for  the  future.  Call  now  for 
your  free  portfolio  review.  And  protect 
your  future. 

TD  Waterhouse — the  alternative 
to  higher-priced  brokers  like  Merrill 
and  Schwab. 
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You're  in  Control. 
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Readers  Reoort 


CORRECTIONS  &  CLARIFICATIONS 

In  "J&J:  Toughing  out  the  drought"  (The 

ration,  Jan.  26),  Johnson  &  Johnson's 
drug-coated  stent  should  have  been 
described  as  being  embraced  by 
cardiologists  rather  than  surgeons.  The  drug 
Risperdal  was  described  as  being  developed 
by  J&J 's  Centocor.  It  is  actually  a  product  of 
the  Janssen  Research  Foundation,  a 
different  J&J  unit.  Also,  it  should  be  noted 
that  final  FDA  approval  of  Topamax  as  a 
migraine  treatment  is  still  pending. 

Economic  Viewpoint  (Feb.  16),  "What  India 
can  do  to  catch  up  with  China"  should  have 
begun,  "Many  are  predicting  that  China  will 
be  a  dominant  force  in  the  21st  century..." 
(not  "20th").  The  error  was  made  in  the 
editing  process,  not  by  writer  Gary  Becker. 


Spitzer  on  the  same  day  that  I  surrendered 
a  client  on  a  criminal  case  with  the  Attor- 
ney General's  Office,  I  told  you  that  I  was 
struck  by  the  irony  but  that,  in  my  view, 
there  was  no  conflict  of  interest.  I  had 
agreed  to  make  this  contribution  before 
the  client  had  retained  me. 

I  told  you  that  I  have  known  Mr. 
Spitzer,  in  a  professional  capacity,  for  many 
years  and  had  previously  made  campaign 
contributions  to  him.  I  told  you  also  that  I 
would  contribute  to  Mr.  Spitzer's  cam- 
paign efforts  regardless  of  whether  I  had 
"business"  with  his  office  and  that  the 
contribution  did  not  compromise  his  in- 
tegrity or  mine.  No  one  representing  Mr. 
Spitzer's  campaign  said,  either  in  words  or 
import,  "Where's  my  check."  I  have  never 
met  anyone  associated  with  Mr.  Spitzer 
who  spoke  in  that  manner.  You  [took]  an 
obvious  quip  and  report[ed]  it  as  fact. 

-  Gerald  L.  Shargel 
New  York 

THE  WAKING  NIGHTMARE 
OF  TOO  LITTLE  SLEEP 

THERE  CAN  BE  NO  DOUBT  of  the  physi- 
cal, emotional,  and  financial  toll  that  lack 
of  sleep  can  take  ("I  can't  sleep,"  Cover 
Story,  Jan.  26).  While  working  at  a  large 
trauma  center,  one  of  my  co-workers  to- 
taled her  car  and  nearly  died  after  falling 
asleep  at  the  wheel.  There  were  times  after 
working  a  double  shift  in  the  operating 
room  that  I  wasn't  sure  of  how  I  got 
home— I,  too,  probably  dropped  off  at  the 
wheel  for  a  few  seconds.  I  can  only  imag- 
ine the  number  of  mistakes  that  occur 
when  residents  are  on  call  for  48  hours 
straight.  I  have  since  changed  my  place  of 
employment,  get  a  solid  eight  hours  of 
sleep,  have  less  stress,  and  feel  like  a  new 
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person.  In  my  opinion,  Ambien  (Zolpi- 
dem), while  highly  effective  in  the  short 
term,  is  not  a  panacea.  FDA  guidelines  state 
the  medication  is  for  occasional  bouts  of 
insomnia,  not  to  exceed  10  days.  I  know  of 
patients  who  have  been  [prescribed]  Am- 
bien for  years  and  experience  highly  un- 
pleasant symptoms  (including  severe  in- 
somnia) when  they  try  to  stop  taking  it. 

-Marcia  Zingman,  R-.N. 
Davie,  Fla. 

AS  A  20-YEAR  flight  attendant  for  Ameri- 
can Airlines,  I  now  have  sharply  reduced 
layover  time  between  flights  (from  26 
hours  down  to  11  to  12  hours,  including 
travel  time  to  hotel,  check-in,  etc.).  The 
actual  amount  of  sleep,  if  one  is  lucky 
(without  taking  meds),  is  about  four  to  six 
hours  on  both  international  and  domestic 
flights.  The  negative  occurrences  are  in- 
creasingly obvious— from  doors  not  being 
armed  or  disarmed  appropriately  (result- 
ing in  an  increase  of  popped  slides),  nod- 
ding off  in  jump  seats,  lack  of  attention, 
flight  attendants  breaking  down  in  flight 
when  confronted  by  disgruntled  passen- 
gers, increased  sick  days,  just  to  mention 
a  few.  Flight  attendants  are  not  allowed 
rest  breaks  during  most  flights,  nor  are 
they  catered  with  food  on  any  flight. 

We  have  the  pleasure  of  meeting  and 
flying  millions  of  families  and  business 
women  and  men  all  over  the  world.  We 
hope  that  when  we  see  you  we  will  be  well 
rested,  with  the  energy  to  make  your  trip 
enjoyable  and,  most  important,  safe. 

-Kathryn  Webster 
Marlborough,  Mass. 

WHEN  WILL  LAWYERS  BE  HELD 
ACCOUNTABLE  FOR  THEIR  ETHICS? 

"CLOSE  THE  LAWYER  loophole"  (Legal 
Affairs,  Feb.  2)  shines  a  very  important 
spotlight  on  the  darker  side  of  large  corpo- 
rate law  practice  in  this  country.  I  was 
trained  in  the  English  legal  profession,  as 
were  my  brother  and  father.  Some  famous 
American  lawyers  have  commented  that 
the  British  legal  profession  is  too  "elitist" 
However,  I  have  never  witnessed  among 
my  British  counterparts  the  slavishly  ac- 
quiescent attitude  toward  senior  partners 
and  clients  that  I  have  frequently  seen 
among  lawyers  here  in  the  U.S.  Since  the 
demise  of  Enron  Corp.,  I  have  wondered 
why  the  Enron  lawyers  were  not  included 
in  the  indictments  that  have  been  handed 
down.  If  my  client  were  facing  a  jail  sen- 
tence for  the  legal  advice  that  I  gave,  I 
would  expect  to  be  standing  in  the  court- 
house alongside— facing  the  same  fate. 

-Elizabeth  Monnet 
Palo  Alto,  Calif. 


MORE  FALLOUT 

FROM  THE  ENRON  DEBACLE 

AS  A  LIMITED  PARTNER  in 
Windsystems,  acquired  by  Enron  in  1 
and  converted  to  a  special-purpose  er 
called  RADR  ZWS,  I  was  pleased  to  see 
proposed  penalties  for  the  Fastows  ( 
will  Fastow  implicate?"  News:  Anal; 
Commentary,  Jan.  26).  Their  shenani; 
are  described  in  "Heiress  in  hand 
(Cover  Story,  Nov.  24).  Imagine  the  ft 
tration  of  the  original  partners  who  inv 
ed  in  a  "green"  energy  system  20  y< 
ago,  never  having  seen  anything 
phantom  income,  reading  of  hundred* 
thousands  being  distributed  from  tl 
wind  farm.  The  limited  partners, 
known  to  one  another,  cannot  join  to  f 
themselves  from  an  Enron  that  still  on 
Zond.  We,  of  course,  took  a  chance  on  a 
shelter  knowing  the  risks  involved 

-Richard  B.  Braunsh 
San  Carlos,  G 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  ol 
relationship  with  the  subject  of  their  comments.  All  lettq 
must  include  an  address  and  daytime  and  evening  phc 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity ; 
space  and  to  use  them  in  all  electronic  and  print  editior 
E-mail:  bwreader@businessweek.com 
Fax:  (212)  512-6458 
Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  try 
Americas,  43rd  floor,  New  York,  NY  10020 

SUBSCRIBER  SERVICES 

Web  site  for  address  changes,  renewals,  invoice  pa . 
and  account  status:  http://businessweek.com£ervice.l 
(click  "Manage  Your  Account")  For  individual  subscriptia 
corporate  subscriptions,  and  other  inquiries. 
Phone:  (800)  635-1200  Fax:  (641)  842-6101 
E-mail:  bwcustomerservice@neodata.com 

Latin  America 

Phone:  Int  +44  1444  475  649;  Fax:  Int  +44 1444  445  5 
E-mail:  businessweek.subs@qss-uk.com 
Education  Department 

Phone:  (800)  843-7352  Fax:  (800)  876-9416 
Web  site:  www.resourcecenter.businessweek.com 
E-mail:  bw_group@businessweek.com 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

Custom  Reprints  (minimum  order  1.000) 

Phone:  (212)  512-3148  Fax:  (212)  512-2337 

E-mail:  reprints@businessweek.com 

Web  site:  reprints.businessweek.com 

Photocopies  ($1.80  per  copy  for  commercial  use: 

$1.50  per  copy  for  classroom  use) 

Copyright  Clearance  Center  (www.copyright.com) 

Phone:  (978)  750-8400  Fax:  (978)  750-4470 

Other  Permissions 

Phone:  (212)  512-4801  Fax:  (212)  512-4938 

E-mail:  permissions@businessweek.com 


BusinessWeek  online 


www.businessweek.com! 


The  full  text  of  BusinessWeek,  the  BusinessWeek  Daily  Bnefiit 
and  access  to  BusinessWeek  archives  starting  in  1991  are 
available  on  the  World  Wide  Web  at:  www.businessweek.coi 
and  on  America  Online  at  Keyword:  BW 


Books 


How  the  Dems  Could  Win 

THE  TWO  AMERICAS  Our  Current  Political  Deadlock  and  How  to  Break  It 

By  Stanley  B.  Greenberg;  St.  Martin's  Press;  400pp;  $25.95 


: 


In  politics,  imitation  is  the  sincerest  form 
of  flattery.  So  Stanley  B.  Greenberg, 
author  of  a  provocative  new  book,  The 
Two  Americas:  Our  Current  Political 
Deadlock  and  How  to  Break  It,  should  feel 
mighty  flattered.  The  reason:  Democratic 
Presidential  candidates  have  liberally 
borrowed  suggestions  from  this  400- 

page  volume  on  ways  to  end  America's  50-50  political  divide. 

For  example,  the  theme  of  North  Carolina  Senator  John 
Edwards'  standard  stump  speech  is  "The  Two  Americas,"  just 
like  the  book's  title.  Edwards'  populist  "One  America"  policy 
prescriptions  are  eerily  similar  to  the  "100%  America" 
platform  suggested  by  the  author.  Then  there's 
Greenberg's  call  for  a  bold  "JFK  Democrats"  strategy 
that  "seeks  an  epic  battle  between  the  Reagan 
Revolutionary  view  of  the  world  and  the  Democrats' 
Opportunity  vision."  As  it  turns  out,  a  senator  from 
Massachusetts  with  the  initials  JFK— John  F.  Kerry, 
that  is— has  adopted  Greenberg's  talk-tough-and- 
offer-clear-distinctions-from-the-GOP  approach.  Not 
surprisingly,  Kerry's  message-meister  is  Robert 
Shrum,  Greenberg's  partner  in  Democracy 
Corps,  a  liberal  group  that  conducted  the 
surveys  that  undergird  the  book. 

The  fact  that  Kerry  and  Edwards  have  done  so 
well  in  the  2004  Presidential  contest  is  clear  evidence 
that  Greenberg,  who  is  not  working  for  any  White  House 
wannabe,  is  on  to  something— at  least  something  that 
appeals  to  Democratic  primary  voters.  We  won't  know 
until  the  general  election  whether  Greenberg's  message, 
as  channeled  through  the  Democratic  ticket,  sells  to  a 
wider  audience. 

The  Two  Americas  is  a  must- read  for  political  junkies. 
There's  not  a  political  insider  in  America  who  will  agree  with 
everything  in  it,  but  it  should  help  every  reader— regardless  of 
party  or  philosophy— understand  the  Democratic  strategy  for 
recapturing  the  White  House.  If  s  also  indispensable  to 
anybody  interested  in  the  demographic  divide  that  has 
produced  a  nation  where  Congress  and  the  state  legislatures 
are  almost  evenly  split  and  where  no  President  has  captured 
50%  of  the  popular  vote  in  16  years.  One  reason  for  the 
standoff,  says  Greenberg,  is  that  each  party  has  a  base  of  46% 
of  the  electorate.  The  author  divides  each  parly's  loyalists  into 
demographic  clusters:  six  of  these  for  the  Democrats,  from 
supereducated  women  to  union  families;  and  seven  for  the 
Republicans,  from  privileged  men  to  the  Religious  Right. 

Greenberg  argues  that  the  GOP  and  the  Dems  tend  to  fight 
tactical  battles  to  reach  50%  in  any  given  race  by  appealing  to 
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small  blocs  of  persuadable  voters.  Among  them:  men  with 
postgraduate  degrees,  older  white  women,  devout  Catholic 
downscale  women,  and  aging  blue-collar  whites.  The  good 
news  for  Democrats:  All  of  these  swing  voters,  with  the 
exception  of  highly  educated  men,  are  critical  of  big 
corporations  and  open  to  a  populist  economic  message.  No 
the  bad  news:  With  the  exception  of  highly  educated  swing 
voters,  the  up-for-grabs  groups  are  socially  conservative  an 
fond  of  the  NRA  and  pro-life  groups. 

Greenberg  profiles  three  swing  groups  as  a  way  of 
explaining  how  complicated  it  is  for  either  party  to  break  th 
deadlock.  "Tampa  Blue"  refers  to  blue- collar  Florida  subur 
where  Democrats  often  lose  the  working-class,  socially 
conservative,  pro-military  voters  because  of  social  (not 
economic)  issues.  "Eastside  Tech"  is  the  rapidly  growing 
Seattle  suburbs,  where  wealthy  techies  fly  the  flag,  drive  SU 
and  agree  with  Republicans  on  economic 
issues  but  are  repelled  by  the  Religious  Righ 
influence  over  the  GOP.  "Heartland  Iowa" 
means  the  farming  counties  surrounding 
Des  Moines.  Voters  here  believe  deeply  in 
faith,  family,  and  community,  but  they  are 
concerned  about  the  harsh  tone  of  GOP 
culture  wars.  In  Greenberg's  view,  any 
candidate  who  attracts  a  plurality  of  these 
voters— as  Bill  Clinton  and  George  W  Bush 
did— is  likely  to  win. 

Both  parties,  however,  face  similar 
problems  reaching  them.  That's  because  the 
8%  of  Americans  who  are  nonaligned  buy 
neither  party's  total  package.  Rather  than 

gambling  on  a  new  formula  th 
could  break  the  impasse,  both 
parties  find  it  easier  to  fire  up 
their  respective  bases  with  red- 
meat  rhetoric.  Greenberg, 
though,  is  a  gambler,  offering 
an  eight-point  solution  for 
Democrats  that  ranges  from 
tax  reform  to  a  middle-class 
social  safety  net.  He  even 
^^^^^^^^  offers  a  hypothetical  strategy 

for  the  GOP.  However, 
Greenberg  inexplicably  ignores  the  GOP  strategy  of  appealinj 
to  the  investor  class  by  emphasizing  tax  cuts  that  benefit 
savings  and  investment.  By  not  discussing  Bush's  "ownershi 
society"  and  his  attacks  on  "junk  lawsuits,"  the  author 
fails  to  give  readers  a  taste  of  the  President's  emerging 
campaign  plan. 

Agree  with  him  or  not,  Greenberg  gives  us  plenty  to  think 
about.  It's  clear  that  John  Kerry  has  already  read  this  book, 
would  be  a  good  idea  for  George  Bush  to  check  it  out,  too. 

-By  Richard  S.  Dunhan 
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If  you  ask  the  right  questions,  nature  will  answer. 

By  finding  natural  alternatives  for  many  of  the  things  we  use  every  day 

we're  making  the  world  less  harmful  to  people  and  more  friendly  to  the  environment. 

Nature  has  answers.  Is  anyone  listening? 

Yes. 
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Fine-Tuning 

The  HDTV  Picture 


ban 
•:■ 


INFOCUS  SCREENPLAY  7200 


My  two  columns  on  high-definition  TV 
(BW— Jan.  26  and  Feb.  2)  attracted  a 
lot  of  interest  from  readers,  much  of  it 
in  the  form  of  requests  for  additional 
information.  In  this  column,  I'll  try  to 
answer  some  of  those  questions. 

What  about  using  a  video  projector  and  separate  movie-style 
screen  as  a  digital-TV  system? 

A  front  projection  setup,  as  it  is  known  in  the  industry,  can 
be  a  cost-effective  route  to  a  really  big  TV  picture,  but 
probably  at  something  less  than  true  high-definition 
resolution.  Many  manufacturers  make 
"home  theater"  projectors  that  are 
similar  in  design  to  computer-data 
projectors  but  are  optimized  for  video 
with  wide-screen  displays  and  extra- 
quiet  operation.  Starting  at  around 
$1,500,  you  can  have  a  display  whose 
size  is  limited  only  by  the  dimensions  of 
your  room. 

The  downside?  For  best  results,  you'll 
want  to  hang  the  projector  from  the 
ceiling  and  install  a  permanent  screen. 

Depending  on  the  complexity  of  the  installation  and  your  choice 
of  screen,  this  can  cost  from  several  hundred  dollars  to  several 
thousand.  Getting  the  best  picture  will  require  dimming  the 
room.  And  while  all  of  the  entertainment-oriented  projectors 
will  accept  HD  input,  most  of  them  will  reformat  it  because  they 
do  not  project  at  a  high  enough  resolution— at  least  720  lines— 
to  qualify  as  HD.  Those  projectors  that  do,  such  as  the  $7,000 
InFocus  ScreenPlay  7200,  are  expensive.  Where  more  affordable 
projectors  can  really  shine,  though,  is  in  showing  DVD  movies 
on  a  big  screen. 

Since  DVDs  provide  the  same  resolution  as  standard  TV,  why  do 
movies  look  so  much  better  on  an  HD  display? 

First,  despite  the  limitations  of  the  format,  DVDs,  especially 
wide-screen  versions,  contain  much  higher-quality  images 
than  standard  broadcast  or  cable-TV  signals— better  quality 
than  most  TV  sets  can  display.  Second,  the  makers  of  high- 
end  DVD  players  and  HD  receivers  and  displays  have  a  bag  of 
electronic  and  optical  tricks  that  can  make  that  DVD  movie 
look  a  lot  better  than  it  is. 

Someday  there  will  be  true  HD  prerecorded  movies,  but 
right  now  the  prospects  are  bleak.  The  standard  DVD  does 


not  have  enough  capacity  to  hold  the  enormous  amount.' 
data  that  HD  requires.  Unfortunately,  rival  groups  withir 
consumer-electronics  industry  are  developing  two  diffen 
high-capacity  formats  known  as  HD-DVD9,  pushed  by  Nv 
and  Toshiba,  and  Blu-ray,  which  is  favored  by  Sony, 
Panasonic,  and  other  leading  electronics  makers.  Having 
two  incompatible  standards  is  terrible  for  consumers  anc 
the  businesses  that  produce  and  distribute  content,  but  tl 
hasn't  prevented  format  wars,  such  as  the  ones  in  the  pa;- 
between  VHS  and  Betamax  videotape.  You  can't  buy  a  pla 
in  either  format  yet,  and  you  don't  want  to.  No  recorded 
content  is  available,  and  buying  what  turns  out  to  be  the 
wrong  format  would  be  a  costly  mistake  since  the  initial 
products  are  sure  to  be  expensive. 


Which  of 
the  two  main 
formats 
is  better? 
Well5itall 
depends... 


My  cable  box  has  HDTV  outputs.  Do  I 
need  an  HD  receiver  or  tuner,  too? 

You  would  need  an  external  tune- 
to  receive  over-the-air  HD  broadca;- 
For  cable  or  satellite,  though,  the 
set-top  box  may  be  adequate.  The 
equipment  supplied  by  the  provider 
however,  may  lack  features  such  as 
ability  to  enhance  standard- definite 
television  or  to  display  two  channel 
of  video  simultaneously 
(picture-in-picture). 


Which  of  the  two  main  HD 
formats,  720p  or  1080i,  is  bett  > 

A  simple  question  that  has 
simple  answer.  With  75%  mor 
pixels  than  720p,  1080i 
definitely  offers  higher 
resolution.  But  720p  does  a 
much  better  job  of  handling 
action  scenes  without  blurring 
or  creating  ghost  images.  Thai 
why  the  sports  network  ESPN 

HD  chose  720p  rather  than  the  higher  resolution. 

The  good  news  is  that  any  set  that  can  show  1080i  can  ah 

display  720p,  so  if  your  budget  has  room  for  a  big  set  with 

1080i  resolution,  you  can  buy  it  and  hope  that  the  networks 

choose  the  best  format  for  their  content.  ■ 

E-mail:  techandyou@businessweek.a 


BusinessWeek  online 


For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 


24  |  BusinessWeek  I  February  23,  2004 


reach 


AVA/A 


a  higher  plane 
of  communication 


^N  TAKING  YOUR  COMPANY  on  the 
telephony  road,  the  right  traveling 
mpanion  is  essential.  Avaya  Global 
rvices  will  not  only  get  you  going  in  the 
ht  direction,  but  we'll  guide  you  the 
lole  way.  For  starters,  we  develop  a 
mprehensive  network  plan  that  includes 


a  multivendor,  multitechnology  IP  readiness 
assessment.  This  tells  us  what  we  need  to 
know  to  help  you  avoid  surprises  during 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


Outsourcing:  Who's 
Safe  Anymore? 


The  American  economic  recovery  is  more  than  two  years  old.  But  jobs  and 
worker  incomes  have  yet  to  rebound.  If  this  recovery  had  followed  the 
typical  pattern  of  past  recoveries,  by  now  the  economy  would  have  created' 
more  than  8  million  additional  private-sector  payroll  jobs.  According  to 
Stephen  S.  Roach  of  Morgan  Stanley,  employment  is  even  2.4  million  jobs 


lower  than  the  level  predicted  by  the  economy's  performance 
during  the  1991-92  economic  upturn,  until  now  America's 
worst  jobless  recovery.  And  slack  labor  demand  has  depressed 
wage  and  salary  growth.  Since  the  beginning  of  the  recovery 
two  years  ago,  payouts  are  down  1%  in  real  terms— in  a 
typical  rebound,  they  would  be  up  by  nearly  8%.  The 
difference  translates  into  about  $350  billion  of  missing 
income  for  America's  workforce.  What's  going  on? 

NO  ONE  KNOWS  FOR  SURE,  but  a  growing  number  of  observers 
point  to  American  companies'  outsourcing  and  offshoring 
strategies  as  the  force  altering  the  usual  links  between 
economic  recovery  and  employment  growth.  Rough  estimates 
suggest  that  the  U.S.  has  lost  400,000  to  500,000  information- 
technology-processing  jobs  to  outsourcing  over  the  last  few 
years.  It's  a  small  number  in  an  economy  that  employs  around 
130  million  workers,  but  outsourcing  is  moving  quickly  up  the 
wage-skill  chain  from  call-center  employees  to  software 
engineers,  medical  specialists,  lawyers,  and  financial  analysts. 
Observers  may  disagree  about  outsourcing's  role  in  the  current 
cyclical  recovery,  but  outsourcing  will  clearly  be  a  powerful 
source  of  structural  change  in  labor  market  dynamics  over  the 
next  decade.  Forrester  Research  Inc.  estimates  that  about  3.3 
million  American  jobs  in  business  services  alone  will  be  shifted 
overseas  during  this  period.  The  actual  number  of  American 
jobs,  including  high-wage,  high-skill  jobs,  in  jeopardy  is  likely 
to  be  considerably  higher. 

According  to  standard  economic  theory,  the  outsourcing  of 
services,  like  the  outsourcing  of  manufactured  goods,  is  good 
for  the  American  economy.  It'll  enhance  the  productivity  and 
competitiveness  of  U.S.  companies  and  increase  the  demand 
for  their  other  goods  and  services  and  for  the  U.S.  workers 
who  produce  them.  In  addition,  as  foreign  incomes  grow,  the 
demand  for  U.S.  exports  will  expand,  providing  new  domestic 
high-wage  job  opportunities.  In  a  recent  study,  Catherine  L. 
Mann  of  the  Institute  for  International  Economics  analyzed 
the  outsourcing  of  manufactured  components  by  U.S. 
computer  and  telecommunications  companies  in  the  1990s. 
She  concludes  that  outsourcing  reduced  the  prices  of 
computers  and  communications  equipment  by  10%  to  30%. 
This  stimulated  the  IT  investment  boom  and  fueled  the  rapid 
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The  federal 
budget 
deficit  will 
limit  help  to 

laced 
workers 


expansion  of  IT  jobs.  She  argues  that  the  offshoring  of  IT 
services  will  have  a  similar  effect,  creating  jobs  for  U.S. 
workers  to  design,  tailor,  and  implement  IT  packages  for  a 
range  of  industries  and  companies. 

Mann  acknowledges  that  outsourcing  is  often  painful  for 
displaced  workers.  She  urges  that  trade-adjustment 
assistance  and  wage-insurance  programs  currently  offered  fr 
Washington  to  manufacturing  workers  who  lose  jobs  to 
foreign  competition  be  extended  to  white-collar  workers 
displaced  by  outsourcing  overseas.  As  outsourcing  grows,  so 
too  will  the  importance  of  public  policies  in  education  and 
training,  in  health-care  insurance  and  pension  portability, 
and  in  unemployment-compensation  programs  that  foster  th  ]| 

skills  and  mobility  of  the  U.S. 
workforce.  Unfortunately,  growing 
federal  budget  deficits  will  limit 
help  to  workers  displaced  by 
outsourcing. 

So  far  the  debate  about  the 
benefits  and  costs  of  outsourcing 
has  focused  on  jobs,  not  wages.  Yet 

H  i  ^"nl  i\  cf*c\         t^ie  "s^cs  t0  t^ie  ^atter  may  ^  more 

important.  Over  the  past  30  years, 
the  wages  of  low-skilled  American 
workers,  those  with  a  high  school 
education  or  less,  declined  both  in 
real  terms  and  relative  to  the  wages 
of  skilled  workers,  especially  those  with  a  college  education  oi 
higher.  Technological  change  and  outsourcing  decreased  the 
demand  for  low-skilled  U.S.  workers. 

Now  the  outsourcing  of  high-skill  jobs  threatens  to  shift 
demand  away  from  high-skilled  workers  to  cheaper 
substitutes  in  Asia.  Like  the  assembly  line  revolution  that  cut 
demand  for  skilled  artisan  workers  during  England's 
industrial  revolution,  the  new  wave  of  outsourcing  may  prove 
to  be  a  technical  change  that  curtails  demand  for  many  U.S. 
skilled  workers.  The  outsourcing  of  high-skill  American  jobs 
may  yield  economic  benefits  for  the  nation.  But  there  may  be 
a  sizeable  number  of  losers  as  well.  ■ 

Laura  D 'Andrea  Tyson  is  dean  of  London  Business  School. 
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Andy  Xie,  Morgan  Stanley  Economist 


Yu  Shi  Ju  Jin 

(That's  Chinese  for,  "Look  out  world,  here  we  come.") 


Every  year,  10  million  people  in 

China  migrate  from  their  villages  to  the  cities. 

The  economy  doubles  every  decade,  exports  every  five  years. 
Within  a  decade,  China  promises  to  become  the  world's  largest 
trading  nation.  Here,  clearly,  there  look  to  be  big  opportunities 
for  investors  in  the  21st  century. 

However,  China  is  more  complicated  than  just  being 
a  bet  on  growth.  The  important  themes  to  remember  are  (1) 
whatever  China  cannot  produce  is  likely  to  become  dearer,  (2) 
whatever  China  can  produce  is  likely  to  become  cheaper,  and 
(3)  competition  may  keep  profits  low  even  if  growth  is  high. 

China's  industrialization  is  likely  to  need  more  natural 
resources  than  the  reconstruction  of  Europe  and  Japan  after 
WWII.  Exhaustible  resources  could  be  more  expensive  for 
decades.  As  millions  of  Chinese  join  the  motoring  class, 
for  example,  oil  prices  may  consistently  trend  higher. 


#AK 


Prestigious  global  brands,  as  a  different  example,  could 
appreciate  in  value  with  China's  growth,  as  more  Chinese  can 
afford  higher-priced,  branded  products.  Thus,  the  best  plays  on 
China's  development  could  well  be  global  companies  that 
control  scarce  resources. 

At  the  other  extreme  is  China's  downward  pressure  on 
the  prices  of  manufactured  goods.  The  country's  vast  labor 
force  of  750  million  is  more  than  the  total  in  all  the  OECD 
countries.  Only  half  of  the  labor  force  has  left  the  land,  and 
urbanization  may  take  another  three  decades  to  complete.  Until 
then,  the  constant  flow  of  migrants  looking  for  work  is  likely 
to  hold  down  Chinese  wages.  Whenever  China  begins  to  make 
a  product,  its  price  will  reflect  Chinese  rather  than  Western 
wages.  Thus,  investors  should  monitor  international  price 
trends  for  manufactured  goods. 


Chinese  companies  can  be  good  plays  on  China's 
growth.  But  while  growth  may  be  high,  cut-throat  competition 
keeps  profitability  low  for  many  Chinese  producers.  Only  those 
with  vast  economies  of  scale  or  enjoying  regulatory  protection 
will  be  able  to  turn  China's  growth  into  profits. 

Excessive  optimism  should  be  avoided.  While  China's 
economy  is  on  a  powerful  secular  uptrend,  it  is  also  quite 
volatile.  Part  of  its  economic  strength  or  weakness  at  any 
point  reflects  its  economic  cycle.  Critically,  investors  need  to 
distinguish  between  the  long-term  trend  and  short-term 
volatility  in  China's  growth. 


Today's  extraordinary  optimism  toward  China,  for  example, 
could  be  exaggerated  by  the  effects  of  introducing  a  commercial 
housing  market  a  few  years  ago.  It  is  vital  not  to  be  caught  up  in 
the  hype.  When  China's  growth  is  above  its  long-term  trend,  as 
now,  the  market  may  be  euphoric  and  investors  could  overpay 
for  their  China  plays. 

Profiting  from  China  requires  more  than  just  a  focus  on 
growth.  China's  growth  reduces  prices  for  some  goods  and 
increases  prices  for  others.  Only  companies  exposed  to  the 
latter  dynamic  are  likely  to  benefit  from  China's  growth  in 
the  long  term. 


Andy  Xie 

Economist 
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rhe  Fed  Isn't  About  to 
lase  Up  on  the  Throttle 

ntil  the  job  market  rebounds  sharply,  inflation  won't  become  a  worry 


U.S.  ECONOMY 


When  Federal  Reserve  Chairman  Alan  Greenspan 
rent  up  to  Capitol  Hill  on  Feb.  11-12  to  deliver  his  twice-yearly  report 
q  monetary  policy,  he  made  it  clear  the  Fed  is  in  no  rush  to  remove 
ay  of  the  unusually  generous  stimulus  provided  by  a  1%  policy  rate,  a 
6-year  low.  "With  inflation  very  low  and  substantial  slack  in  the 


Dnomy,"  Greenspan  said,  "the  Federal  Reserve  can  be 
tient  in  removing  its  current  policy  accommodation.'' 
But  how  will  we  know  when  the  Fed's  patience  is 
taring  thin?  After  all,  the  economy  grew  6.1%  in  the 
cond  half  of  2003,  and  the  Fed's  latest  forecast  for 
>04  projects  growth  in  the  4.5%-to-5%  range,  faster 
an  the  4.2%  consensus  of  private  forecasters  (table), 
oreover,  the  chairman  admitted  that  the  Fed's  current 
•licy  rate  is  too  low  to  be  consistent  with  its  long-term 
>al  of  price  stability. 

Although  Greenspan  did  not  single  out  the  labor 
arkets,  the  key  to  any  decision  on  interest  rates  this  year 
11  come  down  to  jobs,  jobs,  jobs.  Ignore  all  the  hand- 
ringing  over  strong  growth  in  real  gross  domestic 
oduct,  the  resurgence  in  demand,  the  declining  dollar, 
id  soaring  commodity  prices.  In  the  end,  the  economy's 
flation  potential  lies  almost  solely  in  the  job  markets, 
ibor  conditions  must  tighten  enough  to  push  up  wage 
owth  sufficiently  to  feed  into  bigger  price  increases, 
ithout  that  engine  in  gear,  inflation  can't  get  moving. 
To  be  sure,  the  job  markets  are  slowly  stirring  back  to 
e,  as  the  Labor  Dept.'s  January  data  show.  And  the  rate 
improvement  will  pick  up.  Demand  is  now  growing  at 
pace  where  businesses  need  more  of  everything:  more 
ventories,  more  equipment,  and  more  workers.  Labor 
so  reported  that  productivity  gains,  while  still  good,  are 
awing  from  their  unsustainable  rate  of  recent  quarters, 
lowing  more  room  for  job  growth. 

OWEVER,  IN  THIS  NEW  ERA  of  global  economics,  the 
bor  markets  will  need  more  time  than  ever  before  to 
on  traction,  let  alone  tighten  up  to  the  point  where 
ages  and  prices  begin  to  spiral  upward.  Global 
impetition  has  forced  a  new  cost-cutting  mind-set  on 
jrporate  America.  Combined  with  technological 
Ivances  and  the  threat  of  outsourcing,  this  triple- 
reat  means  many  U.S.  workers  will  still  feel  job  jitters 
en  when  the  jobless  rate  falls  below  5%.  Unless 
orkers  feel  secure  enough  to  seek  higher  pay,  inflation 
ill  remain  absent. 

In  addition,  the  growing  investor  class  will  keep  the 
[ueeze  on  labor,  as  investors  demand  ever-increasing 
irnings  from  U.S.  corporations,  which  are  also  under 


siege  here  at  home  from  the  soaring  cost  of  health- care 
and  pension  benefits. 

The  January  jobs  report  also  offered  strong  evidence 
that  the  Fed  will  be  in  no  hurry  to  move  rates  up.  Payroll 
employment  increased  by  112,000  workers  last  month, 
the  largest  gain  in  three  years.  However,  that/  s  still  a 
very  slow  pace  for  a  recovery,  especially  with  economic 

growth  as  strong  as  it  is 


THE  FED'S  FORECAST 
FOR  2004 


4Q  TO  4Q  PERCENT  CHANGE 
2003 (ACTUAL)     2004 


REAL  GDP 


4.3%  4.5-5.0% 


PERSONAL  1.4 

CONSUMPTION 

DEFLATOR 


1.0-1.25 


UNEMPLOYMENT  5.9     5.25-5.5 
RATE* 


•FOURTH  QUARTER  AVERAGE 
Data:  Federal  Reserve  Board 


right  now.  Job  growth  in 
the  fourth  quarter 
averaged  only  62,000 
per  month. 

At  the  start  of  the  third 
year  of  recovery  after  the 
1990-91  recession,  job 
growth  averaged  166,000 
per  month,  even  though 
the  economy  was  grow- 
ing more  slowly  than  it  is 
now.  Greenspan  noted 
that  gross  separations 
from  employment  have  been  running  close  to  expected 
business-cycle  norms,  but  that  new  hires  and  layoff  re- 
calls are  far  below  what  past  experience  would  indicate. 
The  Labor  report  also  showed  annual  wage  growth  for 
production  workers,  about  81%  of  all  payrolls,  has  slowed 
by  a  percentage  point  during  the  past  year,  to  2%  in 
January.  Over  the  course  of  2003,  overall  wages  and 
salaries  for  both  blue-  and  white-collar  workers  grew  a 
faster  3.3%.  Yet  the  impact  on  business  costs  from  that 
modest  gain  in  pay  was  more  than  offset  by  a  hefty  5.3% 
advance  in  productivity.  As  a  result,  unit  labor  costs  fell 
by  2%  last  year,  while  prices  rose  by  a  modest  0.9%.  The 
result:  Cost  control  allowed  businesses  to  widen  their 
profit  margins,  even  as  inflation  was  falling. 

IN  THE  COMING  YEAR,  productivity  will  slow  as  it 
always  does  when  a  recovery  picks  up  steam— since 
businesses  can't  extract  5%  productivity  gains  from 
workers  forever.  Indeed,  that's  part  of  Greenspan's 
outlook.  "It  is  difficult  to  believe  that  we  can  continue  to 
advance  efficiencies  at  the  current  pace,"  he  said  in  his 
testimony  in  reply  to  a  question  about  jobs.  He  added  that 
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job  growth  will  eventually  pick  up,  as  companies  will  have 
to  rely  more  on  new  labor  to  meet  customer  demand.  It's 
already  happening.  After  three  years  of  declines,  hours 
worked  began  rising  in  the  fourth  quarter,  a  trend  that  is 
continuing  in  the  first  quarter  of  2004  (chart). 

Job  growth  and  hours  worked  should  continue  to  rise 
this  year,  especially  since  the  oudook  for  demand  is  solid. 
For  example,  if  the  economy  grows  4.5%,  as  generally 
expected,  and  if  productivity  slows  to  a  still-healthy  clip 
of  2.5%,  that  would  leave  room  for  about  2%  job  growth, 
or  about  200,000  jobs  per  month. 

But  keep  in  mind  that  it  takes  about  150,000  per 
month  just  to  keep  up  with  growth  in  the  labor  force. 
That  means  the  unemployment  rate  will  continue  to  fall 
from  its  January  level  of  5.6%,  but  not  very  quickly.  A  dip 
to  a  5%  unemployment  rate  will  hardly  cause  the  Fed  to 
worry  about  future  inflation.  The  Fed's  own  forecast 
expects  the  jobless  rate  to  slip  to  the  5.25%-to-5.5%  range 
by  the  end  of  the  year. 

MOREOVER,  IN  THIS  RECOVERY,  the  combination  of 
good  productivity  growth  and  the  trend  toward  job 
outsourcing  means  that  the  unemployment  rate  has 
considerable  room  to  fall  before  it  generates  excessive 
upward  pressure  on  wages  and  prices.  Indeed,  Greenspan 
said  that  a  rate  close  to  4%  might  be  consistent  with  stable 
inflation.  Note  that  when  the  Fed  began  tightening  policy 
in  June,  1999,  the  jobless  rate  had  already  fallen  to  4.2%. 

Still,  there  is  one  key  difference  between  Fed  policy  now 
and  in  1999.  Back  then,  the  real  policy  rate,  which  is  the 


target  rate  minus  inflation  and  thus  a  better  gauge  of  the 
stimulus  the  Fed  is  offering  the  economy,  was  about  3%  | 
That  rate  was  slightly  above  its  long-run  average  of  aboi 
3.5%,  meaning  that  policy  was  exerting  a  nearly  neutral  | 
impact  on  the  economy.  Typically,  a  real  funds  rate  well 
above  its  long-run  level  suggests  a  restrictive  policy, 7 

a  rate  well  below  trend  i 


HOURS  WORKED 
BEGIN  TO  PICK  UP 


QUARTERLY  PERCFNT  CHANGE.  AT 
,  ANNUAL  RATES 


TOTAL  HOURS  WORKED  AT 
NONFARM  BUSINESSES 
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plies  a  stimulative  polk 

By  that  metric,  the 

current  1%  policy  rate, 

which  in  real  terms  has 

been  negative  for  more 

than  a  year,  is  highly 

accommodative  at  a  tim 

when  the  economy  is 

clearly  mending  fast. 

Therefore,  given  the  lag 

with  which  policy  works 

policymakers  will  want 

begin  moving  the  rate  u 

toward  a  more  neutral  level  before  the  economy  has  usee 

up  all  of  its  slack  in  order  to  avoid  the  possibility  that 

rates  would  have  to  be  lifted  sharply  later  on. 

But  even  when  the  Fed  begins  to  raise  rates,  the  best 
analogy  is  not  with  slamming  on  the  brakes;  if  s  with 
easing  off  the  accelerator— to  slow  the  economy's  velocit 
from,  say,  75  mph  to  a  safer  speed.  And  in  2004,  the 
atypically  slow  rate  of  improvement  in  the  labor  markets 
will  allow  the  Fed  to  keep  the  pedal  to  the  metal  at  least 
until  yearend.  ■ 


•JANUARY  LEVEL 
Data:  Labor  Opt..  Global  Insight  Inc. 


AUSTRALIA 


Why  Rush  to  Raise  Rates  Down  Under? 


AUSTRALIA'S  CENTRAL  BANK  will 

have  to  walk  a  monetary  policy 
tightrope  this  year.  Robust  economic 
growth  at  home  has  the  Reserve  Bank 
of  Australia  on  alert.  Yet,  the  RBA 
knows  overzealousness  could  wreck  a 
hot  housing  market  and  slow  exports. 
In  its  Feb.  9  Statement  on  Monetary 
Policy,  the  RBA  was  upbeat.  The 
economy  entered  2004  with 
"considerable  momentum,"  and 
inflation  is  expected  to 
slip  to  1.5%  later  this 
year,  below  its  2%-to- 
3%  target  band.  Still, 
the  bank  sees 
monetary  policy  as 
"mildly 

accommodative," 
suggesting  further 
action  this  year, 
following  two  25  basis 
point  i  ikes  in  late 
2003  that  put  the  cash 
rate  at  5.25%. 


BEWARE  OF  A 
MARCH  HIKE? 


JUNE  2, '03 

Data:  Global  Insight  Inc 


The  RBA  says  the  surging 
Australian  dollar,  up  33%  in  the  past 
year,  is  pushing  inflation  lower  via 
cheaper  imports.  But  among  sectors 
with  httle  or  no  foreign  trade,  such  as 
construction,  health  care,  and 
education,  inflation  is  up  4.4%. 
Higher  wages,  strong  home  sales,  and 
brisk  domestic  demand  are  also  seen 
pushing  up  prices  heading  into  2005. 
Housing  is  a  big  concern.  In 

December,  housing 
credit  for  both  new 
mo-tgages  and 
refinancings  grew  a 
blistering  23.4%  from 
a  year  ago.  And  the 
level  of  household 
interest  payments  as  a 
share  of  aftertax 
income  likely  hit  a 
new  high  last  quarter. 
More  rate  hikes  would 
likely  ratchet  up  the 
burden  because  most 
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Australian  mortgages  have  variable 
rates.  So  if  the  central  bank  goes  too 
far,  consumer  demand  could  unravel 

The  RBA  must  also  be  mindful  of 
how  rate  hikes  will  affect  exports.  It 
says  the  spike  in  the  Australian  dollai 
will  have  a  limited  impact  since 
higher  global  prices  for  commodities 
which  account  for  over  half  of  the 
country's  exports,  will  help  offset  the 
drag  from  a  heftier  dollar.  If,  howevei 
the  currency  strengthens  faster  than 
commodity  prices  rise,  exports  could 
take  a  big  hit.  Rate  hikes  could  help 
push  the  dollar  up  by  attracting  more 
investors,  especially  since  most  majoi 
central  banks  show  scant  sign  of 
raising  their  rates  anytime  soon. 

Investors  anticipate  a  rate  hike  m 
March  (chart).  However,  with  some 
signs  that  housing  is  starting  to  slow, 
and  with  the  dollar  still  climbing,  the 
RBA  has  room  to  err  on  the  side  of 
caution  and  wait  a  while  longer.  ■ 
-By  James  Mehring  in  New  Yori 


32  I  BusinessWeek    February  23.  2004 


1  ***    - 


1 


Du've  got  inventory  covered.  You've  got 
lipping  covered.  What  about  surprises? 

jestions  are  everywhere.  Insight  is  not.  Making  important  decisions  is  your  job. 
jlivering  the  insight  to  help  you  make  smarter  decisions  is  ours.  With  business 
plications  from  supply  chain  management  to  manufacturing,  we  have  the 
perience  and  resources  to  help  you  succeed  in  a  business  world  where  the  only  thing 
rtain,  is  uncertainty.  To  learn  more,  visit  microsoft.com/BusinessSolutions/lnsight 
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CONVERGENCE 


MEGA  MEDIA 
MERGERS:  HOW 
DANGEROUS? 


If  Comcast  wins  Disney,  a  few 
behemoths  will  dominate  news, 
entertainment,  and  distribution 


COMCAST  CEO  BRIAN 
Roberts  hung  up  the 
phone  on  Feb.  9  and 
walked  out  of  his  office 
with  a  plan.  Michael  Eis- 
ner had  just  spurned  a 
friendly  offer  to  merge 
Roberts'  cable  giant  with  Disney.  Two 
days  later,  Roberts  shook  up  the  media 
world  once  again— this  time  with  a  hos- 
tile $54  billion  bid  for  Walt  Disney  Co. 

It  was  a  brilliant  counterpunch  to  Ru- 
pert Murdoch's  acquisition  in  December 
of  satellite  service  DirecTV,  which  made 
Murdoch  the  world's  most  powerful 
mogul.  Now,  if  Comcast  Corp.  wins  the 
fabled  Mouse  House,  the  global  media 
landscape  will  be  dramatically  altered. 
Roberts  and  Murdoch  could  rule  as  the 
twin  supermoguls  of  media,  with  Com- 
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cast  lording  it  over  cable  and  News  Corp. 
ruling  the  skies.  Between  them,  they'll  be 
gatekeepers  to  33  million  U.S.  homes,  top 
creative  talent,  and  news  outlets  galore. 
And  they'll  have  their  hands  on  the 
newest  technologies  as  entertainment 
goes  ever  more  digital. 

You  might  not  think  the  soft-spoken 
exec  from  Philadelphia  i:;  up  to  the  job  of 
rivaling  Rupert.  But  the  intensely  com- 
petitive Roberts,  44,  has  been  making  a 
string  of  gutsy  bets,  especially  his  $54  bil- 
lion acquisition  of  AT&T  Broadband  just 
15  months  ago.  That  merger  gave  Com- 
cast, founded  by  Brian's  father,  Ralph,  in 
1963,  the  distribution  reach  he  lacked. 
Now,  facing  Murdoch's  might— top- 
notch  content  delivered  via  satellite 
around  the  globe— Roberts  also  needs 
programming   heft.   With    Disney,   he 


t 


would  get  it,  and  then  some.  "The  con 
sumers  win  here  because  we  will  be  abl< 
to  give  them  access  to  movies  and  sho 
much  more  quickly,"  he  says.  "We  plan  t 
accelerate  the  digital  promise." 

In  addition  to  operating  the  largest  c 
ble  company  in  the  U.S.,  with  21  millioi 
subscribers  (about  one  in  five  homes 
Roberts  would  add  to  his  existing,  paltr 
programming  portfolio  Disney's  movi 
studio,  the  ABC  network,  ESPN,  and  th 
Disney  Channel  (among  other  cabl 
channels),  and  theme  parks.  "Who  ha 
better  content  than  Disney?"  says  Com 

TOP  PLAYERS  Clockwise  from  upper  left 
Murdoch  of  News  Corp.,  Parsons  of  Time 
Warner,  Roberts  of  Comcast,  Redstone  o 
Viacom,  and  (center)  Eisner  of  Disney 
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cast  Cable  Communications  Inc.  Presi- 
dent Stephen  B.  Burke,  45,  a  former  top 
Disney  exec  who  would  be  charged  with 
running  his  old  company  (page  42). 

Aside  from  a  brief  respite  in  the  post- 
September  11  economy,  the  media  busi- 
ness has  been  consolidating  steadily  for 
more  than  a  decade.  But  the  deals  of  the 
past  few  months  have  upped  the  stakes. 
It's  no  longer  enough  to  have  more  con- 
tent than  the  other  guy:  Now  you  need 
distribution  to  win.  If  media  execs  didn't 
learn  that  from  Murdoch,  they're  getting 
the  message  this  time  from  Roberts.  Via- 
com International,  Time  Warner,  NBC, 
and  others  will  be  doing  some  serious 
soul-searching  about  their  own  scale  and 
mix  of  businesses.  For  years,  it  has  been 
Eisner's  mantra  that  "content  is  king." 
Those  words  are  likely  haunting  him 
"These  deals  are  all  about  the  abil- 


now. 


ity  to  deliver  entertainment  to  cus- 
tomers when  they  want  it  and  how  they 


want  it,"  says  Kathryn  R.  Harrigan,  a 
professor  of  business  strategy  at  Colum- 
bia University's  Graduate  School  of 
Business.  "  [The  Comcast  bid]  is  such  a 
beautiful,  huge  vertical  piay.  You  have  to 
have  this  scale  to  compete." 

FEWER  VOICES? 

HOWEVER  LOGICAL  such  deals  may 
seem  to  the  empire  builders,  they  raise 
new  questions  about  how  much  consoli- 
dation is  too  much.  Concentration  of  me- 
dia power  in  too  few  hands  not  only  can 
lead  to  higher  prices  for  consumers  but 
can  hurt  variety  and  quality  of  program- 
ming. It  raises  the  temptation  for  owners 
to  impose  their  views  on  a  public  with 
fewer  alternatives.  And  cash-poor  inde- 
pendent voices  may  have  trouble  getting 
into  vast  proprietary  networks.  Won- 
dered John  McCain  at  a  Congressional 
hearing:  "When  is  the  endpoint  to  all  of 
this?  Why  not  have  Rupert  Murdoch  buy 


another  company,  then  Comcast  an^ 
and  on  it  goes.  At  some  point,  you'll 
many  voices— and  one  ventriloq 
Media  critics  couldn't  help  noticinj 
Comcast's  bid  was  announced  o 
same  day  a  federal  appeals  court 
hearing  challenges  to  the  new  rei 
media  deregulation.  Adds  consume 
vocate  Jeff  Chester,  executive  direct 
the  Center  for  Digital  Democracy: 
cast  should  create  the  Hubris  Charm 
In  a  political  season,  the  moves  c 
kick  off  renewed  debate  about  wht 
the  moguls  need  to  be  curbed  or  wh 
market  competition  alone  can  co 
their  new  muscle.  "A  merger  of  that  nfc.  - 
nitude,  if  it  goes  through,  will  have  t< 
through  the  finest  filter,"  says  Fed 
Communications  Commission  Chain;  i; 
Michael  K.  Powell.  Comcast  execs  d 
seem  too  worried,  though,  saying  i 
regulators'  surprisingly  easy  approva 
News  Corp.'s  DirecTV  last  year  encc 
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A  merger  of  the  two  companies  would  create 
a  $50.5  billion  colossus  on  a  scale  to 
compete  with  Murdoch.  Programming  would 
include  cable  sports  powerhouse  ESPN, 
ABC  and  the  Disney  Channel,  movies  and 
animation,  theme  parks,  and  a  stable  of 
sports  teams,  including  the  NBA's  76ers. 

A  $30  billion  empire,  including  contrc 
stakes  in  DirecTV  and  BSkyB,  its  bigg 
strength  is  its  fast  growing  cable  char 
Those  include  Fox  News  and  stakes  ir 
regional  sports  networks.  Other  asset 
include  the  20th  Century  Fox  studio,  n 
than  100  newspapers,  and  HarperCol 

»  •  V^  ■    1  \**  a      If  1^1   1     v4  1  \-f  VI    1  ►*-/  wi  V  1  \./  1    1 

and  content,  now 
jockeying  for  dominance 

Nearly  21  million  cable  households  in 
many  major  markets,  a  growing  number 
of  them  broadband  subscribers.  Comcast 
is  rolling  out  video-on-demand  and 
other  digital  services  including  Internet 
telephony. 

Murdoch's  just-completed  deal  to  buy 
DirecTV  satellite  service  combines  wii 
huge  swath  of  satellite  distribution 
worldwide,  including  12  million  subsc 
in  the  U.S.  Has  services  like  digital  vid 
recorders  but  little  broadband  capabi 
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Huge  gatekeeper  power  over  entertainment 
and  news;  the  ability  to  drive  hard  bargains 
for  programming  prices  and  speed  up  movie 
releases  to  get  to  consumers  faster. 

His  empire  is  gunning  for  subscribers 
Comcast  and  other  cable  operators. 
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:  1  them  to  ramp  up  their  bid. 

iradoxically,  though,  as  the 

ia  business  has  become  more 

iolidated,  its  offerings  have  be- 

e  more  fragmented.  Look  no 

ler  than  the  declining  prime- 

!  audience  on  the  broadcast 

vorks,  as  folks  tune  in  further 

heir  dials  to  watch  targeted  ca- 

channels— or  as  they  eschew 

le-time  altogether  and  cus- 

ize  their  viewing  on  TiVos.  In  a 

Id  of  splintered  audiences,  says 

Hindery  Jr.,  veteran  cable  exec 

chairman  and  CEO  of  YES  Net- 

ks,  "this  is  an  extremely  clever 

isaction,"    positioning   Comcast   to 

p  a  huge  portfolio  of  programs  that 

leal  to  a  wide  array  of  tastes. 

omcast    executives     have     always 

rned  to  own  more  programming,  but 

ody  expected  they  would  move  this 

Ahead  of  schedule  with  debt  reduc- 
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tion  and  its  integration  of  AT&T  Broad- 
band running  smoothly,  Roberts  and  his 
team  of  advisers  several  weeks  ago  began 
to  consider  more  seriously  whether  the 
time  was  right  to  make  the  move  on  Dis- 
ney. "This  was  the  opportunity,  and  we 
knew  we  could  move  quickly;  we  did  the 


same  thing  with  AT&T,"  says  one 
Comcast  exec. 

For  one  thing,  Eisner  was  em- 
battled by  board  troubles  and  a 
succession  quandary.  As  the  con- 
troversies continued  to  swirl  and 
make  headlines,  Roberts  gathered 
a  team  of  lawyers  and  investment 
bankers,  including  his  longtime 
adviser,  Quadrangle  Group's 
founder  Steven  Rattner  and  for- 
mer Comcast  board  member  Felix 
Rohatyn,  for  several  intense  meet- 
ings in  Philadelphia  and  New 
York.  After  marathon  sessions  in 
the  week  before  Feb.  9  in  the  Manhat- 
tan offices  of  Comcast's  outside  law  firm, 
Davis  Polk  &  Wardell,  and  at  Roberts'  fa- 
vorite hotel,  the  St.  Regis,  Roberts  headed 
back  to  Philly  to  make  the  call  to  Eisner  at 
his  office  in  Burbank.  He  would  propose 
the  merger  ahead  of  Disney's  annual 
meeting  on  Mar.  3,  to  be  held,  ironically, 


,6  billion  a  year  company  controls 
ful  cable  channels  HBO,  TNT,  CNN, 
Cartoon  Network,  plus  such 
es  as  Time,  People,  and  Sports 
id.  It  also  has  the  WB  TV  Network 
Warner  Bros,  and  New  Line  Cinema 
udios. 

irly  11  million  cable  subscribers, 
I  million  AOL  members  in  the  U.S. 
rther  6.4  million  in  Europe,  the 
y  has  made  a  major  bet  on 
nd. 


t  second  in  cable,  raising 
ion  that  the  company  is  eyeing 
ion  or  bankrupt  Adelphia  for 
>d  distribution  heft. 


A  $26.6  billion  giant  that  owns  the  CBS  and 
UPN  TV  networks,  plus  cable  channels  MTV, 
Nickelodeon,  and  BET,  as  well  as  Paramount 
Pictures  studio.  It  also  controls  publishing 
giant  Simon  &  Schuster,  the  huge  Infinity 
radio  network,  and  a  highly  profitable 
billboard  business. 


Viacom  has  39  TV  stations  covering  44% 
of  the  country,  in  addition  to  its  180  radio 
stations  and  the  billboard  unit.  Plans  to  spin 
off  its  money-losing  Blockbuster  chain. 


Relies  on  advertising  revenue  for  45%  of  its 
revenue.  Said  to  be  considering  going  after 
EchoStar,  No.  2  satellite-TV  operator,  with 
9  million  subscribers,  to  stay  in  the  game. 


The  $6.9  billion  GE  unit  has  Telemundo,  the 
No.  2  Hispanic  network  in  the  U.S.,  and  will 
combine  with  Vivendi  Universal 
Entertainment.  That  will  give  it  two 
broadcast  networks  and  cable  channels 
Bravo,  USA,  Sci-Fi,  CNBC,  and  others,  plus 
the  studio  that  produced  Seabiscuit. 


Despite  its  strong  programming,  its  28  TV 
stations  serve  less  than  30%  of  the  nation's 
households.  Another  weakness:  It  is  heavily 
reliant  on  advertising  revenues. 


Smallest  player.  Waiting  to  close  on  Vivendi's 
Hollywood  unit  and  theme  parks,  which  it's 
likely  to  spin  off.  Could  use  a  cable  or 
satellite  distribution  partner. 
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in  Philadelphia.  When 
Eisner  rebuffed  the  bid, 
Roberts  quickly  recon- 
vened his  team  of  advisers, 
who  were  pacing  nervous- 
ly in  a  conference  room  at 
Comcast's  headquarters. 
They  decided  to  go  ahead 
with  their  bid  immediately. 
"How  could  we  have  re- 
ported our  numbers  to  the 
Street  and  come  back  a 
week  or  so  later  and  say, 
'Oh,  by  the  way,  we  plan  to 
buy  Disney.'  We  had  to 
do  it  on  die  11th,"  says 
one  high-ranking  Comcast 
executive. 

Eisner  was  certainly 
making  himself  vulnera- 
ble. For  all  of  his  mis- 
steps—driving away 
Steven  P.  Jobs's  hit-making 
animation  factory,  Pixar 
Animation  Studios,  or 
watching  a  parade  of  top 
executives  head  for  the 
door— his  biggest  mistake 
was  to  miscalculate  just 
how  strong  a  hand  he 
could  build  by  collecting 
only  entertainment 
brands.  He  spent  $19  bil- 
lion to  buy  Capital 
Cities/ABC  in  1996— not 
for  the  network,  he  later 
professed,  but  to  get  his 
hands  on  the  money-mint- 
ing ESPN  sports  franchise. 

But  the  tide  had  turned, 
and  distribution,  not  con- 
tent, was  becoming  king. 
At  the  same  time,  Eisner 
nickel-and-dimed  his  own 
distribution  assets.  Even 
as  media  giants  such  as  Vi- 
acom and  News  Corp. 
scooped  up  TV  stations 
and  benefited  from  their 
mountains  of  cash  flow, 
Disney  held  pat  with  10  TV  stations— cov- 
ering only  about  24%  of  the  country  while 
his  larger  opponents  built  groups  that 
covered  nearly  twice  as  much  territory.  "It 
was  a  tactical  mistake,"  says  former  Via- 
com and  Universal  Studios  top  executive 
Frank  J.  Biondijr. 

INVITING  TARGET 

ON  TOP  OF  THAT,  Eisner  for  years  had 
faced  criticism  for  having  a  compliant, 
handpicked  board,  making  him  the 
poster  boy  for  weak  corporate  gover- 
nance. To  appease  his  critics,  the  Disney 
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Troubled  Kingdom 

Why  Disney  is  vulnerable 


CREATIVE  TENSION  Eisner  has  a  long  history  of  battling  with  the 
creative  types  key  to  Disney's  success.  He  appears  to  have  alienated 
Steve  Jobs's  hitmaker  Pixar  Animation,  and  he's  locked  in  battle  with 
Harvey  Weinstein,  head  of  the  Disney-owned  Miramax  unit  that 
produced  hits  like  Chicago.  He  also  turned  down  both  the  Lord  of  the 
Rings  trilogy  and  Jerry  Bruckheimer's  huge  TV  hit  CS/  over  price. 


BAD  ACQUISITIONS  Starting  with  Disney's  1996  deal  to  buy  CapCities  ABC, 
Eisner  hasn't  been  able  to  generate  growth  from  new  assets.  ABC's  ratings  have 
fallen.  His  $5.2  billion  purchase  of  the  Fox  Family  Channel  in  2001  hasn't 
produced  any  hits,  while  his  1999  deal  to  buy  Internet  portal  Infoseek  generated 
nearly  $1  billion  in  writedowns. 


EXECUTIVE  DISSENT  The  strong-willed  Eisner  drove  off  studio  chiefs  Jeffrey 
Katzenberg  and  Joe  Roth;  more  recently,  Paul  Pressler  left  to  head  Gap  when  he 
wasn't  included  in  Disney's  succession  plans.  Eisner  clashed  with  ABC  top 
executive  Steve  Burke,  who  quit  and  now  may  head  Disney  for  Comcast.  Earlier, 
he  forced  out  CFO  Steve  Bollenbach,  now  Hilton's  CEO. 


THEME  PARK  WOES  Disney's  amusement  parks  under  Eisner  have  underspent 
on  key  capital  projects.  He  skimped  on  Disney's  California  Adventure  theme  park 
in  Anaheim,  spending  only  $1  billion,  resulting  in  underwhelmed  visitors. 
And  scaling  back  on  staffing  levels  has  led  to  unwelcome  publicity  following 
accidents  at  Disneyland. 


BRAVE  SMILES  Can 

theme  parks  rebound 
from  the  slump? 


CEO  in  the  past  year  made  several 
changes,  including  adding  more  inde- 
pendent board  members.  Those  changes 
and  others  left  Disney  open  to  a  hostile 
bid.  Roberts  and  his  strategists  sensed  an 
opening.  "They  became  a  much  more 
inviting  target,  if  not  a  pushover,"  says 
one  Comcast  adviser. 

Now,  with  Comcast's  bid  to  buy  Dis- 
ney, the  future  of  the  media  world  firmly 
tilts  toward  those  companies  that  control 
access  to  America's  homes.  Today,  the 
three  giants— Comcast,  Time  Warner, 
and  News  Corp.— collectively  can  reach 


more  than  a  third  of 
TV  households.  The 
ger  the  audience,  the 
ter  to  lure  marketers 
launch  new  channels  v 
a  breakeven  prospect, 
you're  a  Lifetime  or  a  1 
tory  Channel,  yoi 
starting  to  look  a  li 
puny,"  says  Josh  Bern 
principal  analyst  at  F 
rester  Research  Inc.  ai 
need  a  large  comp< 
that  can  guarantee  \ 
eyeballs." 

Who's  likely  to  bulk 
next?  Almost      certaii 
Time   Warner,   w 
10.7    million    ca 
subscribers    and 
host  of  popular  ca 
channels     such 
TNT    and   CNN, 
tends  to  get  bigg 
One  likely  possibil 
is  that  the  cable  op 
ator    will    bid 
Bethpage        (NA 
based    Cablevision    S? 
terns   Corp.,   whose   I 
million     subscribers 
well  with  Time  Warne 
New  York  area  systems. 
But        Time  Warn 
faces  constraints  in  ho 
much  dealmaking  it  d 
do.  The  company  is  er 
broiled  in  a  federal  ii 
vestigation  into  accoun 
ing     practices     at     i 
America     Online     un; 
and    resolving    the    ii 
quiry  is  the  top  priori 
of  CEO  Richard   D.  Pa 
sons.  The  company  ah| 
has  to  contend  with 
slew  of  shareholder  lawsuits  related  1 
the  AOL  and  Time  Warner  deal  i 
2001.  "We've  got  a  lot  on  our  plai 
right    now,"    says    one    senior   Tim 
Warner  exec.  If  Comcast's  bid  ul 
mately   puts    Disney    in    play,   Ti 
Warner  won't  be  taking  a  look. 

The  biggest  deal  could  involve  Vi 
com,  which  is  the  company  most  ej 
posed  to  swings  in  advertising,  whic 
has  been  in  a  miserable  slump  over  th 
past  few  years.  That  said,  the  Sumner  M 
Redstone-controlled  media  empire,  witi 
its  hot  MTV  and  Nickelodeon  network! 
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gets  as  much  as  45%  of  its 
revenues  from  advertising. 
And  the  cable-channel  fees 
aren't  immune  to  pressure: 
Last  year,  Murdoch's  34%- 
controlled  British  Sky 
Broadcasting  PLC  in 
Britain  forced  MTV  to  cut 
its  rates  by  about  10%. 

Viacom  is  busy  doing 
some  restructuring  of  its 
own,  trying  to  unload  its 
Blockbuster  Inc.  unit  in 
what  could  end  up  being  a  tough  sell 
to  investors,  since  DVD  sales  and 
rentals  are  expected  to  level  off  in 
coming  years.  It  has  also  been  ru- 
mored that  Viacom  is  still  interested 
in  acquiring  Univision  Communica- 
tions Inc.,  the  U.S.'s 
largest  Hispanic  media 
company,  as  an  entree 
into  a  fast-growing  mar- 
ket in  the  U.S.  But  the 
price  tag  in  the  past  has 
been  too  rich  for  Viacom's 
prudent  execs.  Of  course, 
Univision  would  give  it 
more  of  what  it  has  plenty 
of— programming. 

Where  could  Viacom  go 
for  distribution  clout?  One 
logical  partner  would  be 
EchoStar  Communications 
Corp.,  the  second-largest 
satellite  operator  after  Di- 
recTV, with  9  million  sub- 
scribers. Analysts  such  as 
Forrester's  Bernoff  figure 
the  two  would  make  good 
partners  and  that 
"[EchoStar  CEO  Charlie 
Ergen]  would  sell  out  in  a 
minute  to  the  right  compa- 
ny." In  that  scenario,  with 
his  own  satellite  distribu- 
tion, Redstone  might  even 
be  so  bold  as  to  yank  MTV 
from  DirecTV  or  Comcast, 
preferring  instead  to  keep  it 


Ifsagreat 
match,  says 
Burke: 'Who 
has  better 
content  than 
Disney?" 


k\ 


of  Comcast  and  News 
Corp.  But  analysts  warn  to 
not  count  out  NBC  down 
the  road,  particularly 
since  GE  CEO  Jeffrey  R. 
Immelt,  unlike  his  prede- 
cessor, Jack  Welch,  has 
banked  a  share  of  the  com- 
pany's growth  on  a  media 
strategy. 

The  Comcast-Disney 
combo  will  also  test  the 
country's  mood  on  media 
power.Even  without  he  Comcast  bid, 
the  FCC's  Powell  has  been  on  the  hot 
seat  defending  new  rules  he  and  his 
colleagues  passed  last  July  to  enable 
more  media  mergers.  The  sweeping  set 
of  regs  allows  TV  networks  to  own  local 


DISH 


Co.'s 
was 
own 


on        EchoStar's 
Network. 

General  Electric 
NBC,  meanwhile, 
counting  on  its 
blockbuster  acquisition  of 
Vivendi  Universal's  TV 
and  movie  businesses  to 
elevate  it  into  the  realm  of 
media  heavyweights.  But 
since  it  announced  the 
then-bold  deal  in  October, 
its  foray  has  already  be- 
gun to  pale  next  to  those 


Is  Big  Media 
A  Good  Thing? 

The  consequences  of  frantic  consolidation 


■  Combining  studios  that  produce 
programming  with  the  cable  and 
broadcast  units  that  distribute  it 
saves  money  and  creates  greater 
efficiencies,  benefiting  shareholders 


■  Programming  quality  and  variety  will 
suffer,  because  fewer  people  will  decide 
what  to  air,  while  the  conglomerates  will 
insist  their  subsidiaries  run  shows 
created  in-house 


■  Bigger  companies  have  greater 
financial  heft,  allowing  them  to  put 
more  resources  into  creating  more  TV 
programs  for  viewers 


■  The  concentration  of  power  in  the 
hands  of  fewer  media  giants  means 
less  competition  and  higher  prices  for 
cable  and  satellite  subscribers 


■  Deep  pockets  will  also  speed 
investment  in  new  technology,  such 
as  HDTV,  video-on-demand,  and 
interactive  television 


■  If  a  few  biggies  control  content  and 
distribution,  smaller  programmers 
with  distinctive  points  of  view  may  get 
squeezed  out  as  well 


stations  reaching  up  to  45%  of 
tion's  audience,  up  from  a 
35%  limit.  They  also  permit  one 
pany  to  own  up  to  four  local  TV  stiji 
in  a  local  market  and  allow  newsp 
to  own  broadcasters.  Already,  Con  I 
has  rolled  back  one  rule  in  Jarl 
trimming  the  TV  networks'  abil  I 
own  local  stations  to  those  cov| 
only  39%  of  U.S.  viewers. 

For  the  FCC's  Powell,  Feb.  11 
three-ring  circus.  There  was  the 
ing  by  judges  at  the  U.S.  Appeals 
in  Philadelphia  over  his  new  rules! 
ing  restrictions  on  media  owner! 
Meanwhile,  on  Capitol  Hill,  lawnul 
were  grilling  him  and  Viacom  Presi| 
Mel  Karmazin  for  Janet  Jacl 
"wardrobe  malfunction"  during  tht 
per  Bowl  halftime  si 
The  display  of  allegecj 
decency,  many  claim, 
the  direct  result  of  ml 
megaconsolidation 
leads  to  a  mindless  cf 
for  bottom-line  res 
through  racy  progr| 
ming. 


WINKS  AND  NODS 

STILL,  FOR  ALL  the  c 
troversy  stirred  up  by 
dia's     rush     to     bign 
chances  are  FCC  wai 
dogs  and  U.S.  trustbus 
would  bless   a  Come 
Disney  deal.  Thanks  t 
Washington  Court  of 
peals   decision   in   20 
which   lifted   a   longti 
ban  against  cable  com 
nies     from    owning 
broadcast    stations, 
new  media  giant  woi 
pass    muster.    Moreo\ 
the  two  companies  o1 
few    overlapping    asse 
While    Comcast    contn 
primarily  cable  distrib 
tion  systems,  Disney  ow 
broadcast  and  cable  pi 
gramming  and  broada 
TV  stations. 

But  the  deal  could  st 
raise  a  ruckus.  Opponer 
of  the  Comcast-Disn 
deal  will  argue  that 
combination  would  e 
able  the  nation's  mec 
oligopolists  to  raise  rat 
on  cable  and  satellite  su 
scriptions  while  diminisl 
ing  the  diversity  of  the 
programming.       "In 
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world  where  a  few  entrepreneurs  con- 
trol the  media,  they  can  wink  and  nod 
at  each  other,  rather  than  cut  prices 
and  offer  a  diverse  set  of  views  and  en- 
tertainment," says  Gene  Kimmelman, 
co-director  of  Consumers  Union. 

TIME  FOR  DEBATE 

AT  THE  SAME  TIME,  huge  cable  and 
satellite  distributors,  such  as  Comcast 
and  News  Corp.,  would  have  a  big  in- 
centive to  feature  their  in-house  pro- 
grams on  their  systems,  squeezing  out 
less  well-pedigreed  programmers. 
"Smaller  independent  channels  would 
be  forced  into  cable  Siberia,  the  premi- 
um tiers,  whereas  the  Disney  channels 
would  get  on  the  basic  tier,"  says 
Jonathan  Rintels,  executive  director  of 
the  Center  for  Creative  Voices  in  Media, 
representing  independent  screenwrit- 
ers and  production  houses.  "They'll 
shrivel  up  and  die  or  be  forced  to  merge 
with  a  media  colossus." 

The  end  result:  Viewers  see  more 
homogeneous  programming  with  few- 
er fresh  points  of  view.  Some  would  ar- 
gue that  less  diversity  in  TV  entertain- 
ment may  not 
shake  the  founda- 
tions of  American 
democracy.  Yet,  if 
the  courts  bless 
the  FCC  rules  now 
under  review,  one 
day,  broadcasters 
and  cable  compa- 
nies could  own 
newspapers  in  the 
same  communi- 
ties. The  power  of 
such  a  company  to 
shape  the  views  of  the  public  would 
make  Citizen  Kane  look  like  a  pussy- 
cat. "Yesterday's  unthinkable  deal  be- 
comes tame  in  comparison  with  what's 
coming  next,"  says  Center  For  Digital 
Democracy's  Chester. 

The  genie  may  well  be  out  of  the 
bottle.  Now  that  Murdoch  has  pur- 
chased DirecTV,  Comcast  feels  it  has 
no  choice  but  to  snap  up  a  program- 
ming powerhouse  like  Disney.  Then,  it 
may  be  Viacom's  turn,  or  NBC's,  and  so 
on  down  the  line.  The  new  super- 
moguls  may  yet  spark  a  fresh  debate 
about  how  far  consolidation  should 
go— and  this  time,  they  may  not  get  to 
script  the  ending.  ■ 

-By  Tom  Lowry  in  New  York,  Ronald 

Grover  in  Orlando,  and  Catherine  Yang 

in  Washington,  with  Steve  Rosenbush 

in  New  York  and  Peter  Burrows 

in  San  Mateo,  Calif. 


Smaller 
channels 
maybe 
forced  to 
merge 
or  die 


STEVE  BURKE 


Payback  Time 

For  an  Ex-Boy  Wonder? 


Stephen  B.  Burke  recalls  his 
knees  knocking  when  he 
approached  Walt  Disney  Co. 
Chairman  Michael  D.  Eisner 
and  Disney  Chief  Financial 
Officer  Gary  L  Wilson  in  1986.  Only  a  few 
months  on  the  job,  Burke  was  making  a 
pitch  to  start  the  company's  first  Disney 
Store.  "Sure,"  he  later  recalled  Eisner 
telling  him.  "Just  don't  screw  it  up." 

He  didn't.  For  more  than  five  years, 
Burke,  now  45,  was  a  Disney  wunderkind, 
creating  a  hugely  profitable  retail  chain.  His 
next  act  was  helping  restructure  Disney's 
faltering  efforts  at  Disneyland  Paris.  In  a 
13-year  Disney  career,  he  eventually  rose  to 
president  of  ABC  Inc.  But  Burke  and  Eisner 
clashed  in  1998,  and  when  a  Comcast 
Cable  Communications  Inc.  headhunter 
called  and  offered  him  the  No.  2  spot, 
Burke  bolted.  That,  Eisner's  critics  contend, 
was  a  dark  day  for  Disney.  "He  was  the 
driving  force  behind  the  stores  when  they 
were  strong,"  says  former  Disney  board 
member  Stanley  P.  Gold.  "Steve  is  the  kind 
of  guy  that  Disney  should  have  been 
populating  itself  with,  not  running  off." 
Since  Burke's  exit,  Disney  watchers  have 


counted  the  days  till  his  return.  "It  seemed 
like  his  heritage,"  says  Viacom 
International  Inc.  ex-President  Frank  J. 
Biondi  Jr.  Essentially,  it  was:  Burke's  father, 
Dan,  helped  create  ABC  parent  company 
Capital  Cities/ABC  with  fellow  Harvard 
University  grad  Thomas  Murphy  in  1961. 
The  pair  left  in  1996  after  CapCities  was 
acquired  by  Disney  in  1996  for  $19  billion. 

Now,  Burke's  homecoming  may  be  at 
hand.  The  still  boyish-looking  exec,  who 
once  ran  the  Los  Angeles  Marathon  with  his 
son  in  a  baby  carriage,  will  likely  be  tapped 
to  shape  up  Disney's  sprawling  empire  if 
Comcast's  hostile  bid  succeeds.  He  has  the 
right  track  record.  At  Comcast,  where  he  is 
an  executive  vice-president  and  president 
of  its  cable  operations,  Burke  got  high 
marks  for  quickly  integrating  AT&T's 
lackluster  cable  operations  after  the 
companies'  2001  merger.  Today,  Comcast 
is  considered  among  the  best-run  cable 
operators,  with  a  fast-growing  number  of 
higher-paying  digital  subscribers.  At 
Disney,  he'll  have  a  tough  job— the  least  of 
which  is  turning  around  ABC,  the  former 
family  jewel  now  in  need  of  major  polishing. 
-By  Ronald  Grover  in  Orlando 


42    BusinessWeek    -ebruary  23.  2004 


9^m 

m    .ML.' 


I  DON'T  GET  IN  MUCH.' 


The  265-hp  Acura  MDX  with  electronic  4-wheel  drive.  Take  on  more  than  the  occasional  pothole.  It's, a  breeze 
when  you  have  a  city-escaping  V-6  VTEC  engine.  Not  to  mention  a  Drive-by-Wire  Throttle  System,"  side  curtain  airbags 
and  seating  for  up  to  seven  city  slickers.  The  adventure  begins  at  acura.com  or  call  1-800-To-Acura.     vty,A\L-  UW/\ 
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COMMENTARY 


BY  RICHARD  S.  DUNHAM 


For  the  Dems,  'Fired  Up'  Won't  Cut  It  f 

It  turns  out  the  Republicans  have  the  "intensity  factor"  on  their  side,  too 


THUS  FAR,  IT  HAS  been  a  dream 
election  cycle  for  the  political 
engineers  at  Democratic  na- 
tional headquarters.  Party  eld- 
ers designed  the  2004  nominat- 
ing process  to  be  short,  sweet,  and 
decisive,  and  the  results  to  date  are  ex- 
ceeding expectations.  An  intense  Demo- 
cratic race  fought  out  in  a  highly  com- 
pressed calendar  has  tilted  the  voting  in 

the  direction  of  the  Establishment  fave,  John  Kerry,  while  fil- 
tering out  the  insurgent,  Howard  Dean. 

Small  wonder,  then,  that  the  architect  of  the  front-loaded 
primary  process,  Democratic  National  Committee  Chairman 
Terry  McAuliffe,  is  upbeat  about  what  this  huge  outpouring  of 
riled-up  voters  portends.  "With  record-breaking  turnout  in 
many  of  the  first  nine  Democratic  contests,  one  thing  is  clear," 
he  says.  "There  is  a  surge  among  voters  committed  to  removing 
George  W.  Bush  from  office." 

Democratic  partisans  recite  a  litany  of  reasons  why  things  are 
coming  up  roses  for  the  November  contest  against  Bush:  the 
surging  turnout,  witheringly  negative  assessments  of  the  Bush 
Presidency  by  Democrats  and  independents  who  have  voted  in 
their  primaries,  and  some  national  surveys  that  show  Kerry  best- 
ing the  Republican  incumbent.  Bush's  approval  ratings  are  sag- 
ging amid  a  jobless  recovery,  the  controversy  over  U.S.  failure  to 
find  the  promised  Iraqi  weapons  of  mass  destruction,  and  bipar- 
tisan criticism  of  a  budget  plan  that  featured  record  deficits  and 
billions  in  off-balance-sheet  spending.  Still,  even  though  many 
Democrats  are  singing  "bye-bye,  Bush,"  they  still  have  a  long 
and  potentially  tough  road  ahead.  Here's  the  reality  check: 

While  primary  turnout  is  running  ahead  of  its  pace  in  the 
tepid  2000  contest,  it  represents  just  a  sliver  of  the  overall  vot- 


DEEPDIVID*' 

A  smaller  k 


pool  of 
undecided 
voters  thar 
ever  before 


Battle  Lines 

In              it  poll,  Bush  nar- 
rowly ieu     Kerry  by  47%  to 
43%.  But  Kerry  is  making  in- 
roads among  the  all-important 
independents  who  could 
determine  the  outcome 

Who  would  get  your  vote  today? 

Republicans 

Democrats 

Independents 

GEORGE 
W.BUSH 

86% 

13% 

39% 

JOHN 
KERRY 

8% 

79% 

ta:  Few  News/Opnon  Dyi 

48% 

i»ncs  Poll.  Feb.  4-5. 2004 
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er  pool.  Only  in  New  Hampshire,  where  a  wide- 
open  contest  raged,  has  primary  or  caucus 
turnout  set  a  record  for  the  percentage  of  voters 
casting  ballots,  notes  Curtis  B.  Gans,  director  of 
the  Committee  for  the  Study  of  the  American 
Electorate.  In  North  Dakota,  one  of  the  states 
the  DNC  boasts  about,  just  2%  of  eligible  voters 
showed  up,  Gans  says.  The  2004  Democratic  turnout  in  Soutl 
Carolina,  Michigan,  and  Arizona  was  under  10%  and  laggec 
behind  the  GOP's  primary  tally  in  2000,  when  Bush  and  Ari 
zona  Senator  John  McCain  faced  off.  "This  Democratic  theo 
ry  is  not  borne  out  by  reality,"  says  Bush  campaign  pollstei 
Matthew  Dowd. 

Narrow  Center 

EVEN  SO,  THE  ENTHUSIASM  of  Democrats  who  have  chosen  tc 
participate  illustrates  just  how  committed  the  party's  core  is  tc 
winning  in  November.  In  fact,  partisans  of  both  stripes  are  mak- 
ing up  their  minds  earlier  than  ever  before.  An  Associated 
Press/Ipsos  poll  conducted  Feb.  2-4  found  that  just  18%  of  voters 
are  still  in  doubt,  37%  will  definitely  back  Bush,  and  43%  sa> 

they're  certain  to  vote  Democrat- 
ic. Thomas  Riehle,  president  of 
Ipsos  U.S.  Public  Affairs,  says  thai 
the  undecided  voter  pool  usually 
doesn't  shrink  to  18%  until  after 
Labor  Day.  "But  we  are  seeing  it 
before  President's  Day,"  he  says. 
"Both  sides  are  fired  up." 

The  result  is  the  most  deeply 
divided  electorate  political  ob- 
servers can  recall— and  a  much 


Tower  center  to  fight  over.  "Politics 
the  national  level  has  become  more 
Larized,  and  there  are  fewer  and  few- 
swing  voters,"  says  Andrew  Hernan- 
i,  a  political  scientist  at  St.  Mary's 
diversity.  Democratic  pollster  Stanley 
Greenberg,  who  conducted  15  na- 
nal  surveys  for  his  new  book,  The 
o  Americas:  Our  Current  Political 
adlock  and  How  to  Break  It,  argues 
it  each  party  can  reliably  depend 
46%  of  the  vote,  leaving  just  8%  up 
•  grabs. 

I  Polls  show  that  most  unaligned  vot- 

f>  like  Bush  personally  but  have  seri- 

policy  disagreements  with  him, 

nging  from  his  social  conservatism  to 

spotty  economic  stewardship  and 

volatile  situation  in  Iraq.  Among 

e  most  coveted  swing  constituencies 

e  working  moms,  middle-aged  Lati- 

)  men,  young  suburban  adults,  and 

iby  boomer  investors.  They  also  can 

!  regional  niche  constituencies  in  key 

ates,  such  as  Hmong  immigrants  in 

innesota,  West  Virginia  steelworkers, 

wa  ethanol  producers,  and  snowmo- 

le  owners  in  Wisconsin. 

All  that  will  matter  as  the  two  parties 

rget  these  small  swing  groups.  "Every 

cision  you  make  is  important,"  says 

ush  pollster  Dowd.  "In  a  race  that  is 

asically  dead  even,  moving  one  [demo- 

raphic]  group  one-half  of  a  percent,  or 

irgeting  the   right  states,  becomes 

mch  more  important." 

^ong  Lines 

ND  THAT  POINTS  to  another  potential 
rumbling  block  for  the  Dems  come  No- 
ember.  Fueling  Kerry's  momentum 
uring  the  primaries  is  the  growing  per- 
eption  among  loyal  Democrats  that  he 
:  the  only  choice  who  is  capable  of  beat- 
lg  Bush  in  the  general  election.  The 
roblem,  though,  is  that  conservative 
•emocrats  and  independents  could  be 
ron  over  to  the  Bush  camp  once  they 
lore  closely  examine  Kerry's  stance  on 
uch  hot-button  issues  as  gay  rights, 
ag-burning,  and  military  spending.  Of 
ourse,  the  Dems  could  also  win  centrist 
otes  over  Bush's  record  on  jobs  and  his 
ly-way-or-the-highway  foreign  policy. 
Given  the  intensity  of  feelings  about 
George  Bush,  both  negative  and  posi- 
ve,  pollsters  are  predicting  the 
mgest  lines  at  the  polls  since  1992, 
men  61%  of  eligible  voters  turned  out 
)  give  Bush's  father  the  boot.  That's 
my  both  parties  will  be  going  all  out  to 
an  over  the  all-important  but  rapidly 
hrinking  center.  ■ 


HANDOUT  Kerry 
must  stretch  post- 
convention  bucks 
tighter  than  Bush 


CAMPAIGN  FINANCE 


CASH  AND  KERRY: 
WILL  THERE  BE  ENOUGH? 

Some  deep-pocketed  new  donors  may  give  him  a 
fighting  chance  against  Bush's  massive  war  chest 


WITH  HIS  BIG  FEB. 
10  wins  in  Virginia 
and  Tennessee, 
John  F.  Kerry  has 
all  but  clinched  the 
Democratic  nomi- 
nation for  Presi- 
dent. But  the  end  of  the  ground  war  of 
primaries  and  caucuses,  where  the  Mass- 
achusetts Senator  has  scored  12  wins  in  14 
contests,  just  means  the  battleground  is 
shifting— and  neither  Kerry  nor  his  cam- 
paign donors  can  relax.  Now  comes  the 
money  war  against  President  George  W. 
Bush,  and  Comeback  Kerry  is  going  to 
have  to  battle  from  behind  once  again. 

Conventional  wisdom  says  he  can't. 
Sure,  Kerry's  campaign  raised  $5.5  mil- 
lion between  his  breakthrough  victory  in 
Iowa  on  Jan.  19  and  Feb.  10— and  is  flush 


for  the  first  time  since  December,  when 
he  mortgaged  his  Boston  home  to  lend 
his  troops  $6.4  million.  But  Bush's  cof- 
fers make  Kerry's  cash  look  like  chump 
change:  Bush  has  $100  million  left  from 
the  $132  million  his  campaign  raised  in 
2003,  and  is  likely  to  amass  another  $50 
million  between  January  and  the  Aug.  30 
start  of  the  GOP  convention.  That  lets 
Bush  fill  the  airwaves  with  ads  that  try  to 
define  the  Democratic  standard-bearer 
as  a  Northeastern  liberal— while  Kerry 
may  have  to  ration  his  funds,  or  borrow 
against  the  public  money  he'll  get  as  of 
Aug.  1.  "It  will  be  very  difficult  to  catch 
Bush  in  terms  of  the  head  start  he  has  in 
his  donor  base,"  says  Anthony  J.  Corrado 
Jr.,  a  Colby  College  government  profes- 
sor who  studies  campaign  cash. 

Kerry,  like  Bush,  has  renounced  public 
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funding  for  the  primary  portion  of  the 
race.  So  the  Democrat— whose  decision  to 
go  it  alone  list  December  was  seen  as  a 
desperate  bid  to  counter  Howard  Dean's 
Web-based  money  machine— won't  face 
limits  on  his  pre-convention  fund-raising 
or  spending.  While  neither  has  publicly 
said  so,  Kerry  and  Bush  are  expected  to 
accept  public  funds  for  the  general  elec- 
tion, during  which  they  must  refrain  from 
raising  or  spending  private  money.  But 
there  Bush  has  a  definite  advantage.  Be- 
cause the  Dems'  July  26-31  convention  is 


Inc.,  and  Wade  Randlett,  CEO  of  Web  con- 
sulting firm  Dashboard  Technology. 

Corrado  estimates  Kerry  could  raise 
$40  million  to  $50  million  from  the 
Dems'  existing  donor  base.  Less  than  half 
of  Kerry's  givers  gave  the  $2,000  limit,  so 
they'll  be  tapped  again.  Dems  who  gave  to 
rivals  are  also  free  under  campaign-fi- 
nance laws  to  give  $2,000  to  Kerry.  And 
those  who  maxed  out  with  a  $2,000  Ker- 
ry donation  can  pony  up  another  $2,000 
to  cover  legal  and  accounting  expenses. 

Already,  Kerry's  front-runner  status  is 


Kerry  *s  Rainmakers 

Some  donors  who  have  raised  at  least  $50,000-and  can  pull  in  far  more 

MEDIA  MOGULS 

■  Peter  Chernin,  president, 
News  Corp. 

■  Sherry  Lansing,  chairman, 
Paramount  Pictures 

■  Nancy  Tellem,  president, 
CBS  Entertainment 

■  Jonathan  Dolgen,  chairman, 
Viacom  Entertainment 

MOVIE 

STUDIO 

HEAD 

SHERRY 

LANSING 

TECH  EXECS 

■  Wade  Randlett,  chief  executive, 
Dashboard  Technology 

■  Chris  Larsen,  chief  executive, 
E-Loan 

■  Mark  Gorenberg,  partner, 
Hummer  Winblad  Venture  Partners 

■  David  Roux,  founding  partner, 
Silver  Lake  venture-capital  firm 

■         \ 

WALL  STREETERS 

■  Orin  Kramer,  general  partner, 
private-equity  firm  Kramer  Spellman 

■  Louis  Susman,  Citigroup  private 
bank  vice-chairman 

LEGAL  EAGLES 

■  John  Coale,  partner, 

Coale  Cooley  Lietz 

■  Michael  Ciresi,  partner, 
Robins,  Kaplan,  Miller  &  Ciresi 

a  full  month  before  the  GOP  confab,  Ker- 
ry must  stretch  over  three  months  the  $75 
million  he'll  receive  in  public  money  for 
the  race's  general- election  phase.  Bush, 
meanwhile,  will  have  an  extra  month  in 
which  to  spend  his  primary  cash  hoard, 
and  will  need  only  to  stretch  his  $75  mil- 
lion public  kitty  over  two  months. 

SILICON  VALLEY  FANS 

STILL,  THE  FUNDING  picture  for  De- 
mocrats may  not  be  that  bleak.  Democra- 
tic wallets  have  been  wide  open  through- 
out the  nomination  fight:  The  10 
candidates  collectively  raised  $140  mil- 
lion during  2003,  $8  million  more  than 
Bush.  Democratic  donors  are  energized 
by  the  challenge  of  unseating  the  Presi- 
dent. So-called  Kerry  rainmakers— media 
moguls,  tech  execs,  and  Wall  Streeters 
who  have  already  raised  $50,000 
apiece— are  angling  to  bring  in  a  whole 
lot  more.  Among  them:  Hollywood  titans 
Peter  Chernin,  president  of  News  Corp., 
and  Sherry  Lansing,  chairman  of  Para- 
mount Pictures  Corp.,  and  Silicon  Valley 
notables  Chris  Larsen,  the  CEO  of  E-Loan 


helping  channel  donations  his  way.  Says 
E-Loan  CEO  Larsen:  "A  lot  of  the  people 
who  had  been  behind  other  candidates 
are  rallying  around  Kerry."  Union  fun- 
ders  who  had  backed  Dean  and  Repre- 
sentative Dick  Gephardt  (D-Mo.)  are 
jumping  aboard.  And  Richard  S.  Ziman, 
CEO  of  Los  Angeles-based  Arden  Realty 
Inc.,  says  he's  been  "getting  calls  out  of 
the  blue"  from  people  eager  to  donate. 
He  was  set  to  host  a  Feb.  12  fund-raiser 
and  expected  to  draw  250  people  paying 
$1,000  apiece— even  without  the  candi- 
date there. 

Up  in  Silicon  Valley, 
"Kerry  has  the  deepest  and 
broadest  support"  of  any 
Democrat,  says  Simon 
Rosenberg,  president  of  the 
moderate  New  Democrat 
Network.  Californians  have 
kicked  in  slightly  more 
money  than  Kerry's  home- 
state  backers.  On  Feb.  11,  at 
a  San  Francisco  fundraiser 
in  Pacific  Heights, 
songstress  Carole  King  was 


Money  may 
flow  from 
theWeb, 
the  party 
and  backers 
of  ex-rivals 


to  serenade  some  125  Kerry  support 
each  of  whom  had  bunded  $10,00< 
donations  in  10  days. 

WEB  HITS 

KERRY'S  EVEN  DOING  better  than 
pected  with  Web  donations.  Prior  to 
Iowa  win,  his  best  Internet  haul  in 
day  was  about  $50,000,  says  camp 
spokesman  Michael  Meehan.  The  da\ 
ter  Iowa,  the  Net  delivered  $365,00( 
his  campaign.  Another  $500,000  cam 
between  Feb.  5  and  Feb.  10.  Altoget 
Net   donations   have 
ceeded  $4  million. 

Democrats   are  feel 
optimistic     about     pi 
funding,  too,  despite 
McCain-Feingold       c 
paign-funding  law's  lin 
on  big  checks  from  fat  c 
Under  the  2002  law, 
viduals  can  give  $25,' 
apiece  to  the  Democn 
National  Committee 
party  has  raised  over 
million,  and  is  expectedb 
start  spending  it  on  Ken  if 
behalf  at  the  end  of  Man  t 
Dems  are  also  count  p 
heavily  on  some  new  pi 
ers.  Free-floating  indeper|d 
ent       committees— call 
527s  after  the  section  of  i 
Internal  Revenue  Code  ti 
governs   them— can  ra 
and  spend  unlimited  fun  | 
One  of  the  biggest,  America  Coming  n  H 
gether,  was  created  to  turn  out  Democn 
ic  voters  and  had  a  yearend  kitty  of  abo 
$12.5  million,  of  which  some  $5  milli 
came  from  financier  George  Soros.  T 
Media  Fund,  which  will  unleash  TV  a 
prior  to  the  general  election  to  support  t 
Democratic  nominee,  is  aiming  to  rai 
$95  million.  The  527s'  only  constraii 
They  can't  coordinate  their  activities  wi 
the  Kerry  camp,  such  as  which  message 
broadcast  and  in  which  media  markets. 
What's   opening   Democratic   chec 
books,  from  Boston  to  Beverly  Hills,  is 
burning  urge  to  beat  Geor; 
Bush.   The   Dems'   dono 
may  not  be  able  to  match  tl 
deep  pockets  of  the  GO! 
business  backers.  But  they' 
likely  to  dig  deep  enough 
give  Kerry  at  least  a  fightir 
chance  in  the  money  war. 
-By  Paula  Dwyer  ar 
Lorraine  Woellert  in  Wasi 
ington,  with  Rob  Hofin  So 
Mateo,  and  Christoph 
Palmeri  in  Los  Angel 
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CECUTIVE  PAY 


IVING  LARGE 

N  THE  CORNER  OFFICE 

!EOs  are  raking  it  in  again,  even  as 
oards  keep  a  closer  eye  on  performance 


OR  THE  PAST  TWO  YEARS, 
CEOs  have  watched  as  their 
pay  cratered.  The  bursting  of 
the  stock  market  bubble  and 
the  recession  that  followed 
slashed  execs'  pay.  The  more 
than  300  corporate  chiefs 
(lied  in  BusinessWeek? s  Executive  Pay 
toreboard  in  2001  saw  their  take-home 
ly  fall  16%  in  2001,  followed  by  a  33% 
it  in  2002.  Those  cuts  reduced  average 
EO  pay— which  includes  salary,  bonus, 
tw  stock  grants,  long-term  incentives, 
id  option  exercises— to  $7.4  million.  In 
)00,  the  20  highest-paid  execs  in  the 
nd  averaged  $118  million  apiece.  Two 
:ars  later?  Less  than  half  that. 
But  all  that's  about  to  change,  big  time. 
1th  net  income  at  Standard  &  Poor's 
)0-stock  index  companies  up  18%  in 
)03,  pay  consultants  say  many  boards 
rve  loosened  the  purse  strings,  awarding 
ish  bonuses  to  CEOs— some  deserving, 
hers  less  so.  Sharply  higher  stocks 
dped,  too:  With  the  S&P  500  up  26%  last 
:ar  while  the  NASDAQ  soared  50%,  CEOs 
ith  options  that  long  ago  plunged  under- 
ater  were  finally  able  to  cash  them  in. 
nd  the  move  by  many  companies  to  re- 
ace  some  options  with  restricted  stock 
•ants  has  also  pumped  up  pay  tallies. 

DIFFERENT  WORLD 

DD  IT  ALL  UP,  and  it  looks  like  the  lean 
;ars  are  fading,  at  least  in  the  executive 
lite.  Consultants  say  2003  compensation 
t  the  CEOs  in  BusinessWeek's  Executive 
ly  Scoreboard  will  be  up  10%  to  15%  or 
lore,  on  average,  when  the  final  numbers 
e  tallied  in  April.  "Profits  are  up  and 
rowth  is  up,  so  they're  going  to  be  paying 
tore,"  says  Peter  T.  Chingos,  executive 
)mpensation  director  at  Mercer  Human 
esource  Consulting  LLC.  "This  is  a  whole 
ifferent  world." 
Indeed,  in  2003,  pay  and  performance 


may  be  more  closely  aligned  than  ever, 
analysts  say.  Poor  performers  are  being 
punished.  Consider  Silicon  Graphics  Inc., 
which  lost  $1297  million  in  2003,  its 
fourth  straight  annual  loss.  The  results 
cost  CEO  Robert  R.  Bishop  dearly.  His 
$370,000  bonus?  Gone.  His  750,000- 
share  option  grant?  Gone.  "Boards  are 
being  very  careful,"  says  New  York  com- 
pensation consultant  Pearl  Meyer. 
"They're  exercising  excellent  judgment." 
They  are  rewarding  the  deserving,  too. 
At  Dell  Inc.,  where  2003  net  income  in- 
creased 70.3%,  CEO  Michael  S.  Dell  re- 


Big  Paydays 
Are  Back 

A  few  CEOs  who  took  home  a  bundle: 

2003  BONUS                         TOTAL  PAY* 

1  MICHAEL  EISNER/Walt  Disney 

$6.3  million 

♦25% 

$7.3  million 

+20% 

PCI 

MICHAEL  DELL/Dell 

\t7           ^r             '] 

1       $2.5  million 

+620% 

$3.4  million 

-96% 

^^^^^  ^^»  I 

1  WILLIAM  J0HNS0N/H.J.  Heinz 

A^m 

j       $1.5  million 

♦308% 

$6.1  million 

+18% 

|  ROBERT  LANE/Deere 

$1.4  million 

+77% 

$5  million 

♦190% 

|  DAVID  FARR/Emerson  Electric 

$1  million 

I   +100% 

$4.3  million 

+1% 

•Includes  salary,  bonus,  new  stock  grants,  and  gains  from  exercising  options 
Data:  Equilar  Inc..  company  filings 

ceived  a  $2.5  million  bonus,  a  sevenfold  in- 
crease over  2002.  At  Deere  &  Co.,  where 
shares  surged  33%  and  net  income  dou- 
bled, CEO  Robert  W.  Lane  saw  pay  triple, 
to  nearly  $5  million.  His  package  included 
a  $1.4  million  bonus  and  restricted  stock 
worth  $2.6  million.  And  perennial  exec 
pay  winner  Walt  Disney  Co.'s  Michael  D. 
Eisner  also  brought  home  a  whopper  of  a 
bonus— $6.3  million,  up  from  $5  million 
in  2002.  The  reasons:  a  modest  6%  rise  in 
sales,  to  $27  billion;  a  25%  jump  in  profits, 
to  $1.3  billion;  and  a  33.22%  stock  gain 
that  trounced  the  S&P  500's  rise  of 
22.16%,  reversing  two  years  of  losses  for 
Disney  shareholders. 

LOTS  OF  OPTIONS 

STILL,  SOME  BOARDS  seemed  to  latch  on 
to  any  good  news  to  justify  big  rewards. 
In  defending  the  decision  to  double 
Emerson  Electric  Co.  CEO  David  N. 
Fair's  bonus,  to  $1  million,  despite  a  6% 
decline  in  income  from  continuing  oper- 
ations, a  spokesman  cited  share  gains, 
and  margin  improvements.  And  the  deci- 
sion by  directors  at  H.J.  Heinz  &  Co.  to 
quadruple  CEO  William  R.  Johnson's 
bonus,  to  $1.5  million,  after  shares  tum- 
bled 25%?  Heinz  Chief  Administrative 
Officer  D.  Edward  I.  Smyth  says  it  was 
warranted  by  results  from  continuing  op- 
erations—including a  5%  surge 
in  profits— while  Johnson's  $3.2 
million  restricted  stock  grant 
was  designed  to  give  him  "more 
skin  in  the  game." 

Another  wrinkle:  For  the  first 
time  in  several  years,  many  CEOs 
enjoyed  big  paydays  by  cashing 
in  options.  Ira  Kay,  compensation 
practice  director  at  Watson  Wyatt 
Worldwide,  says  the  median  op- 
tion gain  among  60  early  proxy 
filers  more  than  doubled,  to  $1.2 
million.  Big  options  winners  in- 
cluded Qualcomm  CEO  Irwin 
Mark  Jacobs'  gain  of  $16.2  mil- 
lion, and  Oracle  CEO  Lawrence  J. 
Ellison's  $40.5  million  profit. 

Will  the  return  of  the  big  pay- 
day fuel  shareholder  antago- 
nism over  executive  compensa- 
tion once  again?  Governance 
experts  say  board  members  who 
reward  undeserving  CEOs  may 
feel  the  heat  at  annual  meetings, 
as  angry  shareholders  vote 
against  their  reelection.  Not  ex- 
actly villagers  bearing  pitch- 
forks and  torches,  but  an  unmis- 
takable message  all  the  same.  ■ 
-By  Louis  Lavelle  in  New  York, 
with  Michael  Arndt  in  Chicago 
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BY  MICHAEL  J.  MANDEL 


Inventing  the  'Clinton  Recession5 

The  CEA  is  trying  to  alter  the  start  date  in  a  way  that  benefits  Bush.  Tain't  fair 


NO  ONE  SHOULD  be  surprised 
when  economic  or  budget 
forecasts  coming  out  of  Wash- 
ington are  influenced  by  poli- 
tics, especially  during  an  elec- 
tion year.  But  when  economic  history  is 
rewritten— with  political  consequences— 
that' s  going  too  far.  President  George  W. 
Bush's  Council  of  Economic  Advisers, 
chaired  by  Harvard  economist  N.  Gregory 

Mankiw,  is  trying  to  get  away  with  exactly  such 
revisionist  history.  The  CEA's  Economic  Report 
of  the  President,  released  Feb.  9,  unilaterally 
changed  the  start  date  of  the  last  recession  to 
benefit  Bush's  reelection  bid.  Instead  of  using 
the  accepted  start  date  of  March,  2001,  the  CEA 
announced  that  the  recession  really  started  in 
the  fourth  quarter  of  2000— a  shift  that  would 
make  it  much  more  credible  for  the  Bush  Ad- 
ministration to  term  it  the  "Clinton  Reces- 
sion." In  a  subsequent  press  conference, 
Mankiw  said  that  the  CEA  had  looked  at  the 
available  data  and  "made  the  call." 

This  simple  statement  masks  an  attack  on 
one  of  the  few  remaining  bastions  of  eco- 
nomic neutrality.  For  almost  75  years,  the 
start  and  end  dates  of  recessions  have  been 
set  by  the  National  Bureau  of  Economic  Re- 
search (NBER),  a  private  nonpartisan  re- 
search group  based  in  Cambridge,  Mass. 

While  there  have  been  complaints  over  the 
years,  this  arrangement  has  been  accepted  by 
economists,  government  agencies,  and  politi- 
cians—until now.  "For  the  first  time,  the  feder- 
al government  is  intervening  in  the  process," 
says  Robert  Hall,  an  economist  at  Stanford 
University  and  the  conservative  Hoover  Insti- 
tution who  since  1978  has  chaired  the  NBER 
panel  of  seven  prominent  economists  who 
make  the  actual  decision.  The  NBER's  deci- 
sions have  been  dragged  into  the  political  are- 
na before,  but  without  impact.  In  the  early 
1980s,  the  Reagan  Administration  tried,  un- 
successfully, to  convince  the  NBER  to  combine 
the  1980  and  1981-82  recessions  into  a  single 
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WhenDidthe 
Downturn 

Really  Begin? 

That  depends  on  when 
key  economic  indicators 
went  into  a  sustained 
slide  after  reaching  a  peak: 

PAYROLL  EMPLOYMENT 

March,  2001 

INDUSTRIAL  PRODUCTION 

June,  2000 

REAL  BUSINESS  SALES 

September,  2000 

REAL  PERSONAL  INCOME* 

October,  2000 


•Except  transfers 


downturn  that  could  be  called  the  "Carter  Recession."  During 
'92  election  season,  the  first  Bush  Administration  kept  hop 
that  the  NBER  would  announce  that  the  recession  of  1990-91 
over— a  statement  that  didn't  come  until  December,  1992. 

To  be  fair,  even  if  the  latest  recession  did  begin  after  B 
took  office  in  January,  2001,  no  one  can  say  he  caused  it 
Mankiw  is  also  under  attack  from  Republicans  for  what  th 
consider  his  overly  tin  ear  on  other  subjects,  most  notably 
statement  that  the  outsourcing  phenomenon  is  "a  plus  for 
economy  in  the  long  run." 

Still,  his  decision  to  fiddle  with  economic  convention  can'jy 
be  seen  as  anything  less  than  manipulation  in  an  election  yeai  K 
In  his  press  conference,  Mankiw  justified  his  decision  by  say  ,( 

ing,  correctly,  that  the  NBEI  \& 
MANKIW  panel  was  already  considering  m 
Rewriting  moving  the  recession  start  dati  j 
nistory  forward.  Some  key  data  that  thi  u 
^m "^™  NBER  watch— including  indus  ^ 
trial  production  and  inflation- adjusted  busi  E 
ness  sales— peaked  in  mid-2000.  On  the  oth  j 
er  hand,  the  latest  revisions  from  the  Bureai  ffi 
of  Labor  Statistics  shifted  the  peak  of  non  7 
farm  employment  slightly  later,  from  Febnu  t 
ary  to  March,  2001.  That's  important,  bej  K 
cause  the  recessions  of  1981-82  and  1990-91 1 
both  started  in  or  after  the  month  that  em-  B 
ployment  fell.  0, 

But  rather  than  waiting  for  the  NBER's  de-  rt 
cision,  Bush's  CEA  jumped  the  gun.  And  it  B 
made  the  biggest  change  possible,  despite  j, 
considerable  debate  within  the  NBER  panel.  r 
The  revised  date  is  "very  much  up  in  the  air,"  j 
says  Hall.  Adds  Jeffrey  Frankel,  a  member  oi  B 
the  NBER  panel,  an  economist  at  Harvard 
University,  and  a  former  member  of  Bill  Clin-| 
ton's  Council  of  Economic  Advisers:  "Thefl 
way  I  read  the  data,  there  isn't  a  strong  case 
for  moving  the  date  up  by  more  than  one 
month."  That  puts  the  start  date  at  February, 
2001,  after  Bush  took  office.  The  lack  of  a 
clear  picture  has  led  the  NBER  to  hold  oft 
making  a  final  decision  pending  more  accu- 
rate data.  There's  "no  sense  of  time  pres- 
sure," says  Hall.  "We  want  to  do  this  right." 
Economists  who  go  to  Washington  always 
struggle  to  maintain  their  objectivity  against 
the  political  demands  of  the  administration 
they  work  for.  Based  on  its  latest  performance, 
the  CEA  seems  to  have  lost  the  battle.  ■ 


Data:  3LS.  BEA.  Federal  Reserve 


R  THE  HUMMER 

es  are  way  down.  Can  GM  make  its 
tilk  less  of  a  gas  hog  and  comfier  inside? 


LAST  SUMMER,  THE  HUM- 
mer  H2  was  the  hottest  thing 
on  four  wheels.  Buyers  eager 
to  get  the  hulking,  militaristic 
sport-utility  vehicle  waited 
months  to  take  delivery  and 
even  paid  dealers  as  much  as 
>,000  on  top  of  the  $48,000  sticker 
:e.  With  profits  topping  $20,000  per 
,  General  Motors  Corp.  looked  down- 
ht  clairvoyant  for  buying  the  Hummer 
jid  from  military  contractor  AM  Gen- 
1  Corp.  in  late  1999.  The  H2  was  a 
la  fide  hit. 

^lot  anymore.  Now  it  looks  as  if  the  big 
ist  is  starting  to  lose  momentum  just 
GM  is  set  to  start  production  on  its 
tally  pricey  pickup  version,  the  H2 
r,  which  is  due  out  in  June.  Plagued  by 
nplaints  about  its  abominable  fuel 
momy,  cheap  interiors,  and  tiny  cabin, 
■  H2  saw  sales  tumble  33%  in  January 
ir  the  previous  year,  the  fifth  straight 
inth  of  declines.  In  October,  GM  even 
production.  "Selling  a  Hummer  was 
:  easiest  job  in  America,"  says  Los  An- 
es  dealer  Howard  Drake.  "Now  it's 
y  harder." 

Has  Hummer  lost  its  mojo?  Not  yet, 
t  GM  has  its  work  cut  out  for  it.  Once 

bughTWo 


RUGGED  TERRAIN 


PERCENT 


on  track  to  sell  40,000 
units  a  year,  the  auto 
maker  looks  headed  to 
move  just  30,000  this 
year.  Inventory  has 
risen  to  68  days'  worth 
of  vehicles— about  av- 
erage for  the  industry, 
but  almost  triple  what 
dealers  carried  a  year 
ago.  GM  is  counting 
heavily  on  the  launch  of 
the  smaller,  $28,000  to 
$35,000  H3  next  year 
to  boost  annual  sales  to 
100,000.  To  get  there,  the  H3— which  de- 
buted as  a  pickup  concept  in  December  at 
the  Los  Angeles  auto  show  but  will  ap- 
pear in  '05  as  an  SUV— will  have  to  trade 
on  more  than  combat-truck  styling  and  a 
macho  image. 

$50  EVERY  320  MILES 

TAKING  THE  HUMMER  mainstream 
won't  be  easy.  Even  when  sales  were  hot, 
customers  had  complaints.  In  a  J.D.  Pow- 
er &  Associates  Initial  Quality  Survey  tak- 
en last  year,  the  H2  ranked  near  the  bot- 
tom. The  biggest  gripe:  While  no  one 
bought  a  Hummer  for  the  sake  of  its 
thrifty  gas  mileage,  its  11  to  13  miles  per 
gallon  was  even  worse  than  expected. 
Brian  Walters,  senior  director  of  vehicle 


Data:  Autodata      'OVER  PREVIOUS  YEAR 


12  Worse-than-expected  gas 
lileage  and  cheap  interiors 
ave  cooled  buyer  enthusiasm 
>r  the  $48,000  Hummer 


H2  SUT  The  $48,000  pickup 
spinoff  of  the  existing  H2,  due  out 
in  June,  could  lift  sales  slightly, 
though  it  faces  the  same  complaints 


H3  The  $28,000-$35,000  truck, 
an  SUV  version  of  this  pickup 
concept,  is  designed  for  broader 
appeal.  Due  out  in  '05. 


research  for  J.D.  Power,  said  the  firm 
spoke  to  owners  who  bought  their  Hum- 
mers in  the  fall  of  2002.  By  the  time  the 
survey  was  taken  in  March,  2003,  gas 
prices  had  spiked  to  $1.70  per  gallon, 
forcing  H2  owners  to  shell  out  more  than 
$50  every  320  miles. 

STUCK  FOR  SPACE 

THE  HUMMER'S  LACK  of  creature  com- 
forts is  another  problem.  In  a  Power 
study  of  vehicle  appeal  conducted  last 
fall,  the  H2  ranked  slightly  below  average 
among  luxury  SUVs.  Owners  dinged  it  for 
having  poor  rear-window  visibility, 
cheap  workmanship  inside,  and  scarce 
passenger  and  cargo  space.  The  H2  seats 
five  comfortably,  but 
fitting  in  a  sixth  person 
means  squeezing  into  a 
jump  seat  next  to  the 
spare  tire.  And  that 
takes  up  all  of  the  stor- 
age space.  Competing 
luxury  SUVs  such  as 
the  Range  Rover,  Lin- 
coln Navigator,  and 
Cadillac  Escalade  are 
nicer  inside  and  usual- 
ly have  more  room. 

That's  why,  for  GM, 
making  future  Hum- 
mers more  practical  is 
key.  Hummer  marketing  director  Michael 
C.  DiGiovanni  says  the  H2's  interior  will 
get  a  little  sprucing  up  when  the  SUT 
comes  out,  and  the  H3  will  be  more 
plush,  too.  To  improve  gas  mileage,  next 
year's  H3  will  use  a  five-cylinder  engine 
rather  than  a  V8— though  that  will  mean 
less  power.  As  for  the  gas-guzzling  H2, 
GM  may  around  2008  have  in  place  a  hy- 
brid-electric system  and  a  technology 
called  displacement-on-demand,  which 
saves  gas  by  shutting  down  four  of  the  en- 
gine's eight  cylinders  when  it's  cruising  at 
highway  speeds. 

With  sales  falling,  a  year  is  a  long  time 
to  wait  for  the  new  H3.  In  the  meantime, 
DiGiovanni  is  hoping  the  H2  SUT  will 
provide  a  lift;  the  pickup  version  may 
seem  smaller  and  a  little  less 
menacing  to  buyers  turned 
off  by  the  size  of  the  H2  SUV. 
Then  with  the  H3's  rollout 
next  year,  GM  is  hoping  to 
attract  a  whole  new  class  of 
drivers,  including  those 
under  40  for  whom  the  brand 
has  special  appeal.. The  trick 
will  be  to  tame  the  Hummer 
without  losing  its  rugged 
personality.  ■ 

-By  David  Welch  in  Detroit 
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SPRUCING  UP 
JUNIPER 

Juniper  Networks  CEO  Scott 
Kriens  will  no  longer  just 
amble  along  the  comeback 
trail.  After  restoring 
profitability  in  2003  and 
overseeing  a  500%  increase 
in  Juniper's  stock  price  over 
the  past  16  months,  Kriens  on 
Feb.  9  paid  $3.5  billion  for 
NetScreen  Technologies,  a 
maker  of  network  security 
products.  The  deal,  which 
marks  Juniper's  first  big  effort 
to  sell  gear  to  corporations, 
heats  up  a  long  rivalry  with 
Cisco  Systems.  "It's  time  for 
us  to  lead,"  he  says. 

It's  likely  the  first  of  several 
moves  aimed  at  Cisco's  bread- 
and-butter  market,  which 
includes  70%  of  enterprise 
routers  worldwide,  according 
to  researcher  IDC.  Kriens 
insists  Juniper  will  focus  on 
building  its  own  technology. 
But  considering  Juniper's  R&D 
budget  is  6%  the  size  of 
Cisco's,  acquisitions  will  be 
vital  for  Juniper  to  build  on  its 
enterprise  beachhead. 
"Juniper  will  have  to  do  a 
whole  lot  more"  to  compete  in 
this  market,  says  IDC  analyst 
Paul  Strauss.  Thriving  in 
Cisco's  shadow,  however,  is 
something  Kriens  has  almost 
always  done  well. 

-Ben  Elgin 


HOWAIG 
BEAT  THE  ODDS 

Its  profits  were  milked  by  bad 
investments  in  the  troubled 
Italian  dairy  giant,  Parmalat. 
but  American  International 
Group  still  managed  to  post  a 
fourth-quarter  net  profit  of 
$2.7  billion  on  Feb.  11.  The 
New  York-based  insurer  can 
thank  long-lived  customers 
and  a  lack  of  terrorist  activity 
as  factors  in  boosting  profits 
and  revenues,  which  rose 
27%,  to  $22.2  billion.  Both 
life  insurance  and  property- 
casualty  coverage  enjoyed 
strong  growth,  although 
Chairman  Maurice  R. 
"Hank"  Greenberg  said 
property  insurance  rates  had 
leveled  off.  Still,  with  2003 
profits  up  a  record  68%,  to 
$9.3  billion,  AIG  is  almost 
certain  to  face  increasing 
pressure  from  customers  to 
rein  in  premium  costs. 


TOWER'S 
LAST STAND? 


Has  the  final  domino  in 
independent  music  retailing 
toppled?  With  the  Chapter  11 
bankruptcy  filing  by  Tower 
Records'  parent  company, 
MTS,  on  Feb.  9,  it  looks  like 
the  end  of  an  era.  Squeezed 
between  discounters  such  as 
Wal-Mart  Stores  and  the  rise  of 
digital  downloads,  the  42- 
year-old  music  icon  has  been 
losing  money  for  years.  It 
aims  to  survive  by  reducing 
debt  from  $110  million  to 


$30  million,  paying  bond- 
holders with  85%  of  its 
shares,  then  resuming  a 
search  for  a  buyer.  Industry 
sources  say  likely  bidders  are 
investment  firms  such  as  Sun 
Capital  Partners,  which  bought 
the  Sam  Goody  chain  from 
Best  Buy  last  year.  But  with 
the  demise  of  the  brick- and- 
mortar  CD  retailer  almost 
certain,  the  oudook  is  grim. 


NOT  AN  IDEAL 
TRADE DEAL 

A  last-minute  phone  call  on 
Feb.  7  between  President 
George  W.  Bush  and 
Australian  Prime  Minister 
John  Howard  successfully 
concluded  months  of  talks 
over  a  U.S. -Australian  free- 
trade  agreement.  Free-trade 
advocates  are  disappointed 
that  the  pact  continues 
protections  for  the  U.S.  sugar, 
dairy,  and  beef  industries. 
They  say  that  hurts  U.S. 
consumers  and  encourages 
other  politically  powerful 
industries  to  seek  similar 
protection  in  future  deals.  To 
protect  U.S.  farmers,  the 
Administration  had  to  back 
off  its  demands  for  foreign- 
investment  guarantees  and 
free  access  to  Australia  for 
U.S.  pharmaceuticals, 
although  the  U.S.  market 
remains  protected  from 
Australian  drug  exports.  The 
U.S.  expects  annual  exports 
to  increase  by  $2  billion  to 
Australia. 


JUSTICE:  ON 
ORACLE'S  TAIL 

The  Justice  Dept.  took  a  step 
closer  to  interceding  in 
Oracle's  $9.4  billion  hostile 
takeover  attempt  of  rival 
software  maker  PeopleSoft. 
On  Feb.  10,  Justice  lawyers 
recommended  that  the  deal 
be  blocked  for  antitrust 
reasons.  While  the  decision 
was  a  bi^  blow  to  Oracle's 


plans,  it  doesn't  mean  the 
government  is  sure  to  step 
The  final  call,  expected  earH 
next  month,  will  ultimately] 
be  up  to  Assistant  Attorney  J 
General  R.  Hewitt  Pate. 
Oracle  execs  were  quick  to 
say  that  the  battle  isn't  over 
Maybe  so.  But  landing 
PeopleSoft  just  got  a  whole  | 
lot  tougher. 


ETCETERA... 

»  A  new  SEC  rule  forces 
mutual-fund  firms  to 
report  expenses  in  dollars 
semiannually. 
»  Intel  announced  a  chip 
prototype  that  could  slash 
telecom-equipment  costs. 
»  Coca-Cola  reported  flat  n< 
profits  on  weak  sales  and 
restructuring  charges. 


CLOSING  BELL 


Shares  of  Leapfrog 
Enterprises  plunged 
11%  on  Feb.  11,  to 
$27,  after  it  said 
holiday  profits  fell 
short.  The  maker  of 
the  popular  Leap- 
Pad  educational  toy 
said  that  2004 
sales  will  be  slower 
than  expected  and 
announced  a 
shakeup  of 
management. 
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rhere's  no  other 
tablet  proven 

to  work 

better  or  faster 

to  treat  ED. 


There's  no  other 
VIAGRA. 


You  can  count  on  VIAGRA.  Why?  Because  it  works. 

•  In  a  recent  study,  the  majority  of  men  had  an 
erection  in  20  minutes.  And  one  third  of  men 
had  success  in  just  14  minutes* 

•  96%  of  men  were  satisfied  with  how  well  it 
improved  their  erections  in  a  4-year, 
open-label  study* 

•  The  cardiovascular  safety  of  VIAGRA  has  been 
proven  in  tests  with  thousands  of  patients 

•  VIAGRA  is  covered  by  most  health  care  plans 

Don't  wait.  loin  the  23  million  men  worldwide  who 
have  turned  to  VIAGRA.  Ask  your  doctor  if  a  free 
sample  is  right  for  you. 


Go  to  www.viagra.com  right  now.  Or  call  1-888-4VIAGRA  to  learn  more.      (sildenafil  titrate)  tablets 

VIAGRA  is  indicated  for  the  treatment  of  erectile  dysfunction  (ED).  Remember  that  no  medicine  is  for 
everyone.  If  you  use  nitrate  drugs,  often  used  to  control  chest  pain  (also  known  as  angina),  don't  take  VIAGRA. 
This  combination  could  cause  your  blood  pressure  to  drop  to  an  unsafe  or  life-threatening  level. 

Discuss  your  general  health  status  with  your  doctor  to  ensure  that  you  are  healthy  enough  to  engage  in 
sexual  activity.  If  you  experience  chest  pain,  nausea,  or  any  other  discomforts  during  sex  or  an  erection  that  lasts 
longer  than  4  hours,  seek  immediate  medical  help.  The  most  common  side  effects  of  VIAGRA  are  headache,  facial 
flushing,  and  upset  stomach.  Less  commonly,  bluish  vision,  blurred  vision,  or  sensitivity  to  light  may  briefly  occur. 

The  men  in  the  study,  who  had  already  had  success  with  VIAGRA,  took  100  mg  at  least  2  hours  after  eating  and  then  used  a  stopwatch  to  see  how  fast  they  got  an  erection  that  allowed  them  to  have  sex.  'Flexible-dose  studies. 

Please  see  patient  summary  of  information  for  VIAGRA  (25-mg,  50-mg,  100-mg)  tablets  on  the  following  page. 


PATIENT  SUMMARY  OF  INFORMATION  ABOUT 


(sildenafil  ciiratejubUu 


This  summary  contains  important  information  about  VIAGRA    It  is 
not  meant  to  take  the  place  of  your  doctor's  instructions.  Read  this  information 
carefully  before  you  start  taking  VIAGRA  Ask  your  doctor  or  pharmacist  if  you 
do  not  understand  any  ol  this  information  or  if  you  want  to  know  more  about 
VIAGRA. 

This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by  their 
doctors.  However.  VIAGRA  is  not  lor  everyone  It  is  intended  for  use  only  by 
men  who  have  a  condition  called  erectile  dysfunction.  VIAGRA  must  never 
be  used  by  men  who  are  taking  medicines  that  contain  nitrates  of 
any  kind,  at  any  time.  This  includes  nitroglycerin.  If  you  take 
VIAGRA  with  any  nitrate  medicine  your  blood  pressure  could 
suddenly  drop  to  an  unsafe  or  life  threatening  level. 

What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men.  It  can 
help  many  men  who  have  erectile  dysfunction  get  and  keep  an  erection  when 
they  become  sexually  excited  (stimulated). 
You  will  not  gel  an  erection  just  by  taking  this  medicine  VIAGRA  helps  a  man 
with  erectile  dysfunction  get  an  erection  only  when  he  is  sexually  excited. 

How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  tills  with  more  blood  than 
usual  The  penis  then  expands  and  hardens.  This  is  called  an  erection.  After  the 
man  is  done  having  sex.  this  extra  blood  Hows  out  of  the  penis  back  into  the 
body.  The  erection  goes  away  If  an  erection  lasts  for  a  long  time  (more  than 
6  hours),  it  can  permanently  damage  your  penis.  You  should  call  a  doctor 
immediately  il  you  ever  have  a  prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection  process.  The 
penis  cannot  fill  with  enough  blood.  The  man  cannot  have  an  erection.  This  is 
called  erectile  dysfunction  if  it  becomes  a  frequent  problem 
During  sex,  your  heart  works  harder  Therefore  sexual  activity  may  not  be 
advisable  for  people  who  have  heart  problems.  Before  you  start  any  treatment  for 
erectile  dysfunction,  ask  your  doctor  if  your  heart  is  healthy  enough  to  handle 
the  extra  strain  of  having  sex.  If  you  have  chest  pains,  dizziness  or  nausea 
during  sex,  stop  having  sex  and  immediately  tell  your  doctor  you  have  had  this 
problem. 

How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to  sexual 
stimulation  When  a  man  is  sexually  excited,  VIAGRA  helps  the  penis  fill  with 
enough  blood  to  cause  an  erection  After  sex  is  over,  the  erection  goes  away. 

VIAGRA  Is  Not  for  Everyone 

As  noted  above  {How  Sex  Affects  the  Booty,  ask  your  doctor  if  your  heart  is 
healthy  enough  for  sexual  activity. 

If  you  take  any  medicines  that  contain  nitrates— either  regularly  or  as 
needed-you  should  never  take  VIAGRA.  If  you  take  VIAGRA  with  any 
nitrate  medicine  or  recreational  drug  containing  nitrates,  your  blood  pressure 
could  suddenly  drop  to  an  unsafe  level  You  could  get  dizzy,  faint,  or  even  have 
a  heart  attack  or  stroke.  Nitrates  are  found  in  many  prescription  medicines  that 
are  used  to  treat  angina  (chest  pain  due  lo  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and  tablets 
that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that  are 
swallowed,  chewed,  or  dissolved  in  the  moulh) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or  nitrite 
("poppers").  If  you  are  not  sure  if  any  of  your  medicines  contain  nitrates,  or  if 
you  do  nol  understand  what  nitrates  are.  ask  your  doctor  or  pharmacist 
VIAGRA  is  only  lor  patients  with  erectile  dysfunction.  VIAGRA  is  not  for 
newborns,  children,  or  women.  Do  not  let  anyone  else  take  your  VIAGRA 
VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment  for 
erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting  sexually 
transmitted  diseases,  including  HIV-the  virus  that  causes  AIDS 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac 

What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  il  VIAGRA  is  right  for  you.  VIAGRA  can  cause  mild. 

temporary  lowering  of  your  blood  pressure  You  will  need  to  have  a  thorough 

medical  exam  to  diagnose  your  erectile  dysfunction  and  to  find  out  if  you  can 

safety  take  VIAGRA  alone  or  with  your  other  medicines.  Your  doctor  should 

determine  if  your  heart  is  healthy  enough  to  handle  the  extra  strain  of  having 

sex 

Be  sure  to  tell  your  doctor  il  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain,  heart 
failure,  irregular  heart  beats,  heart  attack  or  narrowing  of  the 
aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell  anemia 
or  leukemia 


•  are  allergic  lo  sildenafil  or  any  ol  the  other  ingredients  of  VIAGRA 
tablets 

•  have  a  deformed  penis.  Peyronie's  disease,  or  ever  had  an  erection  that 
lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Other  Medicines 
Some  medicines  can  change  the  way  VIAGRA  works  Tell  your  doctor  about  any 
medicines  you  are  taking  Do  not  start  or  stop  taking  any  medicines  before 
checking  with  your  doctor  or  pharmacist.  This  includes  prescription  and 
nonprescription  medicines  or  remedies. 

•  Remember.  VIAGRA  should  never  be  used  with  medicines  that  contain 
nitrates  (see  VIAGRA  Is  Not  tor  Everyone). 

•  II  you  are  taking  alpha-blocker  therapy  for  the  treatment  ol  high  blood 
pressure  or  prostate  problems,  you  should  not  take  a  dose  of  greater 
than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  you  take 
your  dose  of  alpha-blocker. 

•  II  you  are  taking  a  protease  inhibitor,  your  dose  may  be  adjusted 
(please  see  Finding  the  Right  Dose  for  You.) 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments  that 
cause  erections.  These  treatments  include  pills,  medicines  that  ate 
injected  or  inserted  into  the  penis,  implants  or  vacuum  pumps. 

Finding  the  Right  Dose  for  You 
VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you  do  not  get 
the  results  you  expect  talk  with  your  doctor.  You  and  your  doctor  can  determine 
the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with  your 
doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day 

If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney  problems,  your 
doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA  II  you  are  taking 
protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your  doctor  may 
recommend  a  25  mg  dose  and  may  limit  you  to  a  maximum  single  dose  of 
25  mg  ol  VIAGRA  in  a  48  hour  period.  If  you  are  taking  alpha-blocker  therapy, 
you  should  not  take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  your  dose  of  alpha-blocker. 

How  To  Take  VIAGRA 
Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex  Beginning  in  about 
30  minutes  and  for  up  to  4  hours.  VIAGRA  can  help  you  get  an  erection  it  you 
are  sexually  excited.  If  you  take  VIAGRA  after  a  high-fat  meal  (such  as  a 
cheeseburger  and  trench  fries),  the  medicine  may  take  a  little  longer  to  start 
working.  VIAGRA  can  help  you  get  an  erection  when  you  are  sexually  excited 
You  will  not  get  an  erection  just  by  taking  the  pill. 

Possible  Side  Effects 

tike  all  medicines,  VIAGRA  can  cause  some  side  effects  These  effects  are 
usually  mild  to  moderate  and  usually  donl  last  longer  than  a  few  hours.  Some 
of  these  side  effects  are  more  likely  to  occur  with  higher  doses.  The  most 
common  side  effects  of  VIAGRA  are  headache.  Hushing  of  the  face,  and  upset 
stomach  tess  common  side  effects  that  may  occur  are  temporary  changes  in 
color  vision  (such  as  trouble  telling  the  difference  between  blue  and  green 
objects  or  having  a  blue  color  tinge  to  them),  eyes  being  more  sensitive  to  light, 
or  blurred  vision. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many  hours  You 

should  call  a  doctor  immediately  il  you  ever  have  an  erection  that  lasts  more 

than  4  hours  If  not  treated  right  away,  permanent  damage  to  your  penis  could 

occur  (see  How  Sex  Affects  the  Body) 

Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been  reported  rarely  in 

men  taking  VIAGRA.  Most,  but  not  all.  of  these  men  had  heart  problems  before 

taking  this  medicine.  It  is  not  possible  to  determine  whether  these  events  were 

directly  related  to  VIAGRA. 

VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this  sheet.  If  you 

want  more  information  or  develop  any  side  effects  or  symptoms  you  are 

concerned  about,  call  your  doctor 


accidental  overdose,  call  your  doctor  right  away 

Storing  VIAGRA 
Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  original  container. 
Store  at  25°C  (77°F):  excursions  permitted  to  15-30°C  (59-86°F)  (see  USP 
Controlled  Room  Temperature]. 

For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction  Only  your 
doctor  can  decide  if  it  is  right  for  you  This  sheet  is  only  a  summary  If  you  have 
any  questions  or  want  more  information  about  VIAGRA,  talk  with  you  doctor  or 
pharmacist,  visit  www  viagra  com.  or  call  1-888-4V1AGRA 
23-5515-00-6  Rev  6  Sept  2002 
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terry's  War  Record: 
V  Double-Edged  Sword? 


ETNAM  HAS  BECOME  both  touchstone  and  turbocharger  for  the 
aring  candidacy  of  Democrat  John  Kerry.  At  town  meetings 
id  visits  to  VFW  halls,  the  Massachusetts  Senator  often  appears 
ith  fellow  vets  in  tow,  such  as  former  Georgia  Senator  Max  Cle- 
nd  and  a  few  graying  comrades  with  whom  he  prowled  the 

ikong  Delta  in  a  Navy  patrol  boat.  As     gates  keep  hammering  President  George 


rry  pays  homage  to  "the  guys  who  came 

me  with  a  few  holes  in  their  T-shirts," 
s  events  turn  into  an  emotional  Band  of 

others  tableau. 

Partly  heartfelt  and  partly  stagecraft, 
ey  have  helped  humanize  Kerry,  a 
archy  Boston  Brahmin— while  signaling 

Democrats  that  the  party  may  have 
und  a  candidate  who  can  take  the  na- 
mal  security  fight  to  the  Republicans. 

But  Kerry,  who  came  home  with  a  Silver 

ar,  can  only  glide  so  far  on  Vietnam  serv- 

e.  Now  a  backlash  is  beginning,  triggered 

r  his  role  as  a  leader  of  the  Seventies  peace 

lovement  and  a  19-year  Senate  career  in 

hich  he  frequendy  voted 

gainst  key  weapons  sys- 

ms  and  intelligence  fund- 

ig.  On  veterans'  Internet  fo- 

ims  and  in  chat  rooms,  vets 

ho   consider   Kerry  little 

tore  than  a  highly  decorated 

icifist  are  starting  to  send 

p  some  flak. 

eterans'  backlash 

ETIRED  REAR  Admiral 
eorge  R.  Worthington,  who 
srved  with  the  Navy  SEALS,  calls  Ker- 
''s  celebrated  ribbon-tossing  stunt  in 
)71  a  breach  of  trust.  "It  didn't  help 
ir  him  to  be  making  foreign  policy 
hen  other  guys  were  in  combat  or  the  ^™ 
anoi  Hilton,"  says  Worthington.  "He  voted 
gainst  nearly  every  weapons  increase 
hen  he  was  in  the  Senate." 

For  now,  Kerry  is  ignoring  the  sniping, 
ime  of  which  seems  inspired  by  GOP  op- 
tatives. The  criticism  from  vets  comes 
om  "fringe  elements,"  insists  John  Hur- 
y,  who  directs  veterans'  outreach  for  Ker- 
l  "I  don't  think  they  represent  main- 
ream  veterans." 

Meantime,  the  Senator  and  his  surro- 


W.  Bush  for  rushing  to  war  in  Iraq  and  sur- 
rounding himself  with  civilian  Chicken 
Hawks  who  are  cavalier  about  the  use  of 
military  force.  "I  know  something  about 
aircraft  carriers  for  real,"  Kerry  thunders,  a 
reference  to  Bush's  ill-conceived  star  turn 
aboard  the  USS  Abraham  Lincoln. 

Still,  with  a  veterans'  backlash  building 
and  an  aggressive  Bush  reelection  team 
swinging  into  action,  Kerry's  free  ride  is 
over.  From  here  on,  Republicans  will  seek 
to  shift  the  focus  from  his  heroism  to  his  in- 
stitutional liberalism  and  a  record  that  of- 
ten seemed  antimilitary. 

Kerry's  votes  against  nuclear  weapons, 
tactical  missiles,  and  the  Ml 
Abrams  tank  will  be  fair 
game.  He  was  a  leader  of 
the  Eighties  nuclear  freeze 
movement  and  after  the 
Cold  War  sought  to  transfer 
a  huge  slug  of  Pentagon 
money  to  domestic  pro- 
grams. He  also  voted 
against  giving  the  first  Pres- 
ident Bush  authority  to  go 
to  war  against  Iraq  in  1991, 
supported  Operation  Iraqi 
Freedom  in  2002,  then  de- 
cided not  to  back  Bush  II  on 
an  $87  billion  appropria- 
tion for  troops,  materiel, 
and  rebuilding.  Kerry's  ex- 
planations for  all  of  this  are  tortured  and 
largely  unconvincing. 

So  far,  Kerry  has  brilliantly  avoided 
questions  about  his  record  by  playing  up 
his  "been  there  and  bled"  history.  "[But] 
if  s  one  thing  to  say  that  his  war  record  sets 
him  apart  in  the  Democratic  primaries," 
says  Duke  University  political  scientist  Pe- 
ter D.  Feaver.  "It's  another  to  say  this  is  the 
trump  card  that  carries  the  election."  ■ 

-By  Alexandra  Starr 


ANTIWAR  Kerry  in 
1971  testifying  on 
the  Hill  against 
the  Vietnam  War 


CAPITAL 
WRAPUP 

I  WAS  KERRY  WHEN 
KERRY  WASN'T  COOL 

Sure,  John  Kerry  is  drawing  a  lot 
of  backers  now— but  where 
were  they  back  in  the  bleak  days 
of  December?  Early  Kerryistas 
want  to  make  sure  no  one 
overlooks  their  loyalty  or 
confuses  them  with  the 
newbies.  At  a  Feb.  5  Manhattan 
gathering  of  Kerry's  national 
finance  committee,  campaign 
veterans  sported  "4JKBFIA" 
buttons:  "For  John  Kerry  Before 
Iowa." 

INTERNET  PHONES: 
AN  FBI-FCC  TRUCE 

The  gumshoes  and  the  techie 
regulators  have  kissed  and  made 
up— at  least  for  now.  The  FBI's 
insistence  that  Internet  phone 
services  be  required  to  build 
wiretapping  capability  into  their 
systems— so  Net  phones  don't 
become  a  private  line  for  crooks 
and  terrorists— threatened  to 
hold  up  the  Federal 
Communications  Commission's 
debate  over  new  rules  for  the 
spreading  technology.  Now,  the 
cops  have  agreed  to  let  the  FCC 
move  ahead  with  general  rules, 
while  the  G-men  file  a  separate 
petition  for  FCC  regs  on 
wiretapping. 

NO  TAX  PAYMENTS? 
NO  PROBLEM 

The  Pentagon  is  pouring 
billions  into  companies  that 
don't  pay  their  taxes.  A  General 
Accounting  Office  report  finds 
27,100  Pentagon  contractors  owe 
Uncle  Sam  a  combined  $3 
billion  in  taxes,  mostly  payroll 
levies  for  Social  Security  and 
Medicare.  A  system  to  deduct 
those  taxes  from  contract 
payments— projected  to  collect 
$100  million  a  year— nets  less 
than  $1  million.  The  GAO  used 
confidential  IRS  data,  so  if  s 
barred  from  naming  the 
offending  companies. 
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OIL  AMD  GAS 


SHELLS  DRAMA 
ISN'T  OVER 

After  the  downgrade  shock,  can 
management  get  back  on  track? 


IR  PHILIP  WATTS,  THE 
chairman  of  Royal  Dutch/ 
Shell  Group,  isn't  usually 
one  to  humble  himself  in 
public.  But  on  Feb.  5,  he 
offered  an  abject  apology 
for  his  much-criticized 
absence  from  a  Jan.  9  conference  call  that 
revealed  Shell's  shocking  downgrade  of 
20%  of  its  proved  oil  and  gas  reserves.  "I 
regret  it,  and  I  am  sorry;  I  got  it  wrong," 
the  normally  gruff  Watts  told  a  hushed 
audience  of  financial  analysts  and  jour- 
nalists in  London. 

End  of  the  drama?  Hardly.  True,  Shell 
is  not  a  company  in  danger  yet— it  re- 
ported net  income  of  $12.7  billion  in 
2003.  It  still  has  15.6  billion  barrels  of  re- 
serves from  Nigeria  to  Oman  to  the  North 
Sea  and  beyond.  High  energy  prices  will 
help  its  bottom  line.  Finally,  the  actual 
dollar  charge  that  stemmed  from  booking 
the  reserves  incorrectly  is  minuscule. 

But  that's  all  beside 
the  point.  The  real 
point  is  this:  Six 
weeks  ago  investors 
thought  they  had  a  fix 
on  Shell— the  stodgi- 
est of  the  oil  majors,  to 
be  sure,  but  one 
where  you  knew  the 
numbers  and  knew 
what  a  cautious  man- 
agement would  do 
next.  Now  investors 
and  even  Shell  execu- 
tives have  nothing  but 
questions.  Can  Watts 
right  the  ship?  What 
sort  of  future  does 
Shell  have  when  it  has 
been  finding  far  less 
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WATTS  Can 

he  hold  on 
to  his  job? 


oil  and  gas  than  it  produces?  And  will  the 
company's  unique  amalgam  of  Dutch  and 
British  interests  hobble  Shell  as  it  tries  to 
regain  momentum? 

Start  with  Watts  himself,  who  was  head 
of  exploration  and  production  when  a  big 
chunk  of  the  overaggressive  bookings 
took  place.  He  insists  he  won't  resign.  "I 
simply  made  it  very  clear  to  the  board  that 
I  am  willing  and  determined  to  see  the 
group  through  this  difficult  period,"  he 
said  during  the  Feb.  5  conference  call. 
(Shell  declined  to  make  its  executives 
available  for  interviews  for  this  story.)  But 
a  lot  of  damage  has  been  done.  The  reserve 
shift  shattered  investors'  confidence  in 
Shell,  driving  the  stock  price  down  more 
than  9%.  "I  couldn't  believe  such  a  reclas- 
sification. It  was  incredible,"  says  Bernard 
Mignon,  senior  investment  manager  for 
the  oil  sector  at  ING  Investment  Manage- 
ment in  the  Hague. 

The  talk  among  senior  managers  at 
Shell  is  that  Watts  has 
handled  the  reserves 
issue  in  a  panicky 
way  and  that  the  hon- 
orable thing  would  be 
for  him  to  go.  Unless 
he  does,  the  company 
could  remain  rudder- 
less, vith  morale  low. 
"It  is  really  extraordi- 
nary what  has  hap- 
pened to  Shell  in  the 
last  10  years,"  says  an 
industry  source.  "It 
has  gone  from  being 
a  great  global  com- 
pany to  disorganized 
and  leaderless." 

In      his      defense, 
Watts    is    trying    to 


IN  NIGERIA 

Shell's  record  of 
finding  reserves 
is  only  so-so 


shake  up  Shell.  He  has  cut  costs  by  mor  ff 
than  $1  billion  over  the  past  two  year l0 
and  has  made  some  medium-size  acqui K 
sitions,  including  Pennzoil- Quaker  Stat  ^ 
Co.  for  $2.9  billion  and  Enterprise  Oil  fo  " 
$2.7  billion  in  2002.  He  is  also  presidini a 
over  mega-investments  such  as  the  $H 
billion  Sakhalin  Island  project  in  Russi: 
and  a  Qatar  natural  gas  project,  which  ar  ' 
expected  to  add  a  total  of  1  million  barrel  ? 
per  day  of  production  by  early  in  the  nex B 
decade.  Shell's  reserve  replacement  ra e 
tio— a  key  measure  of  how  well  it  is  re  i 
placing  the  oil  it  produces— improved  t(|l 
98%  for  2003,  above  its  estimated  599^ 
average  over  the  last  five  years.  What': 
more,  most  of  the  oil  that  Shell  mistaken 
ly  booked  as  proved  reserves  does  actual 
ly  exist  and  will  eventually  be  developed 
Shell  says  a  recent  review  of  its  worldwide 
operations  showed  that  some  of  the  oi 
and  gas  booked  as  "proved"  betweer 
1994  and  2002  belongs  in  two  other 
more  speculative  categories. 

But  Shell  is  still  in  an  unenviable  posi  | 
tion.  Some  oil  execs  doubt  that  Shell's  big 
projects,  such  as  Sakhalin,  Qatar,  or  the 
Athabasca  oil  sands  in  Canada,  will  pro 
duce  high  returns.  ExxonMobil,  BP,  anc 
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ivronTexaco  have  reserve  replacement 
os  of  well  over  100%,  putting  them  in 
much  better  competitive  posture 
inst  Shell.  "No  oil  and  gas  company 
carry  on  unless  it  does  more  than  re- 
:e  what  it  takes  out  each  year,"  says  BP 
:  CEO  John  Browne.  Shell's  costs  of 
ling  and  developing  reserves— around 
per  barrel— don't  match  up  with  its 
gest  rivals,  BP  or  Exxon  Mobil  Corp., 
ich  are  averaging  a  dollar  or  two  lower, 
ill's  poor  track  record  in  exploration 


HELL-SHOCKED 
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Investors  in  BP  and  Exxon  did  better  than  shareholders  in  Shell 
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may  have  increased  the  pressure  to  book 
reserves  in  such  an  aggressive  fashion. 

Shell  is  also  starting  to  pay  the  price  for 
its  past  errors.  It  not  only  stood  aside  dur- 
ing the  consolidation  phase  of  the  late 
1990s  but  it  missed  out  on  hot  new  areas 
such  as  the  deepwater  fields  off  Angola. 
"They  did  not  aggressively  acquire  assets 
that  will  come  onstream  in  the  near  future, 
[so]  they  face  a  hole  in  their  portfolio," 
says  ING's  Mignon.  In  2003,  Shell's  pro- 
duction fell  by  100,000  bbl  per  day,  to  3.9 
million.  Output  is  ex- 
pected to  be  flat  in 
2004  and  to  fall  in 
2005.  By  contrast, 
BP's  production  rose 
slightly  in  2003  but  is 
expected  to  jump  by 
10%  in  2004. 

Shell's  unusual 
Dutch/English  own- 
ership structure  prob- 
ably contributed  to 
the  crisis.  Shell  opera- 
tions are  joindy 
owned  by  separate, 
publicly  traded  Dutch 
and  English  compa- 
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nies  with  their  own  boards  and  bylaws.  In 
the  view  of  many  observers,  such  com- 
plexity hobbles  Shell's  management,  blurs 
accountability,  and  discourages  mergers. 
One  reason  for  its  failure  to  make  a  big  ac- 
quisition is  that  its  dual  share  structure 
made  it  nearly  impossible  to  finance  pur- 
chases with  stock.  "[The  structure]  en- 
courages a  lot  of  bureaucratic  inertia,"  says 
one  industry  source. 

UNWIELDY 

WATTS  SAYS  SHELL'S  corporate 
arrangements  will  be  put  under  review. 
Eric  Knight,  managing  director  of 
Knight  Vinke  Asset  Management,  a  New 
York  money  manager  that  tries  to  profit 
from  improving  the  governance  of  Euro- 
pean companies,  wants  the  group  man- 
aged by  a  unified  board  with  strong  in- 
dependent directors  and  a  more 
powerful  and  accountable  CEO.  At  pres- 
ent, Royal  Dutch  Petroleum  Co.,  which 
dominates  the  group  with  60%  of  the 
capital,  is  a  closed  shop:  The  members  of 
its  supervisory  and  management  boards 
control  nominations  to  those  boards, 
giving  shareholders  little  power.  The 
overall  group  is  managed  by  a  commit- 
tee of  executives,  a  structure  that  Knight 
says  "fosters  unclear  lines  of  accounta- 
bility" and  "acts  as  a  deterrent  to  the 
emergence  of  strong  leadership."  Watts, 
for  example,  does  not  have  the  same 
clout  as  ExxonMobil's  Lee  Raymond, 
who  wields  tremendous  power  over  a 
highly  centralized  company. 

Even  Shell's  rivals  would  like  to  see  the 
company  improve.  In  an  industry  where 
cooperation  among  rivals  is  essential, 
Shell  is  viewed  by  many  as  erratic.  Shell 
recently  turned  heads  by  unexpectedly  so- 
liciting offers  for  its  50%  share  of  a  major 
Angolan  offshore  project,  Greater  Pluto- 
nio.  (Shell  declines  to  comment  on  or 
confirm  this  development.)  And  Shell's 
downward  revision  of  reserves  has  cast  a 
pall  of  uncertainty  over  the  whole  indus- 
try, which  continues  to  defend  its  report- 
ing standards. 

Investors  will  be  watching  closely  to  see 
how  Shell  restores  confidence  in  the  com- 
ing months.  Some  think  that  removing 
Watts  would  only  be  a  distraction  and  that 
Shell  would  be  better  off  sharpening  its 
operations.  Yet  executives  at  the  company 
privately  say  there  are  plenty  of  suitable 
candidates  to  take  over,  including  Royal 
Dutch  President  Jeroen  van  der  Veer,  56, 
exploration  and  production  chief  Walter 
van  de  Vijver,  48,  and  gas  and  power  hon- 
cho  Malcolm  Brinded,  50.  This  drama  isn't 
over:  The  second  act  has  yet  to  start.  II 

-By  Stanley  Reed  in  London 
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BUILDING  FENCES 
-AND  GROWING  CLOSER 

From  security  to  info  tech,  business  links 
between  India  and  Israel  are  proliferating 


THE  DISPUTED  STATE  OF 
Kashmir  couldn't  look  less 
like  the  narrow  strip  of 
desert  that  forms  most  of 
Israel.  Peaks  in  the  territo- 
ry rise  to  more  than 
28,000  feet,  and  the  area 
is  known  for  its  lush  valleys  and  remote 
Himalayan  beauty.  Israel's  Magal  Securi- 
ty Systems  Ltd.,  though,  feels  right  at 
home  in  the  thin  mountain  air. 

The  company,  best  known  for  its  role 
in  building  a  security  fence  dividing  Is- 
rael from  the  West  Bank,  is  providing 
technology  such  as  cameras  and  motion 
detectors  for  a  similar  barrier  in  Kash- 
mir. The  90-mile  fence  is  aimed  at  keep- 
ing terrorists  from  crossing  the  Line  of 
Control,  the  de  facto  border  between  the 
Indian-  and  Pakistani-administered  por- 
tions of  Kashmir.  So  far,  Magal's  tech- 
nology has  been  deployed  on  just  3.4 
miles  of  the  project,  but  the  company  is 
aiming  to  get  a  much  bigger  share  of  the 
barrier  being  built  along  the  460-mile 
border.  "India  is  a  great  market  for  Is- 
raeli companies,"  says  Magal's  presi- 
dent, Izhar  Dekel. 
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Plenty  of  Israeli  companies  apparently 
agree.  Bilateral  trade  between  India  and 
Israel  has  soared  from  $140  million  in 
1990  to  $1.6  billion  in  2003— and  that 
doesn't  include  arms  deals,  which  Israel 
doesn't  report.  Business  is  so  brisk  that 
during  a  recent  three-day  visit  to  India, 
Israel's  Foreign  Minister,  Silvan  Shalom, 
announced  his  country  would  reopen  its 
consulate  in  Bombay,  India's  commercial 
capital.  Officially,  India  was  Israel's 
eighth-largest  export  market  last  year. 
But  when  you  add  in  an  estimated  $4  bil- 
lion in  Phalcon  aircraft,  Tavor  assault 
rifles,  and  other  hard- 
ware that  India  has 
contracted  to  buy,  In- 
dia in  coming  years 
will  likely  be  among 
the  top  four  markets 
for  Israeli  goods,  de- 
fense officials  say. 

India  and  Israel 
have  long  had  cordial 
relations.  But  both 
sides  kept  quiet  about 
it,  worried  about 
alienating  India's  160 


KASHMIR  BARRIER 

An  Israeli  company 
supplied  the 
technology 
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million  Musi 
and  damaging 
dia's    strong 
with     the     A 
world.    Now 
friendship  is  finally  coming  out  of 
shadows.  In  the  wake  of  a  series  of 
saults  on  India  attributed  to   Pakist.h 
backed  militants,  the  latest  intifada  in 
Middle  East,  and  September  11,  the  it 
countries  perceive  a  common  enemy:  * 
lamic  terrorism.  "India  and  Israel  are  i 
ural  allies,"  says  New  Delhi  defense  a 
lystMaroofRaza. 


SAVING  WATER  AND  POWER 

COMMERCE  IN  nonmilitary  sectors 
booming,  too.  The  number  of  Israeli  coj 
panies  with  offices  in  India  has  dou 
since  1998,  and  Israeli  flag  carrier  El 
Airlines  has  seen  cargo  traffic  to  India 
crease  sixfold  in  the  past  three  years 
year,  Israel's  Teva  Pharmaceuticals  L  p 
spent  $8.7  million  to  buy  J.K.  Dn;_ 
Pharmaceuticals,  an  Indian  maker  of  bi  &■ 
formulas.  Tel  Aviv-based  Netafim,  i  j] 
world's  biggest  drip  irrigation  compa 
in  January  signed  a  two-year,  $20  milh'  '* 
contract  with  the  southern  sta » 
of  Andhra  Pradesh  to  help  improve  cr  s. 
yields  while  saving  water  and  power,  ni 
rael  Chemicals  Ltd.  supplied  $80  milli  I 
in  potash  and  other  fertilizers  to  India  s 
2003,  up  by  25%  over  the  past  two  yea  i 
And  looking  to  benefit  from  India's  skill  La 
programmers,  Tel  Aviv-based  Ness  Tei  M 
nologies,  Israel's  largest  iT-services  out  ■ 
in  July  acquired  Indian  software  devek  'c 
er  Apar  Infotech  for  $78  million.  "Our 
dian  experience  has  worked  out  far  lb 
yond  our  wildest  dreams,"  says  Ness  Ch  k 
Executive  Raviv  Zoller. 

Investment,  though,  remains  mos 
a  one-way  street.  Other  than  about 
Indian  diamond  merchants  who  maile 
tain  offices  in  Tel  Aviv,  Indian  investme 
in  Israel  is  minimal,  says  Satish  Meh 
India's  commercial  attache   in  Isra 
But  in  May,  the  Indian  embassy  is  spo 
soring  a  biotechnology  conference 
that  "Indian  and 
raeli  companies  c 
get  together  and  e 
plore  business  oppc 
tunities,"  says  Mehu 
With  help  from  fenc 
builders  and  othei 
barriers  between  t) 
two     nations     a  l 
falling  fast.  ■ 
-By  Manjeet  Krip  l 
lani  in  Bombay  ait 
Neal  Sandler  ( 
Jerusale 
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JOHN  ROSSANT 


5  France's  Center  Coming  Unglued? 

hind  all  the  ethnic  turmoil,  the  idea  of  France  itself  is  eroding 


ONSIDER  TWO  unrelated  events 
that  occurred  in  France  on  the 
same  evening  recently— events 
j  considered  so  banal  these  days 
K^^J  that  they  were  buried  deep  with- 
j  national  newspapers  the  next  day.  On 
n.  31,  Interior  Minister  Nicolas  Sarkozy 
sited  a  Paris  shopping  mall  to  win  sup- 
>rt  for  the  center-right  in  upcoming 

:oming  elections.  Within  min- 

s,  a  group  of  youths— most  of 

rth  African  background— began 

ling  insults.  Sarkozy,  a  potential 

sidential  candidate,  was  chased 

dl  he  reached  a  police  station. 

^ater,  in  the  Burgundian  town 

Macon,  First  Lady  Bernadette 

irac  attended  a  benefit  concert 

children's  hospitals.  All  went 

oothly  until  a  Franco-Israeli 

inteuse  named  Shirel  began  a 

ig  about  Jerusalem.  According 

Chose  present,  up  to  30  Arabs 

the  audience  suddenly  began 

earning  epithets:  "dirty  Jew," 

:ath  to  the  Jews." 

something  is  disturbingly  amiss  in  the  land  ofliberte,  egalite, 

\fraternite.  Deep  fissures  are  again  opening  over  race,  religion, 

1  national  identity.  Anti-Semitism,  no  stranger  among  the 

nch,  seems  once  more  on  the  rise.  And  France  must  decide 

n  it  will  integrate— or  not— the  10%  or  so  of  its  population 

ose  background  is  Arab  and  Muslim. 

Pensions  have  mounted  for  years.  But  they're  now  bursting 

0  the  open  because  of  a  draft  law  that  would  ban  the  Is- 
lic  head  scarf  and  other  "ostentatious"  religious  signs, 
:h  as  the  Jewish  skullcap  and  large  Christian  crosses,  in 
Dlic  schools.  President  Jacques  Chirac  had  hoped  the  meas- 
:,  which  was  approved  in  the  National  Assembly  on  Feb.  10 
i  is  expected  to  sail  through  the  Senate  on  Mar.  2,  would  re- 
ert  the  primacy  of  secular  values.  Instead,  it's  adding  to  the 
•ception  among  Muslims  that  the  state  is  against  them— 

1  fueling  extremist  groups  such  as  the  Muslim  Party  of 
mce  and  its  openly  anti-Semitic  leader,  Mohamed  Latreche. 
e  controversy  over  religion  and  identity  is  also  playing  into 

i  hands  of  the  far- right  National  Front,  which  is  seizing  on 


Muslim  resistance  to  further  its  own  anti-immigrant  agenda. 
Chirac  has  taken  courageous  steps  to  open  the  closed  world 
of  France's  governing  elite  to  the  sons  and  daughters  of  North 
African  immigrants.  By  naming  Muslims  to  prominent  posts, 
he  has  acknowledged  that  "egalite"  has  left  large  swaths  of  the 
population  behind.  In  January,  Chirac  appointed  Ai  ssa  Der- 
mouche  as  aprefet— the  state's  direct  representative— in  eastern 
France.  (Dermouche's  car  and  workplace  were  then  fire- 
bombed,  and  an  explosive  was  left  outside  his  children's  school. 
It  is  widely  assumed  that  the  extreme  right  was  responsible.) 

But  Chirac's  efforts  may  be  obscuring  the  real  problem: 
that  key  pillars  of  the  secular  republic  are  cracking.  For  more 
than  130  years,  governments  nurtured  an  idea  of  Frenchness. 

All  children  learned  the  basics  of 
French  history,  tradition,  and  rev- 
erence for  the  secular  state 
through  a  famously  centralized 
school  system.  The  brightest 
went  on  to  the  universities,  which 
produced  first-rate  civil  servants 
who  promoted  the  secular  state  in 
the  next  generation.  The  broad- 
based  parties  crafted  a  system  of 
social  benefits  that  cemented 
popular  support. 

And  now?  The  school  system  is 
increasingly  ill-adapted  to  the 
multicultural  and  multi- ethnic 
nation  France  has  become. 
Underfunded  universities  are 
prompting  an  unprecedented 
brain  drain.  And  the  arrogance  of 
OlllcirS  Ol  t^ie  k*8  political  parties  is  alienat- 

ing voters.  A  recent  example  is  the 
government's  support  of  former 
Prime  Minister  Alain  Juppe,  head 
of  the  ruling  party,  after  his  con- 
viction on  corruption  charges. 

With  few  public  figures  to  re- 
spect, North  African  kids  often 
figure  they've  nothing  to  lose  if 
they  join  extremist  movements.  At  the  other  end  of  the  spec- 
trum, plenty  of  native  French  are  ready  to  ditch  the  old  doc- 
trines of  moderation  for  something  nastier.  With  regional 
elections  due  on  Mar.  21  and  28,  polls  already  are  showing 
important  gains  for  extremist  parties— and  losses  for  the  cen- 
ter-left and  center-right  coalitions  that  have  long  held  the 
reins  of  power.  Given  the  current  climate  in  France,  it's  hard  to 
be  surprised— and  hard  not  to  be  discouraged.  ■ 


The  key 
jillarsof 
the  secular 
republic 
show  cracks 
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International  Outlook 


BY  MICHAEL  SHARI 


Indonesia:  Suharto's 
Party  Is  Surging 


IT'S  ONE  OF  THE  BIGGEST  POLITICAL  comebacks  in  Asia— not  just  for 
a  politician  but  for  an  entire  party.  Nearly  six  years  ago,  Indone- 
sia's strongman,  President  Suharto,  fell  from  power,  toppled  by 
popular  disgust  with  the  cronyism  of  the  regime  and  its  mis- 
handling of  the  economy.  Suharto's  once  all-powerful  party, 

Golkar,  became  a  casualty  of  the  upheaval,     tion  and  funding  intact  and  maintained  a 


losing  control  of  the  presidential  palace 
when  Suharto's  successor,  B.J.  Habibie,  was 
ousted  in  an  ensuing  election.  Golkar's 
hold  on  power  seemed  broken  forever. 

Money  and  Organization 

NOW,  THE  NEXT  President  of  Indonesia 
may  well  be  a  Golkar  candidate— most  like- 
ly Wiranto,  Suharto's  former  army  chief  of 
staff,  who  was  driven  from  the  service  after 
a  U.N.  court  held  him  responsible  for  per- 
mitting atrocities  in  East  Timor.  The  come- 
back of  this  55-year-old  former  general— 
who  denies  involvement  in  any 
atrocities— speaks  volumes  about  the  cur- 
rent disarray  in  Indonesia. 
The  country  has  been  so 
battered  by  ethnic  strife, 
Islamic  terrorism,  increased 
corruption,  and  economic 
austerity  programs  that 
many  voters  yearn  for  the 
certainty  and  relative  pros- 
perity of  the  Suharto  years. 

Wiranto  denies  any  ambi- 
tion to  be  the  next  Suharto: 
"My  platform  is  not  to  re- 
vive [Suharto's]  New  Order 
or  to  construct  a  military 
regime,"  he  said  in  a  written 
response  to  questions  from 
BusinessWeek.  But  Wiranto 
is  promising  to  unwind 
some  of  the  most  painful  reforms  by  rein- 
troducing farm  subsidies,  rewriting  In- 
donesia's open  foreign  investment  rules, 
and  getting  tough  with  the  International 
Monetary  Fund  and  other  creditors. 

Golkar's  comeback  stems  from  the  par- 
ty's own  clever  repositioning  since  Suhar- 
to's fall,  and  from  disaffection  with  the 
three-year-old  government  of  President 
Megawati  Sukarnoputri.  Over  the  past  six 
years,  Golkar  kept  its  grassroots  organiza- 


WIRAMTO  The 

former  general 
may  be  Golkar's 
standard-bearer 


foothold  as  the  second-largest  party  in  Par- 
ham  ent.  "Golkar  will  have  a  bigger  chance 
in  the  coming  elections  than  any  other  par- 
ty because  they  have  been  preparing  very 
well,"  says  Hadar  Gumay,  deputy  director 
of  the  independent  Center  for  Electoral  Re- 
form in  Jakarta.  The  party  has  shed  several 
controversial  candidates  for  the  presiden- 
tial nomination,  including  Suharto's 
daughter  Tutut,  who  formed  her  own  party. 
Megawati  herself  has  proved  powerless 
to  deflect  Golkar's  bid.  She  hasn't  done  a 
bad  job  with  the  economy,  which  is  coming 
back  from  years  of  subpar  growth.  But  IMF 
dictates  to  remove  popular  Suharto-era 
subsidies  for  public  utilities, 
fuel,  and  food  earned  her 
the  enmity  of  ordinary  vot- 
ers. A  policy  she  inherited 
from  Habibie  to  decentralize 
government  also  backfired, 
encouraging  the  spread  of 
corruption  to  localities 
across  the  archipelago.  A  re- 
cent poll  showed  that  58% 
of  Indonesians  believe  life 
was  better  under  Suharto. 
Megawati's  approval  rating 
has  plunged  from  37%  last  October 
to  13%  in  December. 

All  these  factors  bode  well  for 
Golkar  in  local,  provincial,  and  na- 
tional legislative  elections  in  April— 
and  in  the  two-round  presidential  vote  set 
for  July  and  September.  Golkar  in  April 
could  take  as  much  as  20%  of  the  vote  from 
the  Democratic  Party  for  Struggle  (PDI-P), 
Megawati's  party.  Wiranto's  nomination  as 
the  presidential  candidate  would  likely  fol- 
low. In  that  scenario,  pundits  say,  either 
Wiranto  would  win  outright  or  a  strong 
Golkar  showing  would  force  Megawati  to 
cut  a  deal  to  share  power— with  Wiranto  by 
her  side.  Suharto's  legacy  fives  on.  II 


GLOBAL 
WRAPUP 

A  MEXICAN  STANDOFF 
IN  BUENOS  AIRES 

THE  THREE-WAY  confrontati 
involving  Argentina,  the 
International  Monetary  Fund 
and  holders  of  defaulted 
Argentine  bonds  is  getting 
worse.  On  Feb.  7,  the  Group  of 
Seven  Finance  Ministers  urgec 
Argentina  to  negotiate  in  good 
faith  with  the  bondholders,  wh 
are  furious  at  Buenos  Aires 
demand  that  they  accept  a  759A 
haircut  on  their  investment.  T 
IMF,  in  rum,  may  not  give 
Argentina  a  favorable  review  o-» 
its  public  finances  if  bondholde 
don't  get  an  acceptable  deal.  In 
retaliation,  Argentine  President 
Nestor  Kirchner  threatens  to 
withhold  a  $3.1  billion  paymen 
on  an  IMF  loan  that's  due  on 
Mar.  9.  Kirchner  wants  a  clean 
review  from  the  IMF  and  a  free 
hand  to  pay  bondholders  the 
minimum.  The  IMF  is  likely  to 
back  down,  leaving  the 
bondholders,  who  hold  paper 
with  a  face  value  of  $90  billion 
out  in  the  cold. 


THE  EURO  HEADS  HIGHE 

THE  EURO  surged  to  $1.28— 
just  below  its  all-time  high— or 
Feb.  11  after  Alan  Greenspan  sail 
the  dollar's  decline  would  help 
narrow  the  U.S.'s  $500  billion- 
plus  annual  current  account 
deficit.  Currency  traders 
interpreted  the  Federal  Reserve 
chairman's  remarks  as  tacit 
approval  of  a  weaker  greenbacl 
They  now  predict  the  euro  will 
rise  to  $1.30  by  the  end  of  the 
month.  Even  so,  the  European 
Central  Bank  isn't  likely  to 
intervene.  On  Feb.  9,  Ernst 
Wetteke,  an  ECB  governing 
council  member,  said  it  was 
important  not  to  "exaggerate 
the  impact  of  exchange  rates  or 
the  euro  zone's  economy."  But 
if  the  euro  rises  to  $1.35  by 
midyear,  as  many  forecasters  sa 
it  will,  the  ECB  will  have  little 
choice  but  to  cut  rates. 
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230  HORSEPOWER.  HILL  CRUSHING  TORQUE 
CHOCOLATE  RESISTANT  SEATS. 


YES,  THE  NEW  MITSUBISHI  GALANT  GIVES  YOU  G-FORCE  INDUCING  ACCELERATION.  And  yes, 

\* 

^t\\  it  confidently  takes  on  inclines  that  leave  lesser  sedans  falling  to  the  right,  compliments  of  its 

24-valve,  3.8L  enginet  But  unlike  a  lot  of  sedans  designed  with  the  road  in  mind,  this  new  Galant's 

IT'S  GOT  24  OF  THESE  BAD  BOYS. 

also  been  designed  with  real  life  in  mind.  With  interior  surfaces  custom-engineered  for  stain  resistance  (in  technical 
terms,  the  "white  chocolate  test").  And  smart  air  bags  that  can  tell  the  difference  between  a  real  live  passenger  and  a  bag 
of  groceries,  and  only  deploy  when  there's  a  grown-up  in  the  passenger  seat*  So  get  behind  the  wheel  of  a  new  Galant.  Open 
up  a  candy  bar.  Then  find  the  nearest  straight  stretch  of  road  and  open  up  the  Galant.  Need  more?  Go  to  mitsubishicars.com. 


U 


INTRODUCING   THE  2004  GA  LA  N T  starting  under $18,000* 


MITSUBISHI 
MOTORS 
wake  up  and  drive 
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The  Best  Gains 
In  31  Years 

Companies  in  2003  posted  the  highest 
profit  surge  in  Scoreboard  history 


CORPORATE  PROFITS 
came  roaring  back  in 
2003.  The  economy,  hes- 
itant and  unsure  of  itself 
in  the  first  half,  ultimate- 
ly gained  the  self-confi- 
dence it  needed  to  get 
moving  and  shifted  into  high  gear.  The 
result  was  dazzling:  Profits  for  the  900 
companies  on  BusinessWeek's  Corporate 
Scoreboard  rose  76%  from  the  year  be- 
fore, with  fourth-quarter  earnings  up  by 
322%.  True,  those  figures  were  skewed 
by  Time  Warner  Inc.,  which  single- 
handedly  depressed  the  year- earlier  re- 
sults with  its  massive  $44.9  billion  loss 
in  the  final  quarter  of  2002.  But  even  af- 


ter factoring  out  the  media  giant's  re- 
covery, profits— thanks  especially  to  fi- 
nance, oil,  and  technology  companies- 
soared  69%  in  the  final  quarter  of  2003 
and  50%  for  the  entire  year. 

Those  are  the  largest  quarterly  and  an- 
nual profit  gains  since  BusinessWeek  first 
started  tallying  Scoreboard  results  in 
1973.  The  Scoreboard  numbers  represent 
company-reported  income  from  continu- 
ing operations  before  extraordinary 
items,  as  defined  by  generally  accepted 
accounting  principles  (GAAP).  The  profit 
increases  reported  by  Thomson  First  Call 
have  been  lower:  25%  for  the  fourth 
quarter  and  17%  for  2003.  Those  earn- 
ings numbers  are  based  on  analysts'  esti- 


Earnings  Spotlight 

The  profit  pictu rebrightened  as  oil,  media,  and 
communications  companies  led  the  rebound 


It  was  a  grandly  satisfying  year  for  cleaning  up  the  bottom 
line.  Even  if  you  factor  out  Time  Warner,  whose  bounce-back 
from  a  $43.8  billion  annual  loss  singlehandedly  accounted 
for  the  media  group's  outsize  gains,  overall  profits  still  rose 
a  hefty  50%  for  all  of  2003.  That's  the  biggest  annual  increase 
in  the  31  years  that  BusinessWeek  has  compiled  scoreboards. 
Some  of  that  gain  reflects  how  companies  recovered  from 
their  own  multibillion-dollar  2002  losses,  such  as  Lucent 
Technologies  in  communications  equipment,  CIT  Group  in 
diversified  financial  services,  and  Schlumberger  in  energy 
equipment  and  services.  The  oil  and  gas  industry  recovered 
from  last  year's  slump  to  make  $29  billion  more  in  2003,  led 
by  big  gains  at  ConocoPhillips,  whose  profits  rose  558%, 
ChevronTexaco  (up  556%),  and  Exxon  Mobil  (up  90%).  The 
biggest  disappointment  was  the  pharmaceutical  industry, 
where  profits  shrank  by  $10.6  billion.  Culprits  there  included 
Pfizer  (down  82%)  and  Wyeth  (down  54%). 


CHANGE  IN  AFTERTAX  PROFITS  FROM  2002 
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mates  and  exclude  certain  unusual  it 

As  the  economy  bounced  back, 
gained  confidence  that  the  long-awi 
upturn  was  for  real.  They  boosted  sper 
ing  on  capital  goods  (page  62).  The  wi 
er  dollar  meant  higher  revenues  for  ma 
multinationals.  The  government  stok 
consumer  spending  by  cutting  t 
while  the  Fed  maintained  low  inte: 
rates.  And  that  encouraged  homeo 
to  keep  refinancing,  putting  more  dol 
in  their  pockets.  All  that  helps  exp 
why  corporate  sales  expanded  by 
Only  six  of  the  60  Scoreboard  ind 
groups  had  lower  sales  during  the  y< 
compared  with  19  in  2002. 

Yet  the  biggest  force  behind  the  ye; 
hefty  profit  rise  was  undeniably  Corpo 
America's  ability  to  squeeze  out  m 
earnings  from  those  additional  s 
Morgan  Stanley  Chief  Economist  Rich 
Bemer  marvels  at  how  American  b 
nesses  tightened  their  belts  and  bee; 
more  efficient  during  the  downturn.  Pnfas 
liminary  government  figures  peg  noial 
farm  productivity  gains  throughout  200  on 
at  a  remarkable  5.3%,  the  highest  annuj  & 
gain  since  1965.  Rising  productivity  h 
down  job  growth,  of  course.  But  it  p; 
off  in  higher  earnings,  because  far  mo 
revenue  flowed  to  the  bottom  line  as 
economy  recovered.  "That  was  the  ke 
factor  in  driving  profit  margins  high 
and  earnings  growth  way  past  expects 
tions,"  says  Berner.  Indeed,  overall  prof' 
margins  for  Scoreboard  companies  wer 
6.7%  in  the  final  quarter  of  2003,  vs. 
piddling  1.8%  the  year  before. 

As  usual,  though,  not  all  sectors  wer 
invited  to  the  profit  party.  Although  47  c 
the  60  industry  groups  did  better  in  200. 
than  in  2002,  there  were  laggards.  Prim 
among  them  were  airlines,  regions 
phone  companies,  and  drugmakers.  De 
spite  cutting  costs,  many  of  the  bigges 
companies  in  those  industries  suffere< 
from  brutal  competition  that  suppresse< 
profit  growth— or  wiped  out  profits  alto 
gether.  One  silver  lining:  Some  of  the& 
also-rans  managed  to  cut  their  losses 
Lucent  Technologies  Inc.  narrowed  it 
2003  loss  to  $168  million,  from  $11.7  bil 
lion  the  prior  year,  while  AMR  Corp.,  par 
ent  of  American  Airlines  Inc.,  halved  it- 
loss  to  $1.2  billion. 

BIG  RESURGENCE 

NO  INDUSTRY  ADDED  more  to  Score 
board  profits  in  absolute  terms  than  Bij| 
Oil.  The  group's  earnings  more  than  dou 
bled,  to  $45.2  billion.  The  war  in  Iraq,  lov 
supplies,  and  continued  uncertainty  ovei 
the  Middle  East  sent  oil  and  gas  pricej 
higher  over  the  year.  With  OPEC  planning 
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Year to 
temember 

the  economy  turned  from  tepid 
torrid,  the  annual  profit  gains  in 
003  were  a  Scoreboard  record 


Rise  in  Profits     Rise  in  Sales 


76%  9% 


it 


ut  production,  they  are  unlikely  to  re- 
Exxon  Mobil  Corp.  accounted  for 

bulk  of  the  industry's  gain  and 
ced  No.l  in  total  profits:  Earnings 

90%,  to  $21.5  billion,  on  a  22%  in- 
ase  in  sales,  to  $222.9  billion.  Only 

Mart  Stores  Inc.  had  larger  sales— 
55.1  billion,  up  11%. 

le  big  resurgence  in  capital  spending 
:d  tech  companies  sharply,  as  corpora- 
is  began  investing  again  in  informa- 

technology.  Earnings  for  the  com- 
ter  industry  soared  210%.  Apple 
jmputer  Inc.  recorded  the  largest  in- 
ase  for  the  group,  a  552%  jump  in  an- 
al profits  to  $137  million,  thanks  to 
Jong  sales  of  its  computers  and  the 
)d.  IBM's  yearly  profit  increased  43%, 


to  $7.6  billion,  on  the  strength  of  consult- 
ing services  and  software  sales.  And 
hardware  sales  accelerated  sharply  in  the 
fourth  quarter.  IBM  Chief  Financial  Offi- 
cer John.  R.  Joyce  recendy  told  investors 
that  "2004  is  the  year  when  the  IT  indus- 
try will  begin  its  next  growth  cycle." 

Chipmakers  are  already  seeing  the  cy- 
cle's impact  in  the  explosive  growth  of 
new  digital  products,  such  as  next-gener- 
ation cell  phones  and  game  consoles.  The 
semiconductor  industry  posted  a  $4.8  bil- 
lion profit  in  2003,  vs.  a  $4.2  billion  loss 
the  year  earlier,  with  a  lot  of  help  from  in- 
dustry leader  Intel  Corp.  Its  profit  soared 
81%,  to  $5.6  billion,  on  a  13%  rise  in  sales. 

By  comparison,  the  crowded  software 
industry  didn't  see  such  a  sharp  increase. 


Although  profits  at  Oracle 
Corp.  rose  22%,  to  $2.5  billion 
last  year,  sales  climbed  a  mea- 
ger 4%— one  reason  the  data- 
base and  enterprise  software 
maker  is  angling  to  buy  its 
nearest  competitor,  People- 
Soft  Inc.  Even  behemoth  Mi- 
crosoft Corp.  barely  sur- 
passed the  industry's  8%  total  annual 
sales  gain,  with  an  11%  increase,  to  $34.3 
billion.  Profits  rose  just  9%,  to  $8.9  billion, 
because  sales  of  PCs,  where  most  of  the 
company's  software  is  placed,  were  slug- 
gish until  the  fourth  quarter. 

SEEING  DAYLIGHT 

EVEN  THE  BATTERED  telecom  industry 
is  seeing  daylight.  While  sales  shrank  at 
many  service  providers,  there  was  better 
news  in  the  wireless  market  and  among 
equipment  makers.  Sales  at  Cisco 
Systems  Inc.,  the  giant  network-equip- 
ment maker,  rose  5%  in  the  fourth 
quarter,  and  profits  leaped  76%,  to  $1.1. 
billion.  Although  still  cautious,  Cisco  is 
counting  on  the  increasing  ability  of  its 


^^t  Large  and  in  Charge 

The  big  got  a  lot  bigger  last  year,  as  Citigroup,  Exxon  Mobil,  Intel,  and  Wal-Mart 
led  a  surge  in  corporate  sales  and  profits 


THE  TOP  25  IN  SALES 


THE  TOP  25  IN  EARNINGS 


2003  Sales 

Percent  Change 

2002 

2003  Profits 

Percent  Change 

2002 

Millions 

From  2002 

Rank 

Millions 

From  2002 

Rank 

1    Wal-Mart  Stores 

$255,078.0 

11% 

1 

1 

Exxon  Mobil 

$20,960.0 

90% 

4 

2    Exxon  Mobil 

222.883.0 

22 

2 

2 

Citigroup 

17,853.0 

33 

2 

3    General  Motors 

185,524.0 

5 

3 

3 

General  Electric 

15,589.0 

3 

1 

4   Ford  Motor 

164,196.0 

1 

4 

4 

Bank  of  America 

10,810.0 

17 

6 

5    General  Electric 

133,585.0 

2 

5 

5 

Altria  Group 

9,204.0 

-17 

3 

6    ChevronTexaco 

112,937.0 

23 

7 
6 

6 

7 

Microsoft 
Wal-Mart  Stores 

8.878.0 
8,669.0 

9 
15 

5 

7    Citigroup 

94,713.0 

2 

8 

8    ConocoPhillips 

90,491.0 

79 

19 

8 

Fannie  Mae 

7,719.8 

67 

16 

9    IBM 

89,131.0 

10 

8 

9 

IBM 

7,613.0 

43 

14 

10  Hewlett-Packard 

73,061.0 

29 

12 

10 

ChevronTexaco 

7,426.0 

556 

75 

1 1   Verizon  Communications 

67,752.0 

1 

9 

11 

Johnson  &  Johnson 

7,197.0 

9 

11 

12  McKesson 

66,452.5 
62,904.0 

20 
7 

13 
11 

12 
13 

J.P.  Morgan  Chase 
Merck 

6,719.0 
6,589.6 

304 

48 

13  Home  Depot 

-3 

10 

14  Cardinal  Health 

61,299.0 
60,704.0 

15 
-2 

15 
10 

14 
15 

Wells  Fargo 

SBC  Communications 

6,202.0 
5,971.0 

9 
-20 

13 

15  Altria  Group 

9 

16  Fannie  Mae 

53,766.9 

2 

16 

16 

Procter  &  Gamble 

5,807.0 

18 

15 

17  Kroger 

53,227.0 

4 

18 

17 

Intel 

5,641.0 

81 

27 

18  AmerisourceBergen 

50,577.9 

9 

20 

18 

ConocoPhillips 

4,593.0 

558 

113 

19  Boeing 

50,485.0 

-7 

14 

19 

Wachovia 

4,247.0 

19 

21 

20  Bank  of  America 

49,006.0 

6 

21 

20 

Cisco  Systems 

4,046.0 

46 

30 

21    Procter  &  Gamble 

46,992.0 

12 

25 

21 

Home  Depot 

4,039.0 

10 

20 

22  Target 

46,653.0 
45,188.0 

8 
40 

24 
38 

22 
23 

Merrill  Lynch 
Washington  Mutual 

3,988.0 
3,793.0 

59 
0 

34 

23  Pfizer 

19 

24  J.P.  Morgan  Chase 

44,363.0 
43,868.4 

2 
11 

22 
29 

24 
25 

Morgan  Stanley 

3,787.0 
3,710.1 

27 
15 

28 

25  Costco  Wholesale 

a:  Standard  &  Poor's  Compustat 

U.S.  Bancorp 

23 
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CAPITAL  SPENDING 


The  Floodgates 
wifff  Have  Opened 


With  corporate  profits 
rebounding,  stronger 
global  economic 
growth,  and  a  weak 
dollar  spurring  exports, 
companies  that  once  hoarded  every 
dime  are  increasingly  laying  out  serious 
cash  on  capital  expenditures.  In  the 
second  half  of  2003,  business  spending 
on  equipment  and  software  finally 
perked  up,  rising  at  an  inflation-adjusted 
14%  annual  rate  (chart). 

Most  forecasters  expect  these 
double-digit  gains  to  continue.  Capital 
spending  on  everything  from  software  to 
backhoes  should  rise  at  an  annualized 
rate  of  at  least  10%  in  the  first  half  of 
2004  and  perhaps  considerably  faster, 
says  Steven  Wieting,  a  senior  economist 
at  Citigroup.  The  result?  Makers  of  tech 
and  telecom  gear  and  even  battered  steel 
companies  could  see  generous  profit 
increases  this  year. 

The  information  technology  sector  is 
experiencing  a  long-awaited  revival  as 
companies  that  deferred  purchases  in 
the  last  few  years  upgrade  software  and 
replace  rickety  hardware.  Worldwide  IT 
spending  could  rise  5%  this  year,  to  $915 
billion,  according  to 
IDC.  But  that's  a 
conservative  es- 
timate. "If  the  eco- 
nomic recovery  plays 
out  the  way  most 
economists  currently 
expect  it  will,  then  we 
should  see  global  IT 
growth  of  6%  to  8%," 
says  IDC  economist 
Kevin  White.  Micro- 
soft, IBM,  and  Intel 
should  all  get  a  boost. 

Telecom  equip- 
ment companies  also 
figure  to  benefit.  Their  big  clients  are 
improving  digital  offerings  in  wireless, 
data  transmission,  and  other  areas.  SBC 
Communications  Inc.  posted  capital 
expenditures  of  $5.2  billion  in  2003- 
$200  million  above  initial  expectations— 
and  projects  it  will  spend  $5.3  billion  this 
year.  Verizon  Communications  foresees 
a  $3  billion  capital  outlay.  Such  spending 
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should  help  the  likes  of  Nortel  Networks 
Ltd.  and  Lucent  Technologies  Inc. 
Old  Economy  corporations  are 
sharing  in  the  largesse,  too.  Caterpillar 
Inc.  was  the  top-performing  stock  in  the 
Dow  Jones  industrial  average  in  2003, 
and  this  year  looks  even  better  for  sales 
of  its  bulldozers  and  other  heavy 
equipment:  Profits  are  forecast  to  climb 
40%,  says  CEO  James  Owens.  The 
company  credits  global  economic 
expansion,  including  a  construction 
boom  in  China.  Demand  for  capital 
goods  is  also  giving  the  steel  sector  new 
pricing  power.  U.S.  Steel  Corp.  and  Nucor 
Corp.  raised  prices  on  Jan.  1  by  about 
$30,  to  about  $330  a  ton.  Another  hike  of 
$50  to  $60  is  set  for  April.  Nucor 
predicts  steel  will  hit  $500  a  ton  by 
summer.  Those  prices  could  help  U.S. 
Steel  return  to  profitability  this  year. 
Many  companies  are  also  finally 
expanding  capacity.  Rockwell 
Automation  Inc.  expects  sales  of 
assembly-line  equipment  and 
production  systems  to  increase  4%  to 
6%  this  year,  thanks  to  spending  in  the 
food  and  beverage  and  pharmaceutical 
sectors.  "We  are  finally  beginning  to  see 
a  sustained  upturn  in 
our  end  markets," 
saysCEO  Keith  D. 
Nosbusch. 

Even  the  possi- 
bility of  higher 
interest  rates  may 
not  crimp  corporate 
spending  since 
companies  are 
generating  plenty  of 
cash  internally.  That 
means  many  won't 
have  to  borrow.  "The 
capability  to  spend 
on  capex  [capital 
expenditures]  has  seldom  been  greater," 
says  James  W.  Paulsen,  chief  investment 
strategist  at  Wells  Capital  Management. 
After  a  long  capital  investment  drought, 
that's  good  news  for  U.S.  equipment  and 
software  makers. 

-By  Faith  Arner  in  Boston  and 

Michael  Arndt  in  Chicago, 

with  bureau  reports 


big  telecom  customers  to  spend  mor< 
More  capital  spending  buoyed  0 
Economy  companies,  too.  Machiner 
makers  such  as  Caterpillar  Inc.  saw 
nice  bump  in  exports,  and  2003  profit 
rose  38%,  to  $1.1  billion.  Factory-equip 
ment  maker  Parker  Hannifin  Cor} 
recorded  a  51%  increase  in  2003  profit 
to  $210  million,  and  continued  the  mc 
mentum  with  a  19%  rise  in  U.S.  industr 
al  orders  for  January.  "It's  nice  to  com 
out  of  the  chute  with  these  numbers, 
says  Chief  Operating  Officer  Nickolas  V 
Vande  Steeg. 

The  stock  market  reflected  this  i 
provement,  with  th 
Rio*  Oil  Standard    &    Poor' 

n£>  W1  500-stock  indi 

climbing    26%    1 
year.  Combined  wi 
a  healthy  bond  mai  L. 
ket,  that  helped  pow  ^ 
er  profits  at  the  bij  & 
securities  firms.  Mer  m 
rill    Lynch    &    Co.  * 
which  slashed  cost  *si 
and   beefed    up    it  *» 
nonbrokerage  businesses,  caught  th  ■ 
biggest  updraft:  Its  2003  profits  ros<  * 
59%,  to  $4  billion.  The  company  ha  ■ 
successfully  pursued  a  strategy  to  diver 
sify  by  boosting  debt  underwriting,  for:  ^ 
eign- exchange  trading,  and  other  areai  ^ 
that  aren't  reliant  on  its  commission  ^ 
based  brokerage  business.  Diversified  fi  ^ 
nancial  services  giant  Citigroup  alsc  ^ 
captured  gains  in  the  securities  market*  fa 
as  well  as  from  its  strong  consumer!  bi 
lending  business.  Profits  rose  33%,  tc|b 
$17.9  billion.  That  made  it  the  seconc 
most  profitable  company  on  this  year'ffcs 
list  after  Exxon  Mobil. 

Commercial  banks— up  against  strong  r 
comparisons   with    2002,   when    they 
shone  because  of  the  refi  boom— posted  £ 
more  modest  12%  profit  rise  in  2003 


Oil 
saw  a 
fantastic 
leap  in 
profits 


K. 
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Earnings  at  bellwether  mortgage  lendei  ^ 
Washington  Mutual  Inc.,  in  fact,  were  flal  s 
for  the  year.  Now  the  betting  is  that  if  in-i  % 
terest  rates  rise,  banks  may  be  hard 
pressed  to  match  2003's  gains  in  th 
coming  year. 

Indeed,  the  across-the-board  50%  an 
nual  profit  increase  for  the  Scoreboard 
companies  will  be  a  tough  act  to  follow  in 
2004.  Oil  prices  may  fall.  Interest  rates 
could  rise.  And  economists  say  that  the' 
uptick  in  capital  spending  will  begin  to 
dampen  earnings  as  depreciation  costs 
climb.  But  as  most  companies  would  at- 
test, after  the  last  few  years,  that' s  a  wel- 
come problem  to  have.  ■ 

-By  Robert  Berner  with  Michael  Arndt 
in  Chicago,  and  bureau  reports 
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Glossary 

A  quick  guide  to  what 
is  included  in  these 
tables 


SALES:  Includes  all  sales 
and  other  operating  rev- 
enues. For  banks,  includes 
all  operating  revenues. 
PROFITS:  Net  income 
before  extraordinary  items. 
For  banks,  profits  are  net 
income  after  security  gains 
or  losses. 


MARGINS:  Net  income 
from  continuing 
operations  before 
extraordinary  items  as 
percent  of  sales. 
RETURN  ON  COMMON 
EQUITY:  Ratio  of  net 
income  available  for 
common  stockholders 


(most  recent  12  months) 
to  latest  available 
common  equity,  which 
includes  common  stock, 
capital  surplus,  and 
retained  earnings. 
PRICE-EARNINGS  RATIO: 
Based  on  Feb.  5, 2004, 
common-stock  price  and 


corporate  earnings  from 
continuing  operations 
before  extraordinary  items 
for  most  recent  12-month 
period. 

EARNINGS  PERSHARE: 
For  most  recent  12-month 
period.  Includes  all 
common-stock  equivalents. 
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4.7 

210 

21 

r'-r 

GenescoGCO(UI 

212.5 

0 

834.4 

4 

9.4 

-7 

26.0 

13.8 

16 

M 

Goody's  Family  Clothing  GDYS '"' 

280.8 

5 
18 

1215.4 

1 

L7 

NM 

14.6 

NM 

0.6 

NM 

6.6 

20 

0.4*  1* 

Guitar  Center  GTRC 

395.8 

1275.1 

1682.5 

62904.0 

16 
13 
7 

19.7 

47 

363 

46' 

5.0 

4.0 

17.5 

22 

L5C 
L2f 

r  '•'■ 

Hollywood  Entertainment  HLYW 

473.6 

15 

23.0 
1147.0 

-84 
22 

82.3 
4039.0 

-66 

10 

43 

34.5 

25.3 

9 

In 

Home  Depot  HD™ 

16598.0 

15 

63 

6.5 

18.1 

20 

L76  P*" 

Jo-Ann  Stores  JASTO 

447.5 

4 

1707.3 

3 

12.0 

35 

39.2 

2 

2.7 

2.1 

12.4 

17 

L63  *: 

Limited  Brands  LTD  <U| 

1846.8 

4 

8669.1 

4 

129.7 

851 

685.8 

54 

7.0 

0.8 

14.0 

15 

L30  p 

Linens  'N  Things  LIN 

788.3 

9 

2395.3 

10 

46J. 

14 

74.8 

8 

5.8 

5.6 

9.8 

18 

1.67 

*:■ 

Lowe's  LOW  "» 

7924.0 

24 

30027.0 

17 

452.0 

33 

1788.0 

31 

5.7 

5.3 

18.1 

24 

2.24 

III 

Men's  WearhouseMW<"» 

322.6 

10 

1360.1 

5 

9J 

Ul 

5L4 

32 

2.8 

1.5 

10.1 

18 

L29 

m- 

Michaels  Stores  MlKw 

755.2 

7 
23 

3000.1 
979.6 

7 

38.2 

18 

158.7 

10 

5J 

4.6 

145 

20 

2.26 

h 

Pacific  Sunwear  of  California  PSUN  to 

281.3 

24 

24.5 

54 

69.1 

70 

8.7 

7.0 

177 

27 

030 

' 

Payless  ShoeSource  PSS  m> 

709.8 

0 

2789.5 

-3 

-22 

NM 

22.2 

-67 

NM 

4.2 

3.6 

41 

0.33 

PC  Connection  PCCC 

358.4 

11 

1312.9 

10 

0.7 

-75 

53 

81 

0.2 

0.9 

3.7 

43 

023 

V: 

Pep  Boys-Manny,  Moe  &  Jack  PBY  <"' 

537.7 
415J 

2 

2087.4 

-2 

13.4 

-13 

-13 

NM 

2.5 

2.9 

-L5 

NM 
30 

-0.18 
L08 

1 

Petco  Animal  Supplies  PETC  ™ 

13 

16033 

12 

19.2 

60 

63.2 

NM 

4.6 

3.3 

197.2 

IK 

Petsmart  PETM  <"' 

733.7 
482.4" 

12 

2896.8 

8 

29.6 

43 

1063 

14 

4.0 

3.1 

13.4 

32 

0.73 
L33 

Tt 

Pier  1  Imports  PIR'"» 

10 

1834.0 

7 

32.2 

4 

123.7 

-1 

6.7 

7.1 

187 

16 

r. 

Regis  RGS  ,6> 

472.5 
9765 

14 

1803.7 

16 

27.7 

17 

96.0 

16 

53 

5.7 

15.0 

20 

2J1 

km 

Ross  Stores  ROST  ™ 

12 

3786.4 

11 

50.5 

12 

213J. 

11 

5.2 

5.2 

30.8 

21 

L36 

h 

Sherwin-Williams  SHW 

1284.5 
552.5 

11 

5407.8 

4 

70.8 

24 

332.1 

7 

5.5 

4.9 

23.2 

15 

2.26 

nf> 

Sports  Authority  TSA  to 

143 

1365.3 

30 

-7.7 

NM 

14.6 

-19 

NM 

0.6 

3JS 

37 

US 

m 

Staples  SPLS  ™» 

3484.8 

13 

12835.2 
1358.4 

15 

165.8 

29 

443.0 

18 

4.8 

4.1 

13.1 

28 

031 

let: 

Stein  Mart  SMRT 'u> 

315.9 
408.1" 
430.1" 
3387.5 
2321.0 

-5 
2 

-3 

-10.4 

NM 

-L3 

NM 

NM 

NM 

-0.6 
18.5 

NM 
17 

-0.03 
131 

<F 

TalbotsTLBTO 

1624.6 

2 

14 
9 
3 

34.8 

-7 

11L0 

-11 

8.5 

9.3 
9.6 

Mm 

Tiffany  TIF  to 

18 
11 
2 

1887.5 
12727.8 

11498.0 

28.0 
182.8 

-20 

24 

194.3 
5733 

6 

-1 

104 

6.5 

14.4 

30 

Ul  " 

TJX  TJX  to 

5.4 

4.8 

40.3 

21 

Ul 

Toys 'R' Us  TOY  <"' 

-38.0 

NM 

222.0 

NM 

NM 

5.5 

14 
28 
NM 

NM 

L04 

L45 

-0.55 

-0.49 

& 

Tractor  Supply  TSCO 

388.5 

18 

14723 

22 

163 

33 

58.4 

55 

4.3 

3.9 

19.8 

Trans  World  Entertainment  TWMC  to 

268.5 
131    255.2 

7 

1272.3 

-3 

-8J. 

NM 

-203 

NM 

NM 

NM 

-53 
-63 

* 

Tweeter  Home  Entertainment  Group  TWTR 

2 

792.6 

0 

5.1 

-2 

-1L8 

NM 

2.0 

2.1 

Williams-Sonoma  WSM  to 

632.8 

20 

2609.1 
2216.8 

14 
1 

233 

58 

1343 

18 

3S 

2.9 

18.4 

27 

L13 

ZaleZLC5' 

416.6 

1 

-9.2 

NM 

-43.2 

NM 

NM 

NM 

-7.6 

NM 

-L40 

Bl 

133 


INDUSTRY  GROUP  COMPOSITE 
Albertson's  ABS  to 

137672.3 
8796.0 

10 
2 

556699.4 
35896.0 

9 

0 

2936.4 
92.0 

-1 
-52 

-44 

13740.5 
625.0 

9 
-34 

U 

LO 
L3 

2.4 

2.2 

173 
LL7 

27 

14 

L52 
L69 

BJ's  Wholesale  Club  BJ  to 

1644.7 

18 

6510.0 

15 

20.6 

104.6 

-32 

2.6 

13.0 

16 

L50 

Casey's  General  Stores  CASY  <«» 

611.4* 
1052L5" 

266.7 
2465.3 

11 
14 

2279.0 
43868.4 

13 

If  .8 

17 
10 

43.5 

35 

2.6 

2.4 

10J 

19 
24 

0.87 

Costco  Wholesale  COST  <4> 

11 

160.2 

735.4 

3 

L5 

1.6 
0.3 
NM 

10.8 

L57 

Foodarama  FSM  <" 

Great  Atlantic  &  Pacific  Tea  GAP  <"» 

14 
7 

1049.7 
10633.0 

9 
4 

1.2 
-72.7 

110 
NM 

2.3 
-1833 

-30 
NM 

0.5 

53 
-40.3 

13 
NM 

2.26 
-478 

Ingles  Markets  imkta^ 

534.3" 

8 
4 

2030.3 

4 

L8 

-43 

15.6 

13 

0.3 

0.6 

6.4 

15 

0.68 

Kroger 

12141.0 

53227.0 

4 

110.0 
5.2 

-57 
75 

1033.0 
22.8 

-13 

03 

22 

24.3 

14 

L36 

Longs  Drug  Stores  LDG  <m 

1087.3 

2 

4470.2 

0 

-51 

OS 

0.3 
0.8 

3.2 

36 

0.61 

Pantry  PTRY 

75L3* 

15 

1 

24 

2876.7 

12 

43 

0 

15.0 
14.8 

140 

0.7 

11.2 

25 

0.79 

Pathmark  Stores  PTMK 1UI 

978.5 

39803 

1 

-0.2 

NM 

NM 

NM 

NM 

4.0 

16 

0.49 

Performance  Food  Group  PFGC 

1495.5 

5519.8 

24 

\22 

-30 

74.2 

12 

OS 

1.5 

92 

21 

L54 

Rite  A; 

4105.8 
692  4 

6 

16344.1 

4 

73.6 

NM 

19.2 

NM 

L8 

NM 

NM 

NM 

-0.02 

Ruddick  RD 

2 

2738.7 

3 

13.8 

6 

60.7 

11 

2.0 

1.9 

12.0 

15 

L31 
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QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 
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1  ileven  SE 

2715.3" 

9 

10881.7 

10 

4.6 

NM 

87.4 

42 

0.2 

NM 

25.3 

21 

0.76 

I  artan  Stores  SPTN"> 

644.1 

5 

2073.7 

2 

-4.1 

NM 

-11.0 

NM 

NM 

NM 

-10.8 

NM 

-0.55 

ipervaluSVU<"» 

4739.0 

4 

19778.8 

4 

48.6 

-15 

248.5 

10 

1.0 

1.3 

11.6 

16 

1.85 

lscoSYY<« 

7036.5 

11 

275373 

11 

222.0 

20 

8413 

16 

3.2 

2.9 

35.6 

29 

1.28 

ited  Natural  Foods  UNFl<5' 

381.4 

23 

1450.3 

20 

6.8 

70 

23.0 

24 

1.8 

1.3 

1L8 

35 

1.16 

ilage  Super  Market  VLGEA<5> 

226.7 

5 

912.6 

3 

2.5 

3 

1L2 

-10 

LI 

1.1 

10.2 

9 

3.55 

ilgreen  WAG  <4> 

8720.8 

17 

3374L3 

14 

254.9 

10 

1199.0 

13 

23 

3.1 

16.3 

29 

1.17 

lil-Mart  Stores  WMT<U' 

63035.0" 

13 

255078.0 

11 

2028.0 

14 

8669.0 

15 

22 

3.2 

20.6 

29 

137 

;is  Markets  WMK 

520.8 

3 

2042.5 

2 

14.2 

-11 

54.6 

-8 

2.7 

3.1 

9.6 

16 

2.01 

win-Dixie  Stores  WIN6' 

3561.0 

-6 

11778.7 

-5 

-79.5 

NM 

34.8 

-85 

NM 

2.4 

3.7 

28 

0.24 

5USTRY  GROUP  COMPOSITE 
i BEVERAGES 

DUSTRY  COMPOSITE 

98196.9 
22105.4 

9 
9 

367088.6 
81397.1 

6 
8 

6780.9 
1649.3 

25 
29 

25183.5 
7531.4 

-9 
15 

63 
7.5 

6.0 
6.3 

20.3 

28.2 

20 
22 

L96 
2.00 

iheuser-Busch  BUD 

3215.4 

4 

14146.7 

4 

294.2 

9 

20753 

7 

9.2 

8.7 

76.6 

21 

2.48 

own-Forman  BF.B  <« 

627.1 

4 

2123.3 

6 

88.2 

9 

247.6 

10 

14.1 

13.5 

26.6 

24 

1.94 

tea-Cola  Enterprises  CCE 

4312.0 

7 

17330.0 

8 

128.0 

64 

676.0 

37 

3.0 

1.9 

15.4 

16 

1.46 

unstellation  Brands  STZ<10> 

987.2 

34 

3324.1 

23 

82.8 

29 

209.6 

17 

8.4 

8.7 

9.4 

17 

2.07 

)ors  (Adolph)  RKY 

1022.9 

4 

4000.1 

6 

36.1 

78 

174.7 

8 

3.5 

2.1 

15.2 

13 

4.77 

epsi  Bottling  Group  PBG 

3049.0 

10 

10265.0 

11 

69.0 

21 

422.0 

-1 

2.3 

2.1 

22.4 

18 

1.52 

psiAmericas  PAS 

818.8 

8 

3236.8 

0 

37.0 

407 

157.6 

16 

4.5 

1.0 

10.3 

17 

1.09 

jpsiCo  PEP 

8073.0 

9 

26971.0 

7 

914.0 

29 

3568.0 

19 

11.3 

9.6 

30.0 

24 

2.05 

)  FOOD  PRODUCTS 

IDUSTRY  COMPOSITE 
cher  Daniels  Midland  ADM «" 

58688.4 
9188.5 

11 
18 

216754.5 
33113.2 

9 
24 

3293.2 
220.8 

6 
68 

11625.4 
582.8 

17 
24 

5.6 
2.4 

5.9 
1.7 

16.8 
7.7 

18 
19 

1.72 
0.90 

jngeBG 

6358.0 

37 

22165.0 

60 

103.0 

7 

418.0 

52 

L6 

2.1 

17.4 

9 

4.14 

impbell  Soup  CPB  <5> 

1909.0 

12 

6882.0 

13 

211.0 

10 

645.0 

18 

in 

11.3 

1043 

17 

1.56 

in  Agra  Foods  CAG" 

3872.8 

-13 

15040.7 

-30 

239.7 

15 

852.3 

NA 

6.2 

4.7 

16.4 

16 

1.60 

Dm  Products  International  CPO                  542.4 

15 

2101.9 

12 

24.5 

48 

76.4 

21 

4.5 

3.5 

7.8 

17 

2JU 

eneral  Mills  GIS'7» 

3060.0 

4 

10769.0 

7 

308.0 

12 

1000.0 

69 

10.1 

9.3 

21.1 

17 

2.62 

einz(H.J.)HNZ<!> 

2090.5 

0 

8284.3 

4 

191.5 

14 

610.8 

-8 

9.2 

8.0 

503 

21 

1.73 

srshey  Foods  HSY 

1179.3 

2 

4172.6 

1 

1443 

11 

465.0 

15 

12.3 

11.3 

36.3 

22 

3.52 

ormel  Foods  HRL<2> 

1169.9 

13 

4200.3 

7 

70.4 

4 

185.8 

-2 

6.0 

6.5 

14.8 

20 

1.33 

ternational  Multifoods  IMC  (>0> 

273.7 

-9 

913.6 

-3 

14.2 

12 

22.1 

-10 

5.2 

4.2 

8.2 

17 

1.14 

terstate  Bakeries  IBC  <7) 

813.8 

-1 

3508.4 

-1 

7.1 

-39 

7.0 

-91 

03 

1.4 

2.0 

88 

0.16 

slloggK 

2135.0 

8 

8811.5 

6 

188.0 

-2 

787.1 

9 

8.8 

9.6 

54.5 

20 
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raft  Foods  KFT 

8330.0 

6 

31010.0 

4 

869.0 

-7 

3476.0 

2 

10.4 

11.9 

12.2 

17 

2.01 

incaster  Colony  LANC<6> 

291.2 

-5 

1081.2 

-5 

26.7 

-49 

86.4 

-32 

9.2 

16.9 

15.0 

18 

2.40 

cCormick  MKC  « 

698.6 

12 

2269.6 

11 

87.2 

17 

199.2 

15 

12.5 

11.9 

26.4 

22 

1.40 

Igrim's  Pride  PPC  <3» 

1044.4 

66 

3036.3 

21 

10.3 

273 

63.6 

NM 

LO 

0.4 

14.2 

13 

1.49 

jlcorp  RAH  <3> 

362.5 

4 

1317.8 

1 

11.7 

-12 

5.8 
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3.2 

3.8 

L4 

NM 

0.16 
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254.7 

27 

872.2 

17 

20.5 
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54.1 

87 
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3.3 

27.4 

13 

4.12 

iraLeeSLE*' 

5017.0 

5 
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4 

312.0 

-10 

1107.0 

-12 

6.2 

7.3 

47.5 

15 

1.38 

sneca  Foods  SENEB l91 

325.3 

38 

826.7 

28 

13 

-40 

11.4 

47 

0.6 

1.3 

83 

20 

1.04 

mithfield  Foods  SFD<8' 

2059.7 

16 
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5 
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NM 
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-29 

1.5 

NM 

4.3 

44 

0.54 
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5 

1406.1 

43 

32.1 

10 

109.1 

83 

8.3 

7.9 

9.3 

21 

2.17 
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12 
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8 

57.0 

46 
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20 

03 
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17 

1.01 
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11 
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12 
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2 
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11 
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28 

1.98 
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17403.1 

5 
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-3 

1838.4 

78 

6026.7 

-47 

10.6 

6.2 

21.0 

21 

2.58 

Itria  Group  MO 

15431.0 

7 

60704.0 

-2 

2091.0 

18 

9204.0 

-17 

13.6 

12.2 

36.7 

12 

4.52 

Mon  DMN  «6» 

291.9 

-4 

1223.4 

5 

-2.4 

NM 

19.0 

-34 

NM 

2.1 

4.1 

14 

0.46 

J.  Reynolds  Tobacco  Holdings  RJR             1234.0 
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5267.0 

-15 
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NM 
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NM 

NM 

NM 

NM 

NM 
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STUST 
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5 
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4 
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NM 
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NM 
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NM 
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12 
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18 
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11 

3620.2 
2810.3 

19 
21 
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9286.7 

14 
13 

12.5 
13.3 

12.2 
12.9 

36.6 
35.0 

24 
23 

2.70 
3.43 

olgate-Palmolive  CL 

2572.6 

6 

9903.4 

7 

372.1 

9 

142L3 

10 

14.5 

14.1 

161.8 

22 

2.46 

ialDL 

346.7 

4 

1344.9 

5 
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-18 

128.8 

12 

7.2 

9.1 

40.3 

22 

1.29 

nergizer  Holdings  ENR  <3> 

811.7 

42 

2471.8 

42 

115.0 

33 

198.5 

-2 

14.2 

15.1 

24.6 

19 

2.27 

mberly-Clark  KMB 

3702.1 

11 

14348.0 

6 

459.5 

24 

1694.2 

0 

12.4 

11.1 

25.0 

18 

3.33 
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20 
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12 

1818.0 

22 
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18 

13.8 
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25 

4.15 
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74 
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66 
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NM 
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4.6 

NM 

18.3 
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7821.4 
764.8 
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10 
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2959.4 
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8 
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1.7 

11 
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10.4 
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27 
29 
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2.13 

von  Products  AVP 

2109.2 

14 
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10 

261.3 

35 
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24 

12.4 

10.4 

355.7 

25 

2.78 
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12.6 

21.4 
20.0 

4.2 

26 
13 
20 
14 
16 
25 
33 
28 
19 
35 
24 

17 
23 
32 

3.45 

4254.0 

3 

6.35 

1193.0 

2 

4550.0 

-3 

185.0 

13 

1.57 

6673.0 

3 
20 

27745.0 
34933.0 

-2 
8 

-4 
6 
9 
11 

1243.0 

1014.0 

130.5 

-3.3 

68.6 

24.2 

148.0 

447.0 

131 
39 
34 

18.6 

8.3 

4.05 

9092.0 

11.2 
20.1 

NM 
24.2 

5.7 
13.2 
33.7 

9.7 
15.0 

NM 
21.1 

4.2 

NM 
39.7 

3.45 

650.5" 

1 

11 
29 

25973 
806.2 
1001.0 

1.89 

206.3 
283.3" 

NM 
49 
68 
NM 
-6 

26.0 
227.5 

96.1 
472.0 
722.0 

8545.7 

3000.0 

82.3 

1.35 
1.77 

424.7 

23 

1577.6 

1.95 

1118.0" 
1328.0" 

13 
10 

9 
14 
95 

4087.0 
5118.0 

57563.6 

25866.0 

1061.9 

0 
4 

0.35 
2.15 

14.6 
11.0 
16.8 

12.8 
11.0 
NM 

15094.1 
7068.0" 

281.5 

4 

9 

-4 

2205.6 

776.0 

47.2 

24 

14 
NM 

2.24 
2.31 
0.52 
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asier  and  more  efficient  • 


to  manage  information, 
from  the   time    it's 
created  until  the 
moment   you  dispose 
of  it  -  information 
lifecycle  management. 
It's  a  process  that 
helps  you  reduce  cost 
and  complexity,   get 
the  most   out  of  your 
IT  assets,   and  meet 
regulatory  compliance 
requirements.    All 
while   it   keeps    your 
information   safer 
and  more  accessible. 
EMC    is    the    only 
company  that  has  the 
technologies,   services, 
and  solutions  to  bring 
information  lifecycle 
management  to  life. 
To  learn  more,  visit 
EMC.com/ilm  or  call 
(866)  796-6569. 
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CORPORATE  SCOREBOARD 


COMPAN. 


Capital  One  Financial  CG-f 

MBNA  KRB 

Providian  Financial  pvn 

SLMSLM 

Student  Loan  STU 

WFS  Financial  WFSI 

(C)  DIVERSIFIED  FINANCIAL  SERVICES 

INDUSTRY  COMPOSITE 

CIT  Group  CIT 

Citigroup  C 

GATXGMTt 

Instinet  Group  INGP 

Moody's  MCO 

Principal  Financial  Group  PFG 


INDUSTRY  GROUP  COMPOSITE 

ACE  ACE 

AFLAC  AFL 

Allstate  ALL 

Ambac  Financial  Group  ABK 

Chubb CB 

Cincinnati  Financial  CINF 

Commerce  Group  CGI 

Everest  Re  Group  RE 

Fidelity  National  Financial  FNF 

Gallagher  (Arthur  J.)  ajg 

Hartford  Financial  Services  Group  HIG 

Jefferson-Pilot  JP 

Markel  mkl 

Marsh  &  McLennan  MMC 

MHAMBI 

Nationwide  Financial  Services  NFS 

Old  Republic  International  ORI 

Progressive  PGR 

Reinsurance  Group  of  America  RGA 

Safeco  SAFC 

Selective  Insurance  Group  SlGl 

St.  Paul  SPC 

StanCorp  Financial  Group  SFG 

Travelers  Property  Casualty  TARB 

Unitrin  UTR 

UnumProvident  unm 


SALES 

■    QUARTER 
2003 

2525.3 
3138.6 
645.4* 
960.4 
208.1 
266.8 

2889L8 
1111.4 

24340.0* 

315.3 

2955* 

350.7 

2478.5 

50681.6 

314L0 

2847.0 

8262.0 

3355* 

2996.8 

839.0 

4275 

1213.0 

204L6 

365.5 

4773.0 

90L6 

571.8 

3034.0 

381.3 

9955* 

865.6 

3167.2* 

108L0 

1943.2 

359.2 

2323.0 

510.7 

4042.0 

75L5 

2511.3 


CHANGE 

FRMt- 

2002 

% 

4 

11 

-2 

-16 

-9 
3 

6 
-10 

7 

-3 
11 
29 
10 

15 
51 

7 

9 

94 
23 
16 
33 
50 
28 
23 
12 

7 
12 
15 
15 

3 
14 
24 
51 
10 
16 
13 

3 

-3 
12 

7 


CHANGE 
12M0NTHS         FROM 
2003  2002 

SMIL  % 


9783.6 
11684.4 
278L4 
4398.0 
852.8 
1135.5 

1122885 
4588.8 
94713.0 
1242.7 
1093.6 
1246.6 
9404.2 

192232.6 

10665.0 

11447.0 

32149.0 

1265.0 

11295.8 

318L0 

1640.8 

4106.7 

7715.2 

1263.8 

18733.0 

3650.3 

20915 

11588.0 

1467.3 

3935.4 

3285.8 

11880.5 

316L4 

7358.1 

1356.1 

8854.0 

2066.8 

15139.2 

2943.8 

999L6 


1 

9 
-32 

2 
-14 

21 

2 
-9 

2 
-3 

3 
22 

7 


50 
12 

9 
33 
25 
12 
31 
61 
52 
19 
14 

5 
18 
11 
19 
20 
19 
28 
33 

4 
15 
-2 
18 

6 
28 

8 


PROFITS 

4TH 

QUARTER 

2003 

SMIL 

265.7 

703.5 

67.1 

264.4 

53.1 

28.6 

5183.4 

155.2 

4760.0 

27.6 

-38.3 

85.5 

193.4 

4495.4 
42L0 

73.0 
775.0 

167.2 

72.3 
130.0 

53.7 
121.8 
196.2 

49.2 
454.0 

116.3 

44.7 
378.0 
182.0 
1045 

1135 
3S75 

59.3 
166.2 

23.8 

66.0 

44.5 
488.7 

44.4 
-208.0 


CHANGE 
FROM 
2002 

% 

11 

30 
454 
M4 

23 
59 

91 

10 

96 
NM 
NM 

22 


NM 

-61 

72 

161 

28 

132 

NM 

119 

12 

28 

76 

75 

70 

21 

50 

7 

22 
135 
66 
191 
93 
-74 
31 
NM 
NM 
NM 


12  MONTHS 
2003 

SMIL 

11505 

2338.1 

196.2 

1403.6 

212.2 

162.4 

19514.8 
5665 

17853.0- 

765 

-73.8 

3635 

7275 

16308.3 

1394.0 
795.0 

2725.0 
628.1 
808.8 
374.0 
1605 
426.0 
861.8 
146.2 
-91.0 
49L6 
123.5 

1543.0 
813.6 
398.4 
459.8 

1255.4 
178.3 
33*2 
66.3 
699.0 
156.3 

1696.0 
123.6 

-264.6 


MARGINS 

CHANGE     4TH  4TH 

FROM    QUARTER  QUARTER 

2002     2003  2002 

%                 %  % 


28 

32 
30 
77 
21 
98 


RETURN  ON 
COMMON 

EQUITY  PRICE- 

12  MONTHS  EARNINGS 

ENDING  RATIO 

12-31  2-5 


12 

MONTHS' 

EARNINGS 

PER 

SH4RE 


T 


181 
NM 
33 
165 

NM 
26 


NM 

-3 

85 

45 

263 

57 

353 

84 

62 

13 

NM 

9 

64 

13 

39 

183 

17 

88 

39 

13 

57 

181 

41 

687 

NM 

NM 


8.9 

13.4 

2.6 

9.4 

49.8 

2.4 

15.5 

12.5 

10.0 

9.6 

13.5 

95 

125 

7.8 

12.5 

47.7 

10.5 

13.2 

113 

5.5 

8.6 

6.6 

2.8 

8.7 

12J 

55 

NM 


3.9 

NM 

7.0 

5.9 

37.0 

2.3 

7.8 

0.5 

6.9 

11.0 

12.9 

6.0 

7.9 

5.2 

11.8 

36.7 

10.1 

12.3 

6.0 

5.0 

3.2 

4.0 

12.2 

6.9 

NM 

NM 

4.2 


115 
15.4 
115 
13.2 
14.8 

9.5 

6.0 
17.6 
13.5 
22.3 
23.6 
-0.8 
11.6 

85 
28.2 
13.0 

8.2 
125 
25.0 
12.4 

65 

9.3 
1L2 
115 
14.8 

6.8 
-3J 


15 
9 

26 
12 
13 
16 
19 
9 
11 
7 
20 
NM 
15 
22 
17 
11 
14 
10 
14 
11 
18 
14 
15 
12 
U 
24 
NM 


453 
L52 
3.85 
5.74 
4.46 
2.31 
459 
7.74 
6.19 
157 

-0.33 
3.44 

12.52 
2.82 
5.61 
2.61 
251 
5.69 
3.46 
2.44 
2.40 
2.88 
5.33 
1.66 
1.82 

-056 


INDUSTRY  GROUP  COMPOSITE  4302.1  5  16011.5  5  706.9 

Archstone-Smith  Trust  ASN  234.8  -9  906.1  -1  28.4 

Boston  Properties  BXP  336.8  0  1315.6  10  60.3 

Duke  Realty  DREt  213.1  15  7895  3  525 

Equity  Office  Properties  Trust  EOP  8485  -2  3297.4  -5  1885 

Equity  Residential  EQR  455.5  1  1829.4  1  43.0 

Forest  City  Enterprises  FCE  A  m  293.6**  28  1034.7  12  23.4 

General  Growth  Properties  GGPt  4175  22  13675  29  99.4 

Plum  Creek  Timber  PCL  315.0  12  1196.0  5  56.0 

RayonierRYN  2715  -5  11005  -1  2.0 

Simon  Property  Group  SPG  688.5  9  2413.3  9  123.7 

St.  Joe  JOE  226.4  0  760.6  20  285 

HEALTH  CARE 

SECTOR  COMPOSITE  167605.8         16  6218955         15  124975 

INDUSTRY  CROUP  COMPOSITE  109050.5  13  412010.0  14  4997.0 

(A)  HEALTH  CA»E  EQUIPMENT  &  SUPPLIES 

INDUSTRY  COMPOSITE 
Apogent  Technologies  aot  m 
Applied  Biosyslems  Group  abi  <°> 
Bard  (C.R.)  BCR 
Sausch  &  Lomb  80L 
Baxter  International  BAX 


-19 
-40 
-76 

34 

18 
-30 
147 

24 

4 

-84 

17 
-48 


33 


2312.4 
98.4 
2895 
184.8 

549.1 
211.6 

62.0 
259.5 
192.0 

50.0 
3385 

76.2 

47763.6 
17583.2 


-18 

-48 
-28 

-9 
-18 
-14 

41 

25 
-18 

-9 
-17 
-50 

-3 


14735.5 

14 

547575 

14 

2046.2 

42 

6857.3 

14 

278.6 

8 

1118.3 

6 

285 

-1 

82.0 

-37 

458.4 

3 

1683.4 

1 

52.4 

79 

222.0 

47 

381.2 

15 

1433.1 

13 

20.6 

-56 

168.5 

9 

550.1 

15 

2019.5 

11 

49.4 

52 

126.4 

74 

2537.0 

12 

8916.0 

10 

378.0 

46 

922.0 

-11 

16.4 

12.1 

175 

24.8 

22.2 

9.5 

8.0 

23.8 

17.8 

0.7 

18.0 

12.8 

7.5 

4.6 

135 
10.2 
114 
5.4 
9.0 
145 


21.3 
18.5 
73.6 
21.4 
18.5 
13.6 

4.2 
23.4 
19.2 

4.5 
16.7 
24.4 


11.2 
11.2 

6.6 
14.0 

6.8 
11.5 


6.8 
2.0 

12J 
7.5 
5.4 
25 
7.7 

14.8 
9.1 
7.0 

1L4 

15.6 


19.6 
12.4 
16.6 
16.1 
10.5 
27.7 


31 
58 
17 
31 
23 
67 
42 
25 
29 
35 
34 
41 


33 
34 
22 
29 
23 
20 


1.12 
0.47 
254 
L08 
L26 
0.43 
1.23 
1.20 
L04 
1.16 
L53 
058 


L43 
0.82 
L06 

3.20 
2.36 
L52 
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SALES 

4TH 

QUARTER 

2003 

SMIL 


CHANGE 

FROM 

2002 

% 


12  MONTHS 
2003 
SMIL. 


CHANGE 

FROM 

2002 

% 


PROFITS 

4TH 

QUARTER 

2003 

SMIL 


MARGINS 

CHANGE                               CHANGE           4TH  4TH 

FROM           12  MONTHS         FROM         QUARTER  QUARTER 

2002               2003              2002             2003  2002 

%                 SMIL               %                 %  % 


RETURN  ON 

COMMON  12 

EQUITY  PRICE-  MONTHS' 

12  MONTHS  EARNINGS  EARNINGS 

ENDING  RATIO  PER 

12-31  2-5  SHARE 


eckman  Coulter  BEC 

638.6 

7 

2192.5 

6 

70.4 

110 

207.2 

53 

11.0 

5.6 

23.1 

17 

3.21 

ecton,  Dickinson  BDX<3> 

jiometBMET<7> 

1199.5 
387.6 

14 
14 

4675.8 
1489.1 

13 

15 

125.4 
82.7 
137.0 

10 
18 

558.8 
309.5 

13 
20 

10.5 
21.3 

10.8 
20.6 

19.4 
22.9 

22 
33 

2.12 
1.20 

oston  Scientific  BSX 

939.0 

15 

3476.0 

19 

30 

472.0 

27 

14.6 

12.9 

16.5 

76 

0.56 

entsply  International  XRAY 

429.7 

12 

1570.9 

11 

48.7 

19 

169.9 

18 

11.3 

10.6 

15.4 

20 

2.11 

jwards  Lifesciences  EW 

224.1 
976.5 

10 
19 

860.5 
3564.4 

22 
10 

18.9 
18.6 

-13 
-31 

79.0 

42 

8.4 

10.7 

12.4 

26 

1.29 

sher  Scientific  International  FSH 

78.4 

-19 

1.9 

3.3 

13.6 

38 

1.29 

uidant  GDT 

951.4 
343.0 

8 
22 

3698.8 

17 

200.0 
23.7 

164 
34 

425.5 

-36 

21.0 

8.6 

15.7 

46 

1.36 

ivacare  IVC 

1247.2 

15 

71.4 

10 

6.9 

6.3 

11.6 

20 

2.25 

ledtronicMDT<8> 

2163.8 
215.8 

14 
16 

8288.3 
799.6 

19 

14 

476.1 

58 

1841.3 
100.8 

42 
25 

22.0 

16.0 

22.2 

32 

24 

1.50 

lillipore  MIL 

32.6 

64 

15.1 

10.7 

21.9 

2.06 

t.  Jude  Medical  STJ 

518.6 

27 

1932.5 

22 

92.9 

27 

339.4 
90.6 

23 

17.9 

17.8 

21.2 

40 

1.83 

<erisSTE"> 

274.3 

12 

1064.6 

13 

27.1 

26 

27 

9.9 

8.8 

14.2 

20 

1.28 

♦ryker  SYK 

1001.3 

21 

3625.3 

20 

134.1 
29.2 

26 
39 

453.5 

31 

13.4 

12.8 

21.0 

40 

2.23 

arian  Medical  Systems  VAR  <3> 

267.0 

29 

1101.9 

22 

139.1 

37 

10.9 

10.2 

24.0 

42 

1.95 

1)  HEALTH  CARE  PROVIDERS  &  SERVICES 

38 
-25 

18 
43 

JDUSTRY  COMPOSITE 
ccredo  Health  ACDO  <6' 

94315.0 
389.8 

13 
5 

357252.1 
1411.9 

14 
34 

2950.8 
19.9 

27 
13 

10725.9 
35.9 

3.1 
5.1 
1.4 

2.8 
4.8 
1.2 

18.6 
6.6 
16.7 

2.66 
0.74 

dvancePCSADVP'* 

3905.6 

4 

15017.1 

10 

54.5 

21 

200.0 
457.0 

27 

29 

2.05 

merisourceBergen  ABC  <3> 

13355.1 

7 

50577.9 

9 

108.5 

17 

24 

0.8 

0.7 

11.1 

14 

4.00 

nthem  ATH 

4295.1 

8 

16773.0 

26 

208.8 

21 

774.3 

41 

4.9 

4.3 

12.9 

15 

5.45 

ardinal  Health  CAM  <6> 

16350.4 

16 

61299.0 

15 

380.9 

4 

1467.4 

17 

2.3 

2.6 

19.3 

20 

3.28 

aremark  Rx  CMX 

2442.7 

32 

9067.3 

33 

82.5 

-87 
63 

290.8 

-65 

3.4 

33.0 

45.4 

26 

L10 

erner  CERN 

227.4 

6 

839.6 

8 

16.2 

42.8 

-12 

7.1 

4.6 

8.7 

38 

14 

1.18 

igna  Cl 

4501.0 

-5 

18808.8 

-3 

290.0 

559 

620.0 

NM 

6.4 

0.9 

14.6 

4.41 

ovance  CVD 

249.0 

1 

974.2 

5 

20.5 

20 

76.1 

19 

8.2 

6.9 

13.5 

24 
15 

1.21 

oventry  Health  Care  CVM 

1223.3 

29 

4535.1 

27 

69.7 

73 

250.1 

72 

5.7 

4.3 

263 

2.75 

&K  Healthcare  Resources  DKHR  <6> 

510.9 

-4 

2148.1 

-10 

0.2 

-93 

10.0 

-45 

0.0 

0.5 

5.9 

17 

0.69 

CAHCA 

5597.0 

11 

21808.0 

11 

317.0 

NM 

1332.0 

60 

5.7 

NM 

21.5 

17 

2.61 

ealth  Management  Associates  MMA (3> 

756.6 

24 

2707.7 

14 

71.3 

20 

295.1 

15 

9.4 

9.8 

17.0 

20 

1.18 

umana  hum 

3152.9" 

10 

12226.3 

9 

66.3 

NM 

228.9 

60 

2.1 

NM 

12.5 

15 

L41 

lanor  Care  MCR 

787.1 

8 

3029.4 

4 

37.9 

64 

119.0 

-10 

4.8 

3.2 

12.2 

26 

1.31 

fcKessonMCK") 

182313 

22 

66452.5 

20 

120.2 

-10 

613.9 

21 

0.7 

0.9 

12.4 

14 

2.08 

•wens  &  Minor  OMl 

1108.1 

9 

4244.1 

7 

14.3 

1 

53.6 

13 

1.3 

1.4 

13.1 

17 

1.42 

ixford  Health  Plans  OHP 

1374.8 
477.5 

6 

19 

5452.4 

10 

95.5 

29 

351.9 

59 

6.9 

5.7 

55.2 

11 

4.15 

a tterson  Dental  PDCO l81 

1779.2 

15 

34.9 

27 

128.0 

22 

7.3 

6.9 

18.1 

35 

1.87 

SS  World  Medical  PSSI <9> 

344.3 

13 

16 

1298.0 

12 

8.3 

113 
33 

25.4 

175 

2.4 

1.3 

7.9 

9.6 
18.2 

31 
20 

0.37 

luest  Diagnostics  DGX 

1204.0 

4737.9 

15 

108.3 

436.7 

36 

9.0 

4.12 

elect  Medical  SEM 

404.8 

37 

1396.8 

24 

22.8 

88 

74.5 

68 

5.6 

4.1 

17.8 

24 

0.72 

ierra  Health  Services  SlE 

373.4" 

14 

1485.1 

16 

24.0 

96 

82.1 

94 

6.4 

3.7 

54.5 

11 

2.70 

InitedHealth  Group  UNM 

7523.0" 

13 

28823.0 

15 

507.0 

34 

1825.0 
935.2 

35 

35 

6.7 

5.7 

35.6 

20 

236 

VellPoint  Health  Networks  WLP 

5529.5" 

21 

20359.7 

17 

271.5 

51 

4.9 

3.9 

17.2 

17 

6.16 

MDUSTRY  GROUP  COMPOSITE                            58555.3 
A)  BIOTECHNOLOGY 

NDUSTRY  COMPOSITE                               4477.8 

20 
33 

209885.8 
15236.6 

17 
44 

7500.9 
1060.8 

-29 
44 

30180.3 
3201.2 

-15 
NM 

12.8 
23.7 

21.8 
21.9 

15.4 
10.3 

35 
52 

1.29 
L27 

imgen  AMGN 

2346.3 

33 

8356.0 

51 

546.9 

20 

2259.5 

NM 

23.3 

25.8 

11.7 

38 

1.69 

Ihiron  CHIR+ 

526.3 

59 

1658.1 

42 

118.0 

76 

220.3 

22 

22.4 

20.3 

9.0 

45 

1.15 

ienentech  DNA 

933.9 

26 

3300.3 

28 

126.7 

37 

610.2 
-72.0 

857 
NM 

13.6 

12.5 

9.4 

83 

1.15 

•Head  Sciences  GILD 

263.5 

82 

867.9 

86 

192.6 

443 

73.1 

24.5 

-7.2 

NM 

-0.36 

Aedlmmune  MEDI 

407.8 

6 

1054.3 

24 

76.6 

-9 

183.2 

NM 

18.8 

22.0 

10.8 

34 

0.72 

B)  PHARMACEUTICALS 

NDUSTRY  COMPOSITE 

54077.5 

19 

194649.3 

16 

6440.1 

-35 

26979.1 

-28 

11.9 

21.8 

16.4 

33 

1.29 

kbbott  Laboratories  ABTT 

5530.6 

14 

19680.6 

11 

944.4 

51 

2753.2 

-1 

17.1 

13.0 

23.2 

25 

L75 

Ulergan  AGN 

479.4 

27 

1755.4 

27 

-90.8 

NM 

-52.5 

NM 

NM 

17.0 

-7.3 

NM 

-0.40 

Iristol-Myers  Squibb  BMY 

5571.0 

16 

20671.0 

14 

429.0 

15 

2952.0 

45 

7.7 

7.8 

29.3 

19 

1.51 

orest  Laboratories  FRX  <9> 

700.4" 

19 

2546.5 

26 

226.1 
1845.0 

30 
33 

771.1 

43 

32.3 

29.8 

27.9 

37 
23 

2.05 

ohnson  &  Johnson  JNJ 

11254.0 

20 

41862.0 

15 

7197.0 

9 

16.4 

14.7 

28.0 

2.40 

.illy  (Eli)  lly 

3465.5 

17 

12582.5 

14 

747.2 
1395.2 

1 
-23 

2560.8 
6589.6 

-5 
-3 

21.6 

24.9 

26.2 

30 
17 

2.37 

Aerck  MRK 

5627.1 

-7 

22485.9 

5 

24.8 

29.9 

43.0 

2.92 

dylan  Laboratories  MYL  <9» 

349.8 

9 

1394.9 

16 

84.6 
38.2 

24 
127 

333.6 

26 

24.2 

21.4 

21.0 

20 

1.21 

'errigo  PRGO  ">> 

245.1 

8 

840.2 

2 

73.2 

37 

15.6 

7.4 

14.6 

18  - 

1.02 

>fizer  PFE 

14167.0 

52 

45188.0 

40 

614.0 

-77 

1639.0 

-82 

4.3 

29.0 

2.4 

NM 

0.22 

ichering-Plough  SGP 

1948.0 

-18 

8334.0 

-18 

-181.0 

NM 

-92.0 

NM 

NM 

13.2 

-1.2 

NM 

-0.06 

Vatson  Pharmaceuticals  WPI 

406.2 

23 

1457.7 

19 

52.9 

23 

202.9 

15 

13.0 

13.1 

9.9 

25 

1.86 

VyethWYE 

4333.4 

14 

15850.6 

9 

335.3 

-79 

2051.2 

-54 

7.7 

41.3 

23.6 

27 

1.54 
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profits 

MARGINS 

RETURN  ON 

CHANGE 

CHANGE 

4TH 

CHANGE 

CHANGE 

4TH 

4TH 

EQUITY 

PRICE- 

MONTH 

QUA- 

FROM 

12  MONTHS 

FROM 

QUARTER 

FROM 

12  MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNIN 

2003 

2002 

2003 

2002 

2003 

2002 

2003 

2002 

2003 

2002 

ENDING 

RATIO 

% 

SMIL 

% 

SMIL 

% 

SMIL 

% 

% 

% 

12-31 

2-5 

60095.9 

12 

220521.5 

11 

3482.4 

563.8 

8 

2308.8 

12 

41.9 

261.5 

19 

1013.3 

26 

9.3 

13214.0 

-4 

50485.0 

-7 

1112.0 

323.0 

2 

1192.0 

5 

13.0 

4834.0 

23 

16617.0 

20 

279.0 

1130.3 

-2 

43823 

15 

32.7 

221.4 

7 

896.9 

5 

-9.7 

6187.0 

6 

23103.0 

4 

407.0 

148L1 

13 

5061.6 

26 

98.4 

8978.0 

15 

31824.0 

20 

344.0 

226.0 

26 

801.8 

11 

12.7 

7094.0 

47 

26206.0 

52 

203.0 

517.6 

6 

1983.8 

-9 

29.6 

5101.0 

9 

18109.0 

8 

217.0 

628.0 

12 

2609.0 

5 

68.0 

222.4 

6 

840.7 

9 

7.8 

524.7 

1 

2052.6 

19 

28.8 

8588.0" 

19 

31034.0 

10 

588.0 

INDUSTRIALS 

SECTOR  COMPOSITE  253982.0  9  958903.0 

Ea  mam 

INDUSTRY  GROUP  COMPOSITE  173959.1  10  649122.1 

(A)  AEROSPACE  I  DEFENSE 

INDUSTRY  COMPOSITE 

AlliantTechsystemsATK(9> 

Aviall  AVL 

Boeing  BA 

GenCorp  GY '" 

General  Dynamics  GO 

Goodrich  GR 

Hexcel  HXL 

Honeywell  International  HON 

L-3  Communications  Holdings  LLL 

Lockheed  Martin  LMT 

MoogMOG.A'31 

Northrop  Grumman  NOC 

Precision  Cast  parts  PCP<9» 

Raytheon  RTN 

Rockwell  Collins  COL  <3> 

Teledyne  Technologies  TOY 

United  Defense  Industries  UDI 

United  Technologies  UTX 

(B)  BUILDING  PRODUCTS 

INDUSTRY  COMPOSITE  4533.2  13  18117.9  7  163.5 

American  Standard  ASD  2117.7  13  8567.6  10  843 

Lennox  international  Lll  779.2  11  3087.3  2  16.2 

NCI  Building  Systems  NCS<2>  254.8  0  898.2  -6  10.1 

Universal  Forest  Products  UFPI  454.5  34  1898.8  16  6.3 

USGUSG  927.0  9  3666.0  6  46.0 

(C)  CONSTRUCTION  It  ENGINEERING 

INDUSTRY  COMPOSITE  5346.8  -7  20943.4  -6  61.4 

Fluor  FLR  2364.5  -4  8805.7  -12  5L5 

Integrated  Electrical  Services  IES  ^  359.8  3  1459.8  1  6.2 

Jacobs  Engineering  Group  JEC  <3>  1135.1  -7  4532.1  -5  33.8 

Shaw  Group  SGR<4>  649.2  -35  2959.1  -20  -49.6 

URSURS'2'  838.1  14  3186.7  31  19.5 

(D)  ELECTRICAL  EQUIPMENT 

INDUSTRY  COMPOSITE  8106.0  9  31986.9  5  509.0 

Acuity  Brands  AYI «  517.5  2  206L6  3  12.9 

American  Power  Conversion  APCC  430.6  20  1464.8  13  58.0 

AmetekAME  279.4  11  109L6  5  24.4 

Cooper  Industries  CBE  1044.0  6  4061.4  3  74.7 

Emerson  Electric  EMR  <3>  3600.0  12  14332.0  5  244.0 

General  Cable  BGC  405.3  15  1538.4  6  -10.0 

HubbellHUB.B  444.6  4  1770.7  12  34.7 

Rockwell  Automation  R0K<3>  1015.7  3  4135.7  5  57.6 

Smith  (A.O.)  AQS  368.8  3  1530.7  4  12.7 

(E)  INDUSTRIAL  CONGLOMERATES 

INDUSTRY  COMPOSITE  54588.8  6  202158.0  3  5988.5 

Allete  ALE  380.3  5  15813  8  28.6 

General  Electric  GE  3677L0"  5  133585.0  2  4560.0 

Textron  TXT  2699.0"  -4  9859.0  -5  81.0 

Tyco  International  TYC<3>  9700.7  9  37574.6  4  719.2 

3MMMM  4718.0  14  18232.0  12  619.0 

Walter  Industries  WLT  319.8  -1  1325.5  -1  -19.3 

(F)  MACHINERY 

INDUSTRY  COMPOSITE  38440.5  15  144259.3  11  2017.5 

AGCOAG  1035.1  23  3495.3  20  29.8 

Albany  International  AIN  226.3  5  869.0  6  10.5 

Briggs&StrattonBGG«6>  416.0  18  1816.0  16  20.6 

Caterpillar  CAT  6465.0  20  22763.0  13  349.0 

Crane  CR  428.3  17  1636.0  8  33.7 

Cummins  CMI  1736.0  23  6296.0  8  47.0 

DanaherDHR  1488.8  17  52933  16  1693 

Deert  3939.4"  14  15534.6  11  70.7 

Donaldson  328.2  9  1245.4  9  25.6 


15044.6         160        49902.6 


53  53  2.5  13.7 


26 


1.52 


8926.4 

5 

5.8 

0.5 

1L7 

24 

2.13 

146.7 

31 

7.4 

6.9 

243 

15 

3.73 

20.7 

-23 

3.5 

3.4 

-2.5 

NM 

-0.29 

698.0 

-70 

8.4 

4.3 

8.6 

52 

0.86 

23.0 

-23 

4.0 

4.1 

5.4 

20 

0.53 

997.0 

-5 

5.8 

6.8 

16.8 

19 

5.00 

48.6 

-70 

23 

1.0 

4.0 

71 

0.41 

-111 

NM 

NM 

NM 

NM 

NM 

-034 

1344.0 

NM 

6.6 

NM 

12.5 

23 

L56 

277.6 

37 

6.6 

6.1 

10.8 

20 

2.71 

1053.0 

98 

3.8 

NM 

15.6 

21 

2.34 

45.6 

16 

5.6 

5.4 

10.7 

18 

2.84 

808.0 

16 

23 

4.7 

5.0 

23 

4.32 

132.1 

-23 

5.7 

7.8 

11.6 

20 

2.43 

535.0 

-29 

4.3 

3.3 

5.8 

24 

1.29 

277.0 

17 

10.8 

8.7 

30.8 

21 

1.54 

29.7 

17 

3.5 

3.4 

13.4 

23 

031 

140.6 

4 

53 

8.3 

164.8 

11 

2.66 

236L0 

6 

6.8 

7.4 

20.0 

20 

4.69 

12343.4    v      99        39050.2  26  7J  3.9  143  24  L77 


NM 

17 

25 

88 

0 

4 

182 

NM 

NM 

23 

NM 

29 

-10 

-22 

40 

39 


-33 
10 

42  6823  7  3.6  2.9  25.8  16  3JS 

15  405.2  9  4.0  3.9  56.1  19  5.50 

224  76.8  31  21  0.7  123  14  L28 

-7  22.8  -27  4.0  4.3  63  21  1.20 

37  401  10  L4  1.3  13.2  14  218 
119  138.0  -1  5.0  2.5  20.0  6  3.19 

-40  346.9  -23  1.1  1.8  9.0  21  L41 

15  179.5  6  12  1.8  16.6  18  2.23 

64  223  47  L7  1.1  8.4  18  0.59 

12  131.7  16  3.0  2.5  143  19  2.32 

NM  -45,2  NM  NM  1.7  -5.4  NM  -036 

195  58.1  5  2.3  0.9  7.6  16  L76 

34  2088.4  11  6.3  5.1  143  24  L89 

23  50.2  -2  2.5  2.1  113  20  L20 

105  1763  52  13.5  7.9  1L7  30  0.88 

14  87.8  5  8.7  8.4  173  19  2.60 

169  274.3  28  12  2.8  12.2  19  232 

12  1039.0  0  6.8  6.8  15.5  26  2.47 
NM  -4.8  NM  NM  NM  -33  NM  -016 

28  115.1  6  7.8  6.4  133  21  131 

38  297.6  25  5.7  4.2  18.0  20  L56 

13  52.2  2  3.4  3.1  9.1  18  1.76 

39  19607.4  37  1L0  8.3  17.3  24  L49 
109  143.1  20  7.5  3.8  9.8  18  1.72 

47  15589.0  3  12.4  8.8  2L5  22  L55 

-26  28L0  -23  3.0  3.9  8.0  27  2.05 

27  1188.0  NM  7.4  6.3  4.3  50  0.56 

21  2403.0  22  13.1  12.3  30.5  26  3.02 

NM  3.3  -94  NM  2.2  4.5  NM  0.08 

119  6953.2  48  5.2  2.8  123  24  2.42 

NM  74.4  NM  23  NM  8.8  17  038 

-41  54.1  -1  4.7  8.3  9.7  19  L61 

76  100.6  38  5.0  3.3  18.3  15  428 

14  1099.0  38  5.4  5.7  181  24  313 
NM  104.3  527  73  NM  13.3  17  L75 

2  54.0  -32  2.7  3.3  5.7  37  L36 

29  536.8  24  1L4  10.3  14.7  27  3.37 
4  643.1  101  L8  2.0  161  23  2.64 

12  98.0  9  7.8  7.6  20.6  24  217 
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uiornrc  RETURN  ON 

MARGINS  COMMON  12 

CHANGE                               CHANGE           4TH  4TH              EQUITY  PRICE-  MONTHS' 

FROM           12  MONTHS         FROM         QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 

2002               2003              2002             2003  2002             ENDING  RATIO  PER 

*                 SMIL               %                 %  %                 12-31  2-5  SHARE 


werDOV 

1198.0 

19 

4413.3 

9 

80.7 

108 

285.2 

37 

6.7 

3.8 

10.4 

28 

1.40 

itonETN 

2083.0 

17 

806L0 

12 

114.0 

70 

386.0 

37 

5.5 

3.8 

12.4 

23 

5.13 

deral  Signal  FSS 

316.0 

8 

1206.8 

14 

113 

-14 

37.7 

-18 

3.6 

4.5 

83 

24 

0.79 

owserve  FLS 

660.1 

6 

2403.3 

7 

203 

42 

5L2 

3 

3.2 

2.4 

6.5 

21 

033 

arsco  HSC 

564.0 

13 

2118.5 

7 

25.7 

8 

87.0 

-2 

4.6 

4.8 

11.2 

21 

2.12 

inois  Tool  Works  ITW 

2626.0 

8 

10035.6 

6 

2863 

26 

1040.2 

12 

103 

9.4 

13.2 

23 

3.37 

gersoll-Rand  IR 

26653 

10 

9876.2 

11 

196.0 
109.6 

56 
15 

593.5 
3903 

62 
3 

7.4 

5.2 

13.2 

19 
18 

3.44 

T  Industries  ITT 

1516.8 

22 

5626.6 

13 

7.2 

7.6 

2L4 

4.15 

.G  Industries  JLG<5> 

212.2 

32 

811.5 

5 

0.3 

15.1 

-16 
152 

14.1 

30 

0.1 

0.2 

5.6 

47 

0.33 

>y  Global  JOYG  <2> 

377.8 

38 

1216.0 

6 

18.5 

NM 

4.0 

2.2 

5.0 

69 

0.37 

innametalKMT'6' 

460.8 

7 

1828.4 

12 

103 

341 

24.5 

-41 
-38 
NM 

2.4 

0.6 

3.1 

62 

0.67 

ueller  Industries  MLI 

267.8" 

24 

999.1 

5 

11.0 

26 
NM 

44.2 
-14.0 

4.1 

4.1 

5.4 

26 
NM 

L19 

avistar  International  nav  «> 

2004.0 

-3 

7340.0 

8 

77.0 

3.8 

NM 

-4.6 

-0.21 

shkosh  Truck  0SK<3> 

493.2 

16 

19923 

10 

29.7 

163 

94.0 

51 

6.0 

2.6 

16.8 

22 

2.67 

accar  PCAR 

2207.4 

15 

81943 

14 

159.1 

30 

526.5 

42 

12 

6.4 

16.2 

19 

4.49 

■IIPLL<5> 

374.3 

13 

1655.7 

23 

24.7 

NM 

151.0 

392 

6.6 

NM 

15.3 

21 

L21 

arker  Hannifin  PM  <6> 

162L0 

7 

6515.4 

3 

55.8 

49 

210.2 

51 

3.4 

2.5 

7.8 

31 

L79 

entair  PNR 

682.8 

7 

2724.4 

6 

34.2 

22 

144.3 

11 

5.0 

4.4 

11.4 

18 

230 

tewart  &  Stevenson  Services  SVC (1" 

290.0 

-2 

1187.0 

0 

-15.5 

NM 

-14.3 

NM 

NM 

1.7 

-4.2 

NM 

-0.50 

icumseh  Products  TECUA 

424.3 

39 

1819.0 

35 

-14.8 

NM 

0.1 

NM 

NM 

3.1 

0.0 

NM 

0.01 

imken  TKR 

102L8 

58 

3788.1 

49 

22.5 

-38 

36.5 

-29 

2.2 

5.7 

3.3 

49 
15 

0.44 

>roncm 

310.3" 

13 

1496.6 

7 

5.6 

13 
5 

8L6 

36 

LB 

1.8 

18.7 

3.12 

•  )  TRADING  COMPANIES  &  DISTRIBUTORS 

^DUSTRY  COMPOSITE 

2848.0 

5 

11135.2 

3 

121.0 

4443 

5 

4.2 

4.3 

11.3 

26 

L59 

pplied  Industrial  Technologies  AIT  <*> 

359.7 

1 

146L5 

0 

5.1 

33 

22.0 

50 

1.4 

1.1 

63 

20 

1.14 

istenal  FAST 

25L6 

15 

9943 

10 

193 

18 

84.1 

12 

73 

7.7 

14.6 

43 

1.11 

rainger  (W.W.)  GWW 

1154.4 

3 

4667.0 

0 

6L7 

-1 

227.0 

-4 

5.3 

5.6 

12.6 

20 

2.46 

ughes  Supply  MUG  <u> 

859.5 

7 

3155.0 

4 
5 

17.8 
16.5 

-10 
32 

55.7 
56.1 

0 
37 

2.1 

2.5 

8.1 

20 

2.38 

ISC  Industrial  Direct  msm  «> 

222.8 

6 

856.7 

7.4 

5.9 

103 

34 

0.82 

COMMERCIAL  SERVICES  &  SUPPLIES 

OUSTRY  GROUP  COMPOSITE 
BM  Industries  ABM  <2> 

24358.1 
578.4" 

10 

4 

94878.5 
2262.5 

11 

9 

1228.6 
12.8 

112 
15 

5138.1 
36.4 

32 
-17 

5.0 
2.2 

2.6 
2.0 

16.7 
8.2 

24 
25 

1.35 
0.73 

polio  Group  APOL "" 

411.8 

33 

1442.4 

32 

84.3 

49 

274.6 

49 

20.5 

18.4 

23.8 

53 

L44 

very  Dennison  AVY 

1231.1 

13 

4762.6 

15 

393 

12.2 

-26 
NM 

242.8 

-3 

3.2 

4.9 

18.4 

26 
25 

2.43 

antaBN 

393.7 

13 

1418.5 

4 

46.6 

6 

3.1 

0.1 

9.1 

L81 

lock(H&R)HRB<8> 

5793 

23 

3962.6 

13 

10.4 

NM 

6483 

45 

L8 

NM 

42.2 

16 

3.56 

rink's  BCO 

1109.7" 
371.3 

12 

3998.6 

7 

4.3 

-67 

18.2 

-74 

0.4 

1.3 

3.3 

73 

0.34 

areer  Education  CECO 

63 

1188.6 

52 

53.4 

72 

119.2 

77 

14.4 

13.6 

15.9 

44 

1.19 

endant  CD 

4350.0 

12 

18193.0 

28 

288.0 

17 

1465.0 

39 

6.6 

6.4 

14.4 

15 

L41 

hoicePoint  CPS 

200.0 

6 

795.7 

9 

263 

-10 

108.1 

0 

13.5 

15.8 

13.7 

31 

1.21 

intasCTASfi 

70L3 

3 

27183 

9 

69.7 

10 

257.3 

5 

93 

9.3 

14.4 

31 

1.49 

orinthian  Colleges  COCO  <e> 

200.6 

58 

644.3 

51 

213 

36 

77.4 

46 

103 

12.7 

25.4 

37 

1.66 

eluxe  DLX 

3003 

-2 

1242.1 

-3 

39.4 

-25 

192.5 

-10 

13.1 

17.0 

NM 

11 

3.49 
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4.7 

44 

0.37 

chulman(A.)SHLM<4> 

297.8 

12 

1131.3 

14 

9.5 

14 

17.2 

-51 

3.2 

3.1 

4.1 

32 

0.57 

partech  SEH  » 

253.1 

7 

956.2 

6 

9.3 

5 

34.1 

0 

3.7 

3.7 

10.6 

20 

1.15 

•rra  Industries  TRA 

366.7 

35 

1349.2 

29 

37.5 

NM 

-12.5 

NM 

102 

NM 

-4.7 

NM 

-0.16 

alsparVAL® 

619.0 

9 

2247.9 

6 

24.6 

-29 

112.5 

-6 

4.0 

6.2 

125 

23 

2.17 

1)  CONSTRUCTION  MATERIALS 

iDUSTRY  COMPOSITE 
lorida  Rock  Industries  frk  <3> 

1754.3 
225.4 

15 
37 

6813.7 
807.2 

7 

14 

115.1 
32.1 

77 
159 

374.0 
95.3 

-3 

47 

6.6 
14.3 

4.3 
7.5 

8.8 
155 

26 

19 

1.72 
2.18 

lartin  Marietta  Materials  mlm 

431.6 

11 

1709.3 

6 

28.5 

54 

101.1 

10 

6.6 

4.8 

85 

22 

2.06 

:xas  Industries  TXI  (7» 

368.6" 

9 

1405.0 

0 

-6.5 

NM 

-45.9 

NM 

NM 

NM 

-6.5 

NM 
22 

-2.17 

ulcan  Materials  VMC 

728.7 

14 

2892.2 

9 

60.9 

63 

223.5 

14 

8.4 

5.9 

12.4 

2.18 

:>  CONTAINERS  A  PACKAGING 

IDUSTRY  COMPOSITE 

13282.9 

7 

52962.3 

7 

-1029.6 

NM 

-192.8 

NM 

NM 

NM 

-2.0 

NM 

-0.23 

EP  Industries  AEPi<2» 

208.6 

18 

759.5 

15 

-155 

NM 

-25.5 

NM 

NM 

NM 

-39.9 

NM 

-3.18 

all  BLL 

1193.5 

31 

4977.0 

29 

55.3 

93 

229.9 

47 

4.6 

3.2 

28.7 

16 

4.02 

«mis  BMS 

664.3 

5 

2635.0 

11 

38.2 

-12 

147.1 

-11 

5.7 

6.9 

125 

18 

2.73 

araustar  Industries  CSAR 

239.5 

-5 

992.2 

6 

-85 

NM 

-27.0 

NM 

NM 

NM 

-12.3 

NM 

-057 

hesapeake  CSK 

248.6 

3 

899.3 

9 

11.0 

-4 

26.5 

29 

4.4 

4.7 

4.7 

14 

1.74 

rown  Holdings  CCK 

1591.0 

3 

6630.0 

-2 

-54.0 

NM 

-32.0 

NM 

NM 

NM 

-42.1 

NM 

-0.19 

.reWGEFW 

514.2 

18 

1916.4 

17 

5.4 

-56 

4.7 

-85 

1.0 

2.8 

0.8 

NM 

0.21 

ongview  Fibre  LFB  <21 

207.8 

-3 

773.3 

1 

3.6 

-54 

5.4 

4 

1.7 

3.7 

1.2 

NM 

0.10 

wens-Illinois  01 

1504.5 

11 

6059.0 

7 

-107L1 

NM 

-990.8 

NM 

NM 

3.7 

-68.8 

NM 

-6.89 

ackaging  Corp.  of  America  PKG 

431.2 

3 

1735.5 

0 
9 

0.2 

-98 

-14.4 

NM 

0.0 

3.0 

-1.8 

NM 

-0.14 

activ  PTV 

818.0 

5 

3138.0 

66.0 

12 

195.0 

-11 

8.1 

7.6 

18.4 

18 

1.21 

ock-TennRKT<3> 

366.1 

11 

1469.6 

8 

4.2 

-16 

28.8 

14 

1.1 

1.5 

6.5 

18 

0.84 

ealed  Air  SEE 

934.8 

10 

3531.9 

10 

46.9 

NM 

240.4 

NM 

5.0 

NM 

16.7 

24 

2.00 

ilgan  Holdings  SLGN 

551.6 

18 

2312.2 

16 

-2.4 

NM 

42.0 

-22 

NM 

1.3 

34.8 

18 

2.28 

murfit-Stone  Container  SSCC 

1913.0 

0 

7722.0 

3 

-89.0 

NM 

-198.0 

NM 

NM 

1.1 

-9.6 

NM 

-0.85 

onoco  Products  SON 

730.2 

4 

2758.3 

2 

185 

-38 

78.2 

-38 

2.6 

4.4 

7.7 

31 

0.80 

emple-lnland  TIN 

1166.0 

1 

4653.0 

3 

-38.0 

NM 

97.0 

49 

NM 

1.7 

4.7 

33 

1.78 

3)  METALS  A  MINING 

IDUSTRY  COMPOSITE 

19472.4 

14 

74275.2 

11 

206.6 

NM 

692.8 

132 

1.1 

NM 

2.0 

NM 

0.24 

tK  Steel  Holding  AKS 

1054.0 

3 

4041.7 

-3 

-179.4 

NM 

-594.4 

NM 

NM 

NM 

NM 

NM 

-5.48 

ilcoa  AA 

5532.0 

9 

21504.0 

6 

340.0 

NM 

1034.0 

117 

6.1 

NM 

8.7 

29 

120 

Allegheny  Technologies  ATI 

484.4 

7 

1937.4 

2 

-210.2 

NM 

-292.1 

NM 

NM 

NM 

NM 

NM 
NM 

-3.62 

trch  Coal  ACI 

386.7 

1 

1480.7 

-3 

23.9 

NM 

20.3 

NM 

62 

0.3 

2.0 

0.26 

Carpenter  Technology  CRS  <6> 

226.3 

8 

886.7 

-2 

7.5 

NM 

15.1 

NM 

3.3 

NM 

2.8 

52 

0.61 

Commercial  Metals  CMC  <4> 

830.0 

30 

3069.7 

21 

12.6 

473 

29.3 

-14 

1.5 

0.3 

5.5 

27 

1.03 

Commonwealth  Industries  CMIN 

244.8 

3 

920.0 

-5 

-25.6 

NM 

-31.1 

NM 

NM 

2.7 

-405 

NM 

-154 

lonsol  Energy  CNX 

554.0" 

0 

2222.5 

2 

-24.6 

NM 

-16.6 

NM 

NM 

0.7 

-5.8 

NM 

-0.27 

reeport-McMoRan  Copper  &  Gold  FCX 

446.1 

-22 

22122 

16 

2.4 

-97 

197.3 

18 

0.5 

12.9 

NM 

35 

L07 

MCO  Recycling  IMR 

237.9 

42 

892.0 

30 

0.5 

-69 

3.9 

-43 

0.2 

0.9 

3.0 

35 
NM 

0.26 

lassey  Energy  MEE 

394.6" 

-4 

1553.7 

-5 

-16.7 

NM 

-32.3 

NM 

NM 

NM 

-4.3 

-0.43 

fetal  Management  MTLM  <" 

257.7 

52 

928.9 

29 

12.6 

NM 

342 

117 

4.9 

NM 

33.6 

11 

3.09 

lewmont  Mining  NEM 

82L4 

3 

3214.1 

21 

153.1 

104 

5102 

239 

18.6 

9.4 

65 

34 

1.23 
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ORATE SCOREBOARD 

SALES 

4TH 

QUARTER 

2003 

{MIL 

CHANGE 

FROM 

2002 

% 

12  MONTHS 
2003 

SMIL 

CHANGE 

FROM 

2002 

* 

PROFITS 

4TH 

QUARTER 

2003 

SMIL 

CHANGE 

FROM 

2002 

% 

12  MONTHS 
2003 
SMIL 

CHANGE 

FROM 

2002 

% 

MARGINS 

4TH 

QUARTER 

2003 

% 

4TH 

QUARTER 

2002 

% 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 
EARNINGS 
RATIO 
2-5 

12 
MONTH 

EARNIN 
PER 

Nucor  NUE 

1661.1 
753.0" 

28 

6265.8 

30 

20.6 

-52 

62.8 

-61 

L2 

3.3 

2.7 

71 

0.80 

Peabody  E,;ergy  BTU 

12 

2829.5 

4 

22.2 

-25 

4L5 

-61 

23 

4.4 

17 

48 

0.76 

Phelps  Dodge  PD 

117L4 
286.8 

31 

5 

4142.7 

11 

66.3 

NM 

27.4 

42.9 
-14J 

NM 
-23 

5.7 
4.6 

NM 

03 

NM 

0.16 
2.62 

Quanex  NX  « 

1031.2 

4 

13.1 

v     -13 
NM 
NM 

5.5 

9.6 

17 

Ryerson  Tuli  RT 

547.5 

2613.0 

429.5 

10 
41 
12 

2189.4 

4 

-7.5 

NM 

NM 

NM 

-3.6 
-293 

NM 
NM 

-0.58 

-4.09 

0.13 

037 

0.71 

United  States  Steel  X 

9328.0 
1460.3 

34 

-22.0 

-406.0 

NM 

NM 

0.6 

USECUSU 

5 

0.9 

NM 

10.7 

NM 

0.2 

NM 

L2 

59 
28 

53 

Worthington  Industries  WOR  <" 

540.1 

-5 

2164.6 

7 

16.9 

-19 

49.7 
987.6 

71 

3.1 

3.7 

7.8 

(E)  PAPER  &  FOREST  PRODUCTS 

INDUSTRY  COMPOSITE 

21031.1 

7 

80359.4 

0 

382.8 

NM 

481 

L8 

NM 

3.5 

Bowater  BOW 
Georgia-Pacific  ( 
International  Par. 

735.6 

10 

2721.1 

5 

-503 

NM 

-2003 

NM 

NM 

NM 

-12.4 

NM 

-3.52 
030 
0.66 
2.74 

;p 

5362.0 

5 

20255.0 

-13 

31.0 

NM 

226.0 

NM 

0.6 
0.8 

NM 
NM 

4.7 

30 

ieriP 

6467.0 

3 

25179.0 

1 

5L0 

NM 

315.0 

7 

3.8 

63 

Louisiana-Pacific  LPX 

733.8 

104 

2300.2 

44 

1713 

NM 

292.0 

NM 

23.3 

NM 

26.1 

8 

MeadWestvaco  MWV 

1945.0 

3 

7553.0 

4 

50.0 

22 

-2.0 

NM 

2.6 

22 

0.0 

NM 

-0.01 

Potlatch  PCH 
Wausau-Mosinec 
Weyerhaeuser  W 

403.5 
239.3 

29 
2 

1506.6 
97L4 

16 

33.1 

NM 

53.2 

NM 

8.2 

NM 

11.3 
43 

20 
40 

1.85 
0.31 

Paper  WMO 

2 

5.3 

-16 

153 

-31 

23 

2.7 

r 

5145.0 

9 

19873.0 

8 

92.0 

-27 

288.0 

20 

L8 

2.7 

4J 

47 

L30 

TELECOMMUNICATION  SERVICES 

SECTOR  COMPOSITE  58114.7 


MMUNICATION  SERVICES 


INDUSTRY  GROUP  COMPOSITE  58114.7 

(A)  DIVERSIFIED  TELECOMMUNICATION  SERVICES 

INDUSTRY  COMPOSITE 

Alltel  AT 

AT&TT 

BellSouth  BLS 

Century  Tel  CTL 

IDTlDT.C* 

Level  3  Communications  LVLT 

SBC  Communications  SBC 

Sprint  FON  Group  FON 

Verizon  Communications  VZ 

(B)  WIRELESS  TELECOMMUNICATION  SERVICES 

INDUSTRY  COMPOSITE 
AT&T  Wireless  Services  AWE 
Centennial  Communications  CYCL  "> 
Sprint  PCS  Group  PCS 
Telephone  &  Data  Systems  TOS 
U.S.  Cellular  USM 


-2 


232373.0 


2323733 


768.1        -84 


768.1 


-84 


15612.4 


15612.4 


21 


L3 


L3 


73 


7.9 


10.0 


10.0 


UTILITIES 

SECTOR  COMPOSITE 


56260.2 


10 


2267903 


18 


776.1 


-55        12244.3 


L4 


3.4 


9.1 


INDUSTRY  GROUP  COMPOSITE 

(A)  ELECTRIC  UTILITIES 

INDUSTRY  COMPOSITE 

American  Electric  Power  AEP 

CINergyCIN    . 

Consolidated  Edison  ED 

Dominion  Resources  D 

DTE  Energy  DTE 

Duquesne  Light  Holdings  DQE 

Entergy  ETR 

Exelon  EXC 

FPL  Group  FPL 

Great  Plains  Energy  GXP 

Hawaiian  Electric  Industries  ME 

Northeast  Utilities  NU 

NSTARNST 

OGE  Energy  OGE 

Otter  Tail  OHR 

Pinnacle  West  Capital  PNW 

PPL  PPL 

Progress  Energy  PGN 

Southern  SO 

UtL  Holdings  UIL 

WPS  Resources  WPS 


56260.2 


10 


2267903 


18 


776.1 


-55 


122443 


L4 


3.4 


9.1 


21 


19 


19 


L09 


L09 


48843.0 

-4 

196235.1 

-2 

1140.4 

-78 

15785.8 

-6 

2.3 

10.1 

121 

18 

L52 

2013.7 

5 

79793 

12 

2583 

6 

9533 

12 

123 

12.8 

116 

16 

3.05 

8099.0 

-13 

34529.0 

-9 

340.0 

NM 

1863.0 

93 

4.2 

NM 

13.3 

8 
14 

11 

2.36 

5742.0 

1 

22635.0 

1 

787.0 

37 

35830 

38 

13.7 

10.1 

18.2 

211 

606.3 

3 

2380.7 

21 

82.4 

86 

344.7 

78 

13.6 

7.6 

10.3 

2.38 

513.1 

16 

1904.4 

13 

-14.0 

NM 

-27.4 
-7110 

NM 
NM 

NM 

NM 

-3.0 

NM 

-035 

988.0 

7 

4026.0 

29 

-125.0 

NM 

NM 

NM 

NM 

NM 

-1.28 

10067.0 

-10 

40843.0 

-5 

912.0 

-61 

59710 

-20 

9.1 

21.0 

15.6 

14 

L80 

3536.0 

-4 

14185.0 

-7 

357.0 

40 

294.0 

-72 

10.1 

7.0 

23 

53 

0.33 

17278.0 

1 

67752.0 

1 

-1458.0 

NM 

3509.0 

-25 

NM 

13.5 

10.5 
-0.8 

30 
NM 

L25 

927L7 

7 

361373 

8 

-372.3 

NM 

-173.4 

NM 

NM 

NM 

-0.05 

4215.0 

4 

16695.0 

7 

-84.0 

NM 

442.0 

NM 

NM 

NM 

11 

69 

0.16 

2023 

12 

779.5 

5 

-12.7 

NM 

-104.4 

NM 
NM 

NM 

NM 

NM 

NM 
NM 

-1.09 

3307.0 

8 

12690.0 

5 

-322.0 

NM 

-661.0 

NM 

NM 

NM 

-0.66 

884.4 

8 

34173 

14 

25.8 

NM 

743 

NM 

23 

NM 

2.5 

52 

L28 

662.4 

10 

2555.5 

17 

20.6 

41 

75.1 

NM 

3.1 

2.4 

3.1 

44 

0.87 

L72 


L72 


34163.1 

8 

142508.7 

13 

1767.0 

-22 

9953.4 

-8 

53 

7.1 

10.0 

17 

2.38 

3300.0 

-6 

14500.0 

9 

157.0 

-13 

859.0 

-10 

4.8 

5.1 

10.1 

15 

231 

11210 

5 

44153 

9 

1073 

-14 

4373 

9 

9.6 

11.8 

117 

15 

2.43 

2279.0 

11 

9827.0 

16 

50.0 

-59 

536.0 

-21 

23 

6.0 

83 

18 

2.36 

30163 

11 

12078.0 

18 

11.0 

-97 

390.0 

-71 

0.4 

12.5 

3.6 
93 

51 
13 

133 

1692.0 

-1 

7041.0 

5 

229.0 

18 

480.0 

-18 

133 

11.4 

2.85 

220.7 

-5 

902.8 

-12 

143 

NM 

933 

249 

6.4 

NM 

18.3 

15 

133 

2103.2 

12 

91943 

11 

-273 

NM 

813.4 

31 

-53 

28 

NM 
7.7 

4.3 

ao 

15 

4.01 

3577.0 

-4 
19 

15812.0 

6 

274.0 

-31 

793.0 

10.7 

9.3 

27 

2.41 

2435.0 

9630.0 

18 

147.0 

11 

906.0 

6.0 

6.5 

123 

13 

5.00 

520.3 

18 

2149.5 

19 

-4.3 

NM 

153.6 

15 

NM 

6.5 

153 

15 
16 

230 

454.2 

4 

11 

178L3 

8 

373 
-7.5 

41 
NM 
-25 

120.1 

0 

8.4 

NM 

6.2 
4.2 

11.1 

3.15 

1525.1 

60643 

16 

127.7 

-19 

5.4 

20 

036 

682.7 

5 
-2 

2912.0 

3779.0 

7533 

8 

363 

183.5 

12 

5.4 

7.6 

13.3 

14 

3.40 

8163 

25 

-23 

NM 

135.6 

67 

NM 

NM 

11.4 

15 

L65 

200.1 

15 

17 

9.4 

-26 

337 

-14 

4.7 

7.2 

1L7 

18 

131 

7343 

20 

28173 

15 

46.0 

NM 

230.6 

12 

6.3 

NM 

83 

15 

152 

1296.0 

-2 

5573.0 

2 

255.0 

118 

7130 

100 

19.7 

8.8 

22.0 

12 

3.71 

2164.0 

10 

8734.0 

8 

127.0 

-15 

811.0 

47 

53 

7.6 

103 

13 

3.40 

2564.0 

4 

11276.0 

7 

125.0 

-25 

1474.0 

12 

43 

6.8 

153 

14 

102 

229.1 

-5 

963.7 

-7 

2.4 

-50 

29.5 

-35 

LI 

2.0 

53 

22 

107 

1121.2 

167 

43643 

199 

32.4 

-2 

110.6 

-7 

23 

7.9 

9.8 

15 

334 
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EVOLUTION 


[ANOTHER    REASON   PSEG    HAS    WALL    STREET'S    ATTENTION] 


In  the  beginning,  transportation  was  one  of  our  primary  businesses. 


But  later  it  became  apparent  to  us  that  energy  was  the  industry  of  the 


future.  And  so  it  goes.  Over  the  past  100  years,  we  have  continued  to 


thoughtfully  evolve  our  business  to  meet  changes  in  the  marketplace 


as  well  as  the  needs  of  our  shareholders  and  the  communities  we 


serve.  Today,  our  focus  is  to  provide  investors  with  an  attractive  total 


return  through  a  combination  of  steady  income  and  long-term  growth. 


So  they  can  better  reach  their  future  goals. 


PSEG 

We  make  things  work  for  you. 


www.pseg.com 


CORPORATE  SCOREBOARD 


SALES 


Xcel  Energy  21103 

(B)  GAS  UTtLiTICS 

INDUSTRY  COMPOSITE  7005.5 

AGL  Resource  278.3 

KeySpa  1862.7 

Kinder  Morga  280.2 

Laclede  Group  L  332.6 

New  Jersey  Resources  NJR <3)  643.5 

NiSourceNI  1682.6 

Northwest  Natural  Gas  NWN  217.7 

Peoples  Energy  P  6043 

South  Jersey  Industries  SJI  220.6 

Southern  Union  SUG'6'  5071 

WGL  Holdings .',  375.3 

(C)  MULTI-UTILITIES  A  UNREGULATED  POWER 

INDUSTRY  COMPOSITE  1509L6 

AES  AES  2281.0 

Avista  AVA  309.0 

Constellation  Energy  Group  CEG  2497.5 

Duke  Energy  DUK  5227.0 

Dynegy  OYN  1456.0 

Energen  EGN  202.4 

Energy  East  EAS  121L2 

Equitable  Resources  EOT  3003 

MDU  Resources  Group  MDU  620.1 

National  Fuel  Gas  NFG«>  532.5 

Vectren  WC  454.0 


CHANGE 

FRCV 

2002 

% 

13 


5 
11 
3 

-2 
19 
-4 
-3 
19 
10 
26 
47 
0 

18 
22 

8 
82 

8 
16 
16 

5 

-10 

11 

11 

4 


CHANGE 

I2M0NTHS         FROM 
2003  2002 

s  m.  % 


7938.5 

25150.0 

983.7 

6915.2 

10973 

1102.8 
2519.1 
6246.6 
611.3 
2194.2 
696.8 
1481.2 
130L4 

5913L7 
8415.0 
1123.4 
9703.0 
21577.0 
5787.0 

842.2 
4608.7 
1047.3 
2352.2 
2088.3 

1587.7 


13 

20 
12 
16 
8 
31 
20 
17 
-5 
33 
38 
45 
26 

33 
14 

6 
105 
40 

9 
26 
20 
-2 
16 
35 

4 


PROFITS 

4TH 
QUARTER 

2003 

tw. 

146.7 


615.6 
35.0 
174.4 
80.8 
16.6 
24.4 
14L7 
217 
3L4 
11.4 
38.4 
393 

-1606.6 

4.0 

15.1 

122.3 

-1806.0 

-198.0 

21.0 

453 

49.5 

46.2 

49.2 

442 


CHANGE 
FROM 
2002 

% 

32 


11 

12 

17 

22 

10 

5 

i 

18 

1 

-7 

107 

-23 

NM 
NM 

25 

79 
NM 
NM 

14 
-11 

17 

5 
4 


12  MONTHS 
2003 
SU_ 

510.1 


18293 
135.7 

4242 

3817 

36J 

663 

4302 

46.0 

104.3 

34.6 

69.1 

101.6 

461.0 

336.0 

50.6 

4883 

-1005.0 

-385.0 

110.3 

207.4 

173.6 

1823 

190.1 

1112 


CHANGE 
•PCV 
2002 

% 

-3 


17 

32 

7 

24 

21 

10 

6 

5 

17 

17 

108 

64 

NM 
NM 
20 
-9 
NM 
NM 
57 
9 
15 
23 
45 
-2 


uivue  •'ET'jRN'  ON 
MAKulu 

«TH  EQUmr           PRICE-        MONTH 

QUARTER      QUARTER  12M0NTKS     EARNMGS     EARNMC 

2003            2002  ENDMG           RATIO 
%                 % 


63 

83 

12.6 
9.4 

28.8 
5.0 
3.8 
8.4 

10.0 
52 
52 
7.6 

10.6 

02 

43 
43 


10.4 
3.8 

16.4 
7.5 
92 
9.7 


53 

8.3 

12.4 

8.2 

23.3 

5.4 

3.5 

7.8 

10.1 

5.6 

7.0 

5.4 

13.9 

NM 
NM 
42 
5.0 
4.4 
NM 
10.6 
4.5 
12.7 
8.2 
9.8 
9.7 


5.7 

116 

143 

117 

14.4 

117 

153 

9.6 

9.3 

123 

133 

71 

113 

4.8 
402 

6.6 
115 
-7.0 
26.6 
16.1 

82 
19.1 
13.0 
16.1 
10.6 


15 
13 
14 
19 
16 
16 
13 
17 
15 
15 
18 
14 

35 
16 
18 
14 
NM 
3 

14 
16 
16 
14 
11 
15 


216 
2.13 
2.63 
3.08 
131 
2.41 
163 
176 
2.88 
2.73 
101 
2.06 

0.52 
0.56 
102 
2.85 
-L13 
151 
3.09 
142 
2.74 
162 
233 
157 


Alphabetical  List  Of  Companies 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


IMillHBiH 
Abbott  Laboratories  15b 
Abercrombie  &  Fitch  5d 
ABM  Industries  17 
Accenture  19b 
Accredo  Health  14b 
ACE  12 
Activision  19c 
Acuity  Brands  16d 
Acxiom  19b 
Adobe  Systems  19c 
Advanced  Micro  20 
AdvancePCS  14b 
ADV04 

AEP  Industries  22c 
Aeropostale  5d 
AES  24c 

Affiliated  Computer  Svcs.  19b 
AFLAC  12 
AGC016f 
Agere  Systems  20 
Agilent  Technologies  21c 
Agilysys  21c 
AGL  Resources  24b 
Air  Products  &  Chemicals  22a 
Airgas  22a 
AirTran  Holdings  18b 
AK  Steel  Holding  22d 
Alaska  Air  Group  18b 
Albany  International  16f 
Albemarle  22a 
Alberto-Culver  8b 
Albertson's  6 
Alcoa  22d 

18c 
22d 


-'-  iki 


9b 
>  16a 


-  s\veI2 


7c 


Amerada  Hess  9b 
America  West  Holdings  18b 
American  Axle  &  Mfg.  la 
American  Eagle  Outfitters  5d 
American  Electric  24a 
American  Express  lib 
American  Greetings  2a 
American  Power  16d 
American  Standard  16b 
AmeriCredit  lib 
AmerisourceBergen  14b 
Ameritrade  Holding  11a 
Ametek  16d 
Amgen  15a 
Amkor  Technology  20 
Amphenol  21c 
AMR  18b 

AmSouth  incorporation  10a 
Anadarko  Petroleum  9b 
Analog  Devices  20 
Andersons  5a 
Andrew  21a 
Anheuser-Busch  7a 
Anixter  International  21c 
AnnTaylor  Stores  5d 
Anthem  14b 
Apache  9b 

Apogent  Technologies  14a 
Apollo  Group  17 
Apple  Computer  21b 
Applied  Biosystems  14a 
Applied  Industrial  Tech.  16g 
Applied  Materials  20 
Arch  Coal  22d 
Archer  Daniels  7b 
Archstone-Smrth  Trust  13 
Argosy  Gaming  3 
Arkansas  Best  18d 
ArvinMentor  la 

J9b 
Associated  Banc -Corp  10a 

F  nancial  10b 
"T&T23a 

AT&T  Wireless  23b 
18b 

:18b 

Autodesk  19c 


:.::  .  la 

Automatic  Data  19b 
AutoNation  5d 
AutoZone  5d 
Avaya  21a 
Avery  Dennison  17 
Aviall  16a 
Avista  24c 
Avnet21c 
Avon  Products  8b 
AVX21c 


Ball  22c 

Bandag la 

Bank  of  America  10a 

Bank  of  New  York  11a 

Bank  One  10a 

Banknorth  Group  10a 

Bantal7 

Bard  (C.R.)  14a 

Barnes  &  Noble  5d 

Bausch  &  Lomb  14a 

Baxter  International  14a 

BB&TlOa 

BEA  Systems  19c 

Bear  Steams  11a 

Beazer  Homes  USA  2a 

Beckman  Coulter  14a 

Becton,  Dickinson  14a 

Bed  Bath  &  Beyond  5d 

BellSouth  23a 

Bemis  22c 

Best  Buy  5d 

Big  Lots  5c 

Biomet  14a 

Bisys  Group  19b 

BJ  Services  9a 

BJ's  Wholesale  Club  6 

Black  &  Decker  2a 

Block  (H&R)  17 

Blyth  2a 

BMC  Software  19c 

Bob  Evans  Farms  3 

Boeing  16a 

Boise  Cascade  5d 

BOK  Financial  10a 

Borders  Group  5d 


BorgWarner  la 
Boston  Properties  13 
Boston  Scientific  14a 
Bowater  22e 
Boyd  Gaming  3 
Briggs  &  Stratton  16f 
Brinker  International  3 
Brink's  17 

Bristol-Myers  Squibb  15b 
Broadcom  20 
Brown  Shoe  2c 
Brown-Forman  7a 
Brunswick  2b 
Bunge  7b 

Burlington  Coat  Factory  5d 
Burfnglon  Northern  Santa  Fe  18d 
Burlington  Resources  9b 


Cabot  22a 

CACI  International  19b 
Cadence  Design  Systems  19c 
Caesars  Ent.  3 
Campbell  Soup  7b 
Capital  One  Financial  lib 
Caraustar  Industries  22c 
Cardinal  Hearth  14b 
Career  Education  17 
Caremark  Rx  14b 
CarMax  5d 
Carnival  3 

Carpenter  Tech.  22d 
Casey's  General  Stores  6 
Caterpillar  16f 
CBRLGroup3 
CDW21c 
Cendant  17 

Centennial  Commun  23b 
Centex  2a 
CenturyTel  23a 
Ceridian  1% 
Cemer  14b 
Certegy  19b 
Charming  Shoppes  5d 
Charter  One  Finl.  10a 
Cheesecake  Factory  3 
Chesapeake  22c 
ChevronTexaco  9b 


Chico's  FAS  5d 
Children's  Place  5d 
Chiron  15a 
ChoicePoint  17 
Chubb  12 
Cigna  14b 

Cincinnati  Financial  12 
CINergy  24a 
Cintas  17 

Circuit  City  Stores  5d 
Cisco  Systems  21a 
CIT  Group  lie 
Citigroup  lie 
CKE  Restaurants  3 
Claire's  Stores  5d 
CNF  18a 
Coach  2c 

Coca-Cola  Enterprises  7a 
Cole  National  5d 
Colgate-Palmolive  8a 
Colonial  BancGroup  10a 
Columbia  Sportswear  2c 
Comerica  10a 
Commerce  Bancorp  10a 
Commerce  Bancshares  10a 
Commerce  Group  12 
Commercial  Metals  22d 
Commonwealth  Inds.  22d 
CompuCom  Systems  19b 
Computer  Associates  19c 
Compuware  19c 
ConAgra  Foods  7b 
ConocoPhillips  9b 
Consol  Energy  22d 
Consolidated  Edison  24a 
Constellation  Brands  7a 
Constellation  Energy  24c 
Continental  Airlines  18b 
Convergys  19b 
Cooper  Cameron  9a 
Cooper  Industries  16d 
Cooper  Tire  &  Rubber  la 
Coors  (Adolph)  7a 
Corinthian  Colleges  17 

Com  Products  Intl.  7b 
Corning  21a 
Costco  Wholesale  6 


Countrywide  Finl.  10b 

Covance  14b 

Coventry  Health  Care  14b 

Crane  16f 

Crompton  22a 

Crown  Holdings  22c 

CSK  Auto  5d 

CSSIndusties2a 

CSX18d 

Cummins  16f 

Cypress  Semiconductor  20 

Cytec  Industries  22a 

D     WttM 

D&K  Healthcare  Resources  Mb 

Danaher 16f 

Darden  Restaurants  3 

Deere  16f 

Dell  21b 

Delphi  la 

Delta  Air  Lines  18b 

Deluxe  17 

Dentsply  Intl.  14a 

Devon  Energy  9b 

Dial  8a 

Dick's  Sporting  Goods  5d 

Diebokj  21b 

Dillard's  5c 

DiMon  7c 

Dollar  General  5c 

Dollar  Tree  Stores  5c 

Dominion  Resources  24a 

Donaldson  16f 

Donnelley  (R.R.)  17 

Dover 16f 

Dow  Chemical  22a 

Dow  Jones  4 

DST  Systems  19b 

DTE  Energy  24a 

Duke  Energy  24c 

Duke  Realty  13 

Dun  &  Bradstreet  17 

DuPont  22a 

Duquesne  Light  24a 

Dynegy  24c 


E'Trade  Finl.  11a 


EarthLink  19a 

Eastman  Chemical  22a 

Eastman  Kodak  2b 

Eaton  16f 

eBay  5b 

Ecolab  22a 

Education  Management  17 

Edwards  (A.G.)  11a 

Edwards  Lifesciences  14a 

Electronic  Arts  19c 

Electronic  Data  Systems  19b 

Electronics  Boutique  5d 

Elizabeth  Arden  8b 

EMC  21b 

Emerson  Electric  16d 

Energen  24c 

Energizer  Holdings  8a 

Energy  East  24c 

Engelhard  22a 

Entergy  24a 

EOG  Resources  9b 

Equifax  17 

Equitable  Resources  24c 

Equity  Office  Properties  13 

Equity  Residential  13 

Estee  Lauder  8b 

Ethan  Allen  Interiors  2a 

Ethyl  22a 

Everest  Re  Group  12 

Exelon  24a 

ExpressJet  Holdings  18b 

Exxon  Mobil  9b 


Fairchild  Semiconductor  20 

Family  Dollar  Stores  5c 

Fannie  Mae  10b 

Fastenal  16g 

Federal  Signal  16f 

Federated  Dept.  Stores  5c 

FedEx  18a 

Fidelity  National  Finl.  12 

Fifth  Third  Bancorp  10a 

Finish  Line  5d 

First  Data  19b 

First  Tennessee  Natl.  10a 

Flserv  19b 

Fisher  Scientific  14a 
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want 

you  to 

know 


The  Aetna  Difference 


Starting  today, 
information  reaches 
its  full  potential. 

How  can  a  benefits  company  add  value 
to  your  business?  By  putting  information 
to  work  for  you.  With  millions  of 
members  and  hundreds  of  thousands  of 
participating  doctors  and  hospitals,  Aetna 
has  a  unique  capability  to  gather 
aggregated  data  and  integrate  it  across 
our  areas  of  service.  We  then  analyze  it  to 
spot  trends,  best  practices,  and  offer 
better,  more  relevant  programs  for  your 
company.  We'll  also  share  our  knowledge 
so  you  can  make  the  right  decisions  to 
keep  your  costs  down,  while  keeping 
your  employees  and  your  business  healthy 
and  productive.  Want  more  information 
about  the  power  of  our  information? 
Call  your  broker,  Aetna  representative,  or 
visit  us  today  at  aetna.com. 
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CORPORATE  SCOREBOARD 


Alphabetical  List  Of  Companies 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


al  10a 
Fleetwood  Ents.  lb 
Florida  Rock  Inds.  22b 
Flowserve  16f 
Fluor  16c 
FMC22a 

FMC  Technologies  9a 
Foodarama  6 
Foot  Locker  5d 
Ford  Motor  lb 
Forest  City  Ent.  13 
Forest  Laboratories  15b 
Fortune  Brands  2a 
FPL  Group  24a 
Franklin  Resources  11a 
Fred's  5c 

Freeport-McMoRan  C&G  22d 
Fuller  (H.B.)  22a 
Furniture  Brands  2a 


Gallagher  (Arthur  J.)  12 
GameStop  5d 
Gannett  4 
Gap5d 
Gateway  21b 
GATXllc 
GenCorp  16a 
Genentech  15a 
General  Cable  16d 
General  Dynamics  16a 
General  Electric  16e 
General  Growth  Pptys.  13 
General  Mills  7b 
General  Motors  lb 
Genesco  5d 
Georgia  Gulf  22a 
Georgia-Pacific  22e 
Gilead  Sciences  15a 
Gillette  8b 
Golden  West  10b 
Goldman  Sachs  Group  11a 
Goodrich  16a 

Goody's  Family  Clothing  5d 
Grace  (W.R.)  22a 
Grainger  (WW.)  16g 
Great  A&P  6 

Great  Lakes  Chemical  22a 
Great  Plains  Energy  24a 
Greif  22c 
Gtech  Holdings  3 
Guidant  14a 
Guitar  Center  5d 

CI    Mi 

Halliburton  9a 
Handleman  5a 
Harley-Davidson  lb 
Harman  International  2a 
Harrah's  Entertainment  3 
Harris  21a 
Harsco  16f 
Harte-Hanks  4 
Hartford  Financial  Services  12 
Hawaiian  Electric  24a 
Hayes  Lemmerz  Intl.  la 
HCA  14b 

Health  Management  Assocs.  14b 
Heinz  (H.J.)  7b 
Hershey  Foods  7b 
Hewitt  Associates  19b 
Hewlett-Packard  21b 
Hexcel  16a 
Hibernia  10a 
Hilton  Hotels  3 
Hollywood  Ent.  5d 
Home  Depot  5d 
:  16a 

nts  2a 
Hubbeil  16d 

Hudson  City  Bancorp  10b 
Hughes  Supply  16g 

il4b 

3)  18a 

II 


IDT  23a 

IKON  Office  Solutions  17 

Illinois  Tool  Works  16f 

Imation  21b 

IMCO  Recycling  22d 

Ingersoll-Rand  16f 

Ingles  Markets  6 

Insight  Enterprises  5b 

Instinet  Group  lie 

Integrated  Electrical  Svcs.  16c 

Intel  20 

International  Flavors  22a 

International  Game  Tech.  3 

International  Paper  22e 

International  Rectifier  20 

Interstate  Bakeries  7b 

Interstate  Hotels  3 

Intl.  Multifoods  7b 

Intuit  19c 

Invacare  14a 

Isle  of  Capri  Casinos  3 

ITT  Industries  16f 


Jabil  Circuit  21c 
Jacobs  Engineering  16c 
Janus  Capital  11a 
Jefferies  Group  11a 
Jefferson-Pilot  12 
JetBlue  Airways  18b 
JLG  Industries  16f 
Jo-Ann  Stores  5d 
Johnson  &  Johnson  15b 
Johnson  Controls  la 
Joy  Global  16f 
JPMorgan  Chase  11a 
Juniper  Networks  21a 


KB  Home  2a 
Kellogg  7b 
Kellwood  2c 
Kelly  Services  17 
Kennametal  16f 
Kerr-McGee  9b 
KeyCorp  10a 
KeySpan  24b 
Kimball  Intl.  2a 
Kimberly-Clark  8a 
Kinder  Morgan  24b 
KLA-Tencor20 
Kmart  Holding  5c 
Knight  Trading  Group  11a 
Knight-Ridder  4 
Kohl's  5c 
Kraft  Foods  7b 
Kroger  6 


L-3  Communications  16a 

Labor  Ready  17 

Laclede  Group  24b 

Laidlaw  Intl.  18d 

Lancaster  Colony  7b 

Landstar  System  18d 

La-Z-Boy2a 

Lear  la 

Legg  Mason  11a 

Leggett  &  Piatt  2a 

Lehman  Brothers  Holdings  11a 

Lennar  2a 

Lennox  International  16b 

Level  3  Communs.  23a 

Lexmark  Intl.  21b 

Lilly  (Eli)  15b 

Limited  Brands  5d 

Linens  'N  Things  5d 

Lockheed  Martin  16a 

Longs  Drug  Stores  6 

Longview  Fibre  22c 

Louisiana-Pacific  22e 

Lowe's  5d 

LSI  Logic  20 

Lucent  Technologies  21a 

ucndell  22a 


a 

M&T  Bank  10a 

M.D.C.  Holdings  2a 

Mandalay  Resort  3 

Manor  Care  14b 

Manpower  17 

Manufacturers  Services  21c 

Marathon  Oil  9b 

Markel  12 

Marsh  &  McLennan  12 

Marshall  &Hsleyl0a 

Martin  Marietta  Materials  22b 

Massey  Energy  22d 

Mattel  2b 

Maverick  Tube  9a 

Maxim  Integrated  Prods.  20 

Maxtor  21b 

May  Department  Stores  5c 

Maytag  2a 

MBIA12 

MBNA  lib 

McClatchy  4 

McCormick  7b 

McDonald's  3 

McGraw-Hill  4 

McKesson  14b 

MDU  Resources  Group  24c 

MeadWestvaco22e 

Media  General  4 

Medlmmune  15a 

Medtronic  14a 

Mellon  Financial  11a 

MEMC  Electronic  Materials  20 

Men's  Wearhouse  5d 

Mentor  Graphics  19c 

Mercantile  Bankshares  10a 

Merck  15b 

Meredith  4 

Meritage  2a 

Merrill  Lynch  11a 

Metai  Management  22d 

MGIC  Investment  10b 

MGM  Mirage  3 

Michaels  Stores  5d 

Micron  Technology  20 

Microsoft  19c 

Millennium  Chemicals  22a 

Miller  (Herman)  17 

Millipore  14a 

Minerals  Technologies  22a 

Modme  Mfg.  la 

Mohawk  Industries  2a 

Molex  21c 

Monaco  Coach  lb 

Monsanto  22a 

Moody's  lie 

Moog  16a 

Morgan  Stanley  11a 

Motorola  21a 

MPS  Group  19b 

MSC  Industrial  Direct  16g 

Mueller  Industries  16f 

Murphy  Oil  9b 

Mylan  Laboratories  15b 

EHM 

Nabors  Industries  9a 
National  City  10a 
National  Commerce  Finl.  10a 
National  Fuel  Gas  24c 
National  Semicond.  20 
Nationwide  Financial  Svcs.  12 
Navistar  International  16f 
NBTY8b 

NCI  Building  Systems  16b 
NCR  21b 

Neiman  Marcus  Group  5c 
Network  Appliance  21b 
Network  Associates  19c 
New  Century  Financial  10b 
New  Jersey  Resources  24b 
New  ifork  Community  Banc  10b 
New  York  Times  4 
Newell  Rubbermaid  2a 
Newmont  Mining  22d 
Nike  2c 
NiSource  24b 
Noble  9a 


Noble  Energy  9b 
Nordstrom  5c 
Norfolk  Southern  18d 
North  Fork  Bancorp.  10a  v 
Northeast  Utilities  24a 
Northern  Trust  11a 
Northrop  Grumman  16a 
Northwest  Airlines  18b 
Northwest  Natural  Gas  24b 
Novell  19c 

Novellus  Systems  20 
NSTAR  24a 
Nucor22d 
NVIDIA  20 
NVR2a 

Dnm 

Occidental  Pet.  9b 
OGE  Energy  24a 
Old  Republic  Intl.  12 
Olin  22a 

ON  Semiconductor  20 
1-800-Flowers.com  5b 
Oracle  19c 
Oshkosh  Truck  16f 
Otter  Tail  24a 
Ovemite  18d 
Owens  &  Minor  14b 
Owens-Illinois  22c 
Oxford  Health  Plans  14b 
Oxford  Industries  2c 


Paccar 16f 

Pacific  Sunwear  of  Calif.  5d 

Packaging  Corp.  America  22c 

Pactiv22c 

Pall  16f 

palmOne  21b 

PanAmSat  4 

Pantry  6 

Parker  Hannifin  16f 

Pathmark  Stores  6 

Patterson  Dental  14b 

Patterson-UTI  Energy  9a 

Paychex  19b 

Payless  ShoeSource  5d 

PC  Connection  5d 

Peabody  Energy  22d 

Penn  National  Gaming  3 

Penney  (J.C.)  5c 

Pentair  16f 

Peoples  Energy  24b 

PeopleSoft  19c 

Pep  Boys  5d 

Pepsi  Bottling  Group  7a 

PepsiAmericas  7a 

PepsiCo  7a 

Performance  Food  6 

PerkinElmer  21c 

Perrigo  15b 

Petco  Animal  Supplies  5d 

Petsmart  5d 

Pfizer  15b 

Phelps  Dodge  22d 

Phillips-Van  Heusen  2c 

Pier  1  Imports  5d 

Pilgrim's  Pride  7b 

Pinnacle  West  24a 

Pioneer  Natural  Res.  9b 

Piper  Jaffray  11a 

Pitney  Bowes  17 

Plexus  21c 

Plum  Creek  Timber  13 

PMI  Group  10b 

PNC  Financial  Svcs.  10a 

Pogo  Producing  9b 

Polaris  Industries  2b 

Polo  Ralph  Lauren  2c 

PolyOne  22a 

Popular  10a 

Potlatch  22e 

PPG  Industries  22a 

PPL  24a 

Praxair  22a 

Precision  Castparts  16a 

Premcor  9b 

Price  (T.  Rowe)  11a 

Principal  Financial  Group  lie 


Procter  &  Gamble  8a 
Progress  Energy  24a 
Progressive  12 
Providian  Financial  lib 
PSS  World  Medical  14b 
Pulte  Homes  2a 


Qualcomm  21a 
Quanex  22d 
Quantum  21b  . 
Quest  Diagnostics  14b 
Quiksilver2c 


R.J.  Reynolds  Tobacco  7c 
Radian  Group  10b 
Ralcorp  Holdings  7b 
Raymond  James  Finl.  11a 
Rayonier  13 
Rayovac  8a 
Raytheon  16a 
Reader's  Digest  4 
Reebok  International  2c 
Regions  Financial  10a 
Regis  5d 

Reinsurance  Group  12 
Retail  Ventures  5c 
Reynolds  &  Reynolds  19c 
Rite  Aid  6 

Robert  Half  International  17 
Robinson  (C.H.)  18a 
Rock-Tenn  22c 
Rockwell  Automation  16d 
Rockwell  Collins  16a 
Rohm  &  Haas  22a 
Ross  Stores  5d 
Royal  Caribbean  Cruises  3 
RPM  Intl.  22a 
Ruby  Tuesday  3 
Ruddick6 
Ryder  System  18a 
Ryerson  Tull  22d 
Ryland  Group  2a 


Sabre  Holdings  19b 
Safeco  12 
Saks  5c 
Samsonite  2c 
Sanderson  Farms  7b 
SanDisk  21b 
Sanmina-SCI  21c 
Sara  Lee  7b 

SBC  Communications  23a 
ScanSource  21c 
Schering-Plough  15b 
Schlumberger  9a 
Scholastic  4 
School  Specialty  17 
Schulman  (A.)  22a 
Schwab  (Charles)  11a 
Scientific-Atlanta  21a 
Scripps(E.W.)4 
SCS  Transportation  18d 
Seagate  Technology  21b 
Sealed  Air  22c 
Sears.  Roebuck  5c 
Select  Medical  14b 
Selective  Insurance  Group  12 
Seneca  Foods  7b 
7-Eleven  6 
Shaw  Group  16c 
Sherwin-Williams  5d 
ShopKo  Stores  5c 
Siebel  Systems  19c 
Sierra  Health  Services  14b 
Silgan  Holdings  22c 
Silicon  Graphics  21b 
Simon  Property  13 
SITEL17 

Sky  Financial  Group  10a 
SLMllb 
Smith  (A.O.)  16d 
Smith  International  9a 
Smithfield  Foods  7b 


Smucker  (J.M.)  7b 

Smurfit-Stone  Container  22c 

Snap-on  2a 

Solectron  21c 

Sonoco  Products  22c 

South  Jersey  Industries  24b 

Southern  24a 

Southern  Union  24b 

SouthTrust  10a 

Southwest  Airlines  18b 

Sovereign  Bancorp  10b 

Spartan  Stores  6 

Spartech  22a 

Spherion  17 

Sports  Authority  5d 

Sprint  FON  Group  23a 

Sprint  PCS  Group  23b 

St.  Joe  13 

St.  Jude  Medical  14a 

St.  Paul  12 

StanCorp  Financial  Group  12 

Standard  Pacific  2a 

Stanley  Works  2a 

Staples  5d 

Starbucks  3 

Starwood  Hotels  &  Resorts  3 

State  Street  11a 

Station  Casinos  3 

Steelcase  17 

Stein  Mart  5d 

Steris  14a 

Stewart  &  Stevenson  16f 

Storage  Technology  21b 

Stryker  14a 

Student  Loan  lib 

Sun  Microsystems  21b 

Sunoco  9b 

SunTrust  Banks  10a 

Supervalu  6 

Swift  Transportation  18d 

Sybase  19c 

Symantec  19c 

Synopsys 19c 

Synovus  Financial  10a 

Sysco  6 


Take-Two  Interactive  19c 

Talbots  5d 

Target  5c 

TCF  Financial  10a 

Tech  Data  21c 

Tecumseh  Products  16f 

Tektronix  21c 

Teledyne  Tech.  16a 

Telephone  &  Data  Sys.  23b 

Tellabs  21a 

Temple-Inland  22c 

Tenneco  Automotive  la 

Teradyne  20 

Terra  Inds.  22a 

Tesoro  Petroleum  9b 

Tetra  Tech  17 

Texas  Industries  22b 

Texas  Instruments  20 

Textron  16e 

Thermo  Electron  21c 

Thor  Industries  lb 

3M16e 

Tiffany  5d 

Timberland  2c 

Time  Warner  4 

Timken  16f 

TJX5d 

Toll  Brothers  2a 

Torol6f 

Total  System  Services  19b 

Toys'R'Us5d 

Tractor  Supply  5d 

Trans  World  Entertainment  5d 

Transocean  9a 

Travelers  Property  Casualty  12 

Tribune  4 

Tupperware  2a 

Tweeter  Home  Ent.  5d 

Tyco  Intl.  16e 

Tyson  Foods  7b 


U.S.  Bancorp  10a 

U.S.  Cellular  23b 

U.S.XpressEnt.l8d 

UAL  18b 

UIL  Holdings  24a 

Union  Pacific  18d 

Union  Planters  10a 

UnionBanCal  10a 

Unisys  19b 

United  Defense  Inds.  16a 

United  Natural  Foods  6 

United  Parcel  Service  18a 

United  States  Steel  22d 

United  Stationers  17 

United  Technologies  16a 

UnitedHealth  Group  14b 

Unrtrin  12 

Universal  Forest  Products  161 

Unocal  9b 

UnumProvident  12 

URS16c 

US  Airways  Group  18b 

USEC22d 

USF18d 

USG16b 

UST7c 

UTStarcom  21a 


Valero  Energy  9b 

Valspar  22a 

Varco  International  9a 

Varian  21c 

Varian  Medical  14a 

Vectren  24c 

VeriSign  19a 

Veritas  Software  19c 

Verizon  Communications  23a 

Viad  17 

Village  Super  Market  6 

Visteon  la 

Volt  Info.  Sciences  17 

Vulcan  Materials  22b 
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Wachovia  10a 
Walgreen  6 
Wal-Mart  Stores  6 
Walter  Industries  16e 
Washington  Mutual  10b 
Washington  Post  4 
Waters  21c 
Watson  Pharmaceuticals  15b 
Wausau-Mosinee  Paper  22e 
Webster  Financial  10b 
Weis  Markets  6 
WellPoint  Health  14b 
Wells  Fargo  10a 
Wendy's  Intl.  3 
Werner  Enterprises  18d 
Westcorp  10a 
Western  Digital  21b 
Weyertiaeuser  22e 
WFS  Financial  lib 
WGL  Holdings  24b 
Whirlpool  2a 
Wiley  (John)  &  Sons  4 
Williams-Sonoma  5d 
Winn-Dixie  Stores  6 
Winnebago  Industries  lb 
Wolverine  World  Wide  2c 
Worthington  Inds.  22d 
WPS  Resources  24a 
Wrigley  (Wm.)  Jr.  7b 
Wyeth  15b 


Xcel  Energy  24a 
Xerox 21d 
Xilinx20 


Yahoo  19a 

Yellow  Roadway  18d 

Zale5d 

Zions  Bancorporation  10a 
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know 


Aetna's  Range  of  Businesses 


Think  we  play 
only  one  note? 

Get  ready  for  a 
whole  symphony. 

You  know  Aetna  as  a  leader  in  health 
insurance.  But  Aetna  also  offers  a  full 
range  of  other  products  including 
Dental,  Pharmacy,  Disability,  Long-Term 
Care,  and  Group  Life,  each  of  which 
provides  the  high  level  of  quality  and 
service  you  demand.  And  whether 
taken  individually  or  as  a  complete 
package,  they  allow  us  to  enhance  your 
coverage.  Aetna  harnesses  the  power 
of  information  to  help  you  and  your 
employees  make  better,  more  informed 
decisions.  That  helps  you  control  costs, 
and  keep  your  employees  healthy  and 
productive.  If  this  strikes  a  chord  with 
you,  it's  easy  to  find  out  more.  Call  your 
broker,  Aetna  representative,  or  visit  us 
today  at  aetna.com. 

We  want  you  to  know w 
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arketins  Brands 


Leaving  Zen  in  the  Dust 

Infiniti  has  gone  from  serene  to  seductive  in  two  years  flat 


IS  THE  TORTOISE  OF  THE  LUXURY 
car  business  finally  giving  the 
hares  a  run  for  their  money?  For 
years  after  its  launch  in  1989,  Nis- 
san Motor  Co.'s  Infiniti  division 
was  an  also-ran.  Now,  through  a 
combination  of  bold  product 
launches  and  a  rethinking  of  the  way  the 
brand  is  positioned,  Infiniti  has  delivered 
the  largest  sales  gains  of  the  major  auto- 
motive nameplates.  Infiniti's  sales  leapt 
35%  last  year,  to  a  record  118,000  units. 

Infiniti  still  sells  fewer  than  half  as 
many  cars  as  rivals  BMW  and  Toyota  Mo- 
tor Corp.'s  Lexus  division.  But  Nissan's 
luxury  line  is  now  profitable  and  a  critical 
part  of  Nissan  President  and  CEO  Carlos 
Ghosn's  goal  of  expanding  Japan's  third- 
largest  carmaker.  "We  will  be  in  every  seg- 
ment in  each  geographical  region,  starting 
with  high-profit  segments,"  Ghosn  said  at 
the  Detroit  auto  show  in  early  January. 

INSPIRATION  GAP 

IN  MANY  MARKETERS'  minds,  Infiniti 
will  always  be  associated  with  the 
company's  "rocks  and  trees"  cam- 
paign. That  ad  blitz  successfully 
built   awareness   of  the   brand 
when  it  launched  15  years  ago. 
The  early  ads  never  showed  Infini- 
ti's cars.  Instead,  magazine  readers 
and  TV  viewers  saw  serene  images 
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such  as  a  pebble  dropping  into  water  or  a 
lone  tree  surrounded  by  mist.  They  sug- 
gested that  driving  an  Infiniti  produced  a 
Zenlike  connection  between  man  and  na- 
ture. New  dealerships  featured  a  sales- 


Nissan's  luxury  line  trails  BMW 
and  Lexus,  but  it's  gaining  fast 

2003  SALES  GAIN 


Infiniti 


Lexus 


BMW 


35%   11%    8% 
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man-free  "contemplation  area,"  wher 
customers  could  ponder  purchases  behini 
Japanese  screens. 

But  if  the  rocks  and  trees  got  curiou 
people  into  the  showrooms,  they  raiset 
expectations  that  the  cars  rarely  camr 
close  to  fulfilling.  The  company's  flagshi} 
Q45  sedan  delivered  a  lot  of  power  for  thi 
money,  but  most  of  its  cars  were  unin 
spired.  By  the  end  of  the  1990s,  Infiniti': 
lineup  included  the  135  sedan  and  QX> 
sport-utility  vehicle,  little  more  thai 
gussied-up  versions  of  regular  Nissans 

Enter  Ghosn.  When  Renault,  where  ht 
was  executive  vice-president  in  charge  o 
car  development  and  manufacturing 
bought  control  of  Nissan  in  1999,  the  car 
maker  was  loaded  down  with  debt 
Ghosn  considered  killing  Infiniti,  whicl 
had  never  turned  a  profit.  But  spotting 
some  interesting  cars  in  development 
he  decided  to  stay  the  course  for  * 
while  longer. 
,M  Good  thing  he  did.  The  G3J 
|  sport  coupe  and  sedan,  launchec 

in  2002,  were  instant  hits.  Thej 
combine  clean,  modern  desigr 
with    sporty    performance    ai 

FULL  STATURE 

The  QX56  rolls  out 
next  month 
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Aetna  Integrated  Benefits 


People  work  better 
when  they 
work  together. 

So  do  benefits. 

If  you  go  to  different  companies  to  find 
the  best  benefits,  then  you  may  be 
missing  the  boat.  Because  when  Aetna's 
full  range  of  benefits,  Medical,  Dental, 
Pharmacy,  Disability,  Long-Term  Care, 
and  Group  Life  are  taken  together,  they 
can  work  in  ways  a  mixed  bag  of 
benefits  can't.  Aetna  gathers  aggregated 
data  and  integrates  it  across  our  areas 
of  service  to  get  a  more  complete 
picture  of  your  company's  overall  needs. 
Together,  we  can  use  this  knowledge  to 
select  and  develop  plans  and  options 
that  are  best  suited  to  your  workforce. 
And  since  you'll  be  making  more 
informed  choices,  you'll  be  better  able 
to  control  costs.  Let  us  show  you  how 
well  we  can  work  together.  Call  your 
broker,  Aetna  representative,  or  visit  us 
today  at  aetna.com. 

We  want  you  to  know* 
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prices  competitive  with  the  BMW 
3  Series,  the  Audi  A4,  and  the  Lexus  IS 
300.  The  $28,000  G35  was  named 
Motor  Trend's  2003  Car  of  the  Year.  In- 
finiti  followed  up  with  the  head-turning 
FX  SUVs,  whose  low-slung  bodies  com- 
bine a  sport-ute's  roominess  with  the 
drivability  of  a  sports  car.  "We're  getting 
a  lot  of  BMW,  Lexus,  and  Mercedes 
trade-ins  that  we  never  used  to  see  be- 
fore," says  Rick  Cowart,  general  manag- 
er of  Sewell  Infiniti  in  Dallas.  Infiniti  ac- 
counted for  15%  of  Nissan's  U.S.  sales 
last  year,  up  from  10%  in  2001. 

DRIVING  THE  MESSAGE  HOME 

NEXT  MONTH,  INFINITI  rolls  out  a 
new  full-size  SUV,  the  $48,000  QX56, 
that  will  go  head-to-head  with  the 
Cadillac  Escalade  and  Lincoln  Naviga- 
tor. Later  this  spring,  it  will  unveil  a  con- 
cept expected  to  replace  its  middle-of- 
the-line  M45  sedan,  a  sportier, 
rear- wheel- drive  vehicle  with  a  sweep- 
ing exterior  that  should  stand  apart 
from  other  $40,000  sedans. 

Now  that  it  has  gotten  the  cars  right, 
Nissan  is  retooling  its  advertising  to  em- 
phasize the  brand's  new  focus  on  per- 
formance and  design.  The  trick  has  been 
to  find  an  alternative  to  the  cosmic 
rocks-and-trees  come-on  and  recent 
years'  mundane  recitations  of  car  fea- 
tures. The  answer:  portray  Infiniti  as  the 
car  that  baby  boomers  dreamed  about  as 
kids.  Thus,  an  ad  for  the  FX  lists  things 
that  seemed  a  stretch  back  when 
boomers  were  pip-squeaks:  "Vinyl  will 
never  be  replaced.  A  band  from  Liver- 
pool will  never  make  it  big  in  America. 
Never?  They  said  an  SUV  would  never 
have  the  heart  of  a  sports  car." 

With  its  stronger  brand  positioning, 
Infiniti  should  be  able  to  spend  less  on 
ads  yet  still  bang  its  message  home.  In- 
deed, despite  its  higher  sales,  Nissan 
will  keep  Infiniti's  overall  ad  budget  flat 
at  an  estimated  $250  million  this  year. 
In  time,  some  industry  watchers  think 
the  brand  could  give  BMW  a  run  for  its 
money.  "No  one  has  been  successful  in 
positioning  against  the  blend  of  style, 
performance,  and  youthfulness  that 
BMW  embodies,"  says  Susan  Jacobs,  a 
consultant  with  Jacobs  &  Associates. 
"Infiniti  has  the  best  chance." 

Infiniti  dealers,  whose  average  profits 
per  dealership  hit  a  record  $1  million  in 
2003,  are  in  die  process  of  remodeling 
showrooms.  The  Zenlike  contemplation 
areas  are  out.  No  rap  against  cosmic 
bliss,  but  these  days  there  are  a  lot  more 
orth  showing  off.  H 
hristopher  Palmeri  in  Los  Angeles 
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I  Affairs  People 


Mr.  Comey  Goes 
To  Washington 

The  man  who  brought  Martha  to  trial  noj 
leads  the  crackdown  on  corporate  fraud 


WHEN  THE  BUSH 
Administration 
needed  to  fill  the 
No.  2  slot  at  the 
Justice  Dept.  last 
fall,  the  job  re- 
quirements were 
stiff.  First,  the  new  Deputy  Attorney  Gen- 
eral (DAG)  had  to  lead  law  enforcement's 
fight  against  terrorism.  And  with  key  tri- 
als lined  up  throughout  2004  for  Enron, 
WorldCom,  HealthSouth,  and  others, 
the  Administration's  record  on  pursuing 
corporate  crime  would  depend  on  the 
DAG's  diligence.  Perhaps 
most  important,  the  deputy 
would  have  to  navigate  po- 
litical minefields,  oversee- 
ing investigations  that 
could  damage  President 
Bush  in  two  areas  where  he 
is  vulnerable  in  an  election 
year:  prewar  intelligence 
failures  and  postwar  corpo- 
rate influence. 

Meet  James  B.  Comey 
Jr.,  the  DAG  from  Central 
Casting.  A  career  prosecu- 
tor, he  was  handpicked  by  former  FBI 
Director  Louis  Freeh  in  2001  to  investi- 
gate the  alleged  al  Qaeda  operatives  who 
bombed  U.S.  servicemen  at  Khobar 
Towers  in  Saudi  Arabia.  As  U.S.  Attorney 
in  Manhattan,  he  crafred  the  novel  legal 
theories  used  to  charge  domestic 
doyenne  Martha  Stewart  and  technolo- 
gy ufrer-banker  Frank  Quattrone  with 


A  probe  of 
theCIAleak 
could  soon 
put  Comey 
on  explosive 
terrain 


lb 


obstruction  of  justice.  And  as  a  ha 
nosed  investigator  respected  by  Dem 
rats  for  his  independence,  he  bring 
measure  of  cover  for  Bush  and  Atton 
General  John  Ashcrott  in  high-pro 
political  probes. 

Comey  is  just  settling  into  his  Wa 
ington  office,  but  so  far  he's  living  u 
White  House  hopes.  Guilty  pleas  fr 
Andrew  and  Lea  Fastow  in  the  Enr 
Corp.  case  gave  him  momentum  as  h 
of  Justice's  Corporate  Fraud  Task  For  ifei 
He  also  won  support  from  Democrat;  iee 
Senator  Charles  Schumer  (D-N.Y.)  call  m 
him  a  "spectacu  Br 
choice"— when  he  tc 
over  the  Justice  Dept.'s 
vestigation  into  an  Admi 
istration  leak  of  the  identic 
of  CIA  operative  Valei  at 
Plame,  a  case  that  coil 
move  uncomfortably  clc 
to  Bush's  inner  sanctuj 
"Obviously,  he  will  do  t 
right  thing  and  enforce  t 
law,  but  we  also  felt  veft; 
very  comfortable  that  Ji  L 
would  be  loyal  to  this  Pre  opj: 
ident  and  a  team  player,"  White  Hou  «l; 
Counsel  Alberto  R.  Gonzales  says. 

Comey's  warm  relationship  with  tl  e 
Administration  could  soon  be  put  to  tljec 
test.  Justice  is  wading  further  into  explh 
sive  territory  as  it  takes  a  preliminalit 
look  into  charges  that  Halliburton  C 
bribed  foreign  officials  while  Vice-Pres 
dent  Dick  Cheney  was  CEO.  In  the  Sei 


Top  Cop 

As  new  the  Deputy  Attorney 
General,  James  Comey  has 
a  busy  schedule 


MARTHA  STEWART  Comey 
brought  this  controversial 
case  while  serving  as 
the  U.S.  Attorney  for  the 
Southern  District  of 
New  York. 


ADELPHIAThishig 
profile  corporate  c 
case  involves  formf 
CEO  John  Rigas  an 
sons,  who  go  on  tri 
fraud  charges  on  h\ 
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,  furor  over  a  GOP  staffer's  access  to 
ifidential  Democratic  Judiciary  Com- 
tee  computer  files  could  spill  into  a 
ninal  probe  in  Comey's  jurisdiction. 
3eyond  the  Beltway,  Comey's  legacy  as 
rosecutor  is  also  on  the  line.  One  of  his 
hest-profile  moves  was  the  indictment 
itewart,  whose  fate  will  soon  be  in  the 
ids  of  a  Manhattan  jury.  If  s  the  first  of 
lalf-dozen  big-name  corporate-fraud 
es  making  their  way  to  trial  this  year 
3le).  As  the  man  who  made  the  call  to 
;t  Stewart,  Comey  will  get  to  take  cen- 
stage  bows  if  prosecutors  win— or  be 
:ed  to  take  the  heat  if  they  lose, 
e're  at  a  point  now  where  we're  going 
)e  able  to  demonstrate  to  the  American 
)ple  that  significant  white-collar 
oks  get  real  jail  time,"  he  says. 
\f  Comey  gets  any  criticism,  it's  for 
:rzealousness.  His  obstruction-of-jus- 
!  case  against  Quattrone,  Credit  Suisse 
st  Boston's  top  technology  banker,  re- 
1  heavily  on  a  single  e-mail  and  result- 
in  a  hung  jury.  Comey  charged  Stewart 
h  obstruction  of  justice— but  didn't 
rig  charges  on  the  underlying  crime  of 


insider  trading,  an  unusual  move  for 
which  he  has  been  roundly  criticized. 
White-collar  cases  are  harder  to  prose- 
cute than  most  people  realize,  says 
Comey.  "I'm  not  saying  drug  cases  are 
easy,  but  all  I  have  to  do  is  connect  you  to 
the  kilo.  In  a  corporate-fraud  case,  I  have 
to  connect  you  to  the  transaction  and 
prove  what  was  in  your  head  when  you 
did  it— to  a  jury  of  12,  unanimously,  be- 
yond a  reasonable  doubt,"  Comey  says. 
"What  screws  all  that  up  is  a  lot  of 
lawyers  and  accountants  that  defendants 
can  point  to  and  say:  Well,  I  talked  to  my 
lawyer,  and  he  said  it  was  O.K.' "  Fortu- 
nately, today's  prosecutors  can  exploit 
suspects'  e-mail— "the  20th  century's  gift 
to  law  enforcement,"  he  quips. 

WALKING  TALL 

AT  6  FEET  8  INCHES,  Comey  can  be  an 
imposing  presence.  A  Sunday-school 
teacher  originally  from  Yonkers,  N.Y., 
Comey,  43,  talks  a  lot  about  traditional 
values  and  likens  corporate  ethics  to  par- 
enting. But  while  he  has  a  strict  view  of 
the  law  and  morality,  the  father  of  five 


does  not  come  across  as 
stern  and  humorless. 
Instead,  he's  polished, 
self-effacing,  and  witty. 
"You  should  say:  'He 
spoke  with  a  religious 
fervor  about  prosecu- 
tion,' "  he  says,  when  a 
reporter  asks  about  his 
churchgoing.  "No,  no," 
he  backs  off.  "It  makes 
me  sound  like  a  nut." 

Comey  joined  the 
Manhattan  U.S.  Attor- 
ney's office  in  1987  un- 
der Mayor  Rudolph  W. 
Giuliani,  making  his 
mark  by  his  willingness 
to  take  on  hard  cases. 
He  led  the  prosecution 
of  John  Gambino  in  the 
early  1990s.  Later,  he 
headed  for  Richmond, 
Va.,  where  he  was  part 
of  the  team  that 
launched  Project  Exile, 
a  tough-on-guns  pro- 
gram that  was  credited 
with  cutting  the  city's 
homicide  rate.  A  few 
years  later,  the  FBI's 
Freeh  steered  the  inves- 
tigation of  the  1996 
Khobar  Towers  bomb- 
ing to  Richmond, 
where,  in  2001,  Comey  delivered  14  in- 
dictments. Six  months  later,  President 
Bush  nominated  him  to  succeed  Mary  Jo 
White  as  U.S.  Attorney  for  the  Southern 
District  of  New  York. 

Now  in  Washington,  Comey  already 
misses  the  courtroom.  But  he's  looking 
forward  to  imposing  his  unsparing  brand 
of  justice.  "One  of  the  reasons  we  insisted 
on  guilty  pleas  from  the  middle  people  at 
WorldCom  was  that  we  wanted  to  make 
sure  that  people  in  Corporate  America 
understood  that  'I  was  only  following  or- 
ders' is  not  an  excuse,"  he  says. 

Will  Comey  find  himself  in  that  same 
situation  as  he  oversees  sensitive  probes 
in  an  election  year?  The  political  pressures 
he's  about  to  face  are  likely  to  be  just  as  in- 
tense as  any  confronting  those  wayward 
managers  at  WorldCom  and  Enron.  ■ 
-By  Lorraine  Woellert  in  Washington 


UNSPARING 

Following 
orders  is  not 
an  excuse, 
says  Comey 


COM  Former  Chief 
il  Officer  Scott 
.charged  with  several 
)f  securities  fraud, 
a  jury  of  his  peers 
30. 


CREDIT  SUISSE  FIRST  BOSTON 

The  retrial  of  investment  banker 
Frank  Quattrone,  whose  first 
trial  on  obstruction-of-justice 
charges  ended  in  a  hung  jury  in 
October,  begins  on  Apr.  13. 


HEALTHSOUTH  Former  CEO 
Richard  Scrushy,  charged  with 
filing  false  financial  statements, 
securities  fraud,  and  money 
laundering,  successfully  moved  to 
delay  his  trial  until  Aug.  23. 


ENRON  Former  Broadband  unit 
CEOs  Kenneth  Rice  and  Joseph 
Hirko,  as  well  as  six  other 
defendants,  are  scheduled  to 
face  charges  of  securities  fraud 
and  insider  trading  on  Oct.  4. 
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Brian  France,  son  of  stock-car  racing's  founding  family, 
has  taken  charge  at  a  critical  moment.  Can  he  make  the 
multibillion-dollar  machine  go  even  faster?  BY  TOM  LOWRY 
The  smell  of  gasoline,  the  roar  of  engines,  gruff  men 

Euffing  on  cigarettes  and  cussing  about  needing  more 
orsepower  out  on  the  oval.  For  most  people,  that's 
hardly  the  stuff  of  childhood  memories.  But  Brian 
France  isn't  most  people.  When  the  son  of  America's  first 
family  of  stock-car  racing  thinks  back  as  far  as  he  can,  he 
is  a  4-year-old  with  a  mop  of  sandy  hair  tagging  along  as 
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his  daddy  chews  the  fat  with  daredevil  drivers  such  as  Richard 
Petty  and  grease-stained  pit  crews  in  the  garages  of  Daytona  In- 
ternational Speedway.  Or  he  is  looking  up  at  politicians  and 
movie  stars  who  have  stopped  by  the  France  house  in  the  days 
just  before  the  Daytona  500.  They  sip  cocktails  and  pat  him  on 
the  head. 

In  his  41  years,  France  can't  recall  not  being  at  Daytona,  the 
Sunday  spectacle  that  marks  the  start  of  yet  another  NASCAR 
season.  But  this  year's  big  race,  on  Feb.  15,  will  be  like  no  other 
for  the  husky,  baby-faced  France— and  not  just  because  Presi- 
dent George  W.  Bush  is  scheduled  to  make  an  appearance.  Race 
Day  2004  will  be  Brian's  first  as  the  chairman  and  chief  execu- 
tive officer  of  a  zooming,  multibiUion- dollar  empire  founded  on 
the  sands  of  Daytona  Beach,  Fla.,  in  1948  by  his  grandfather, 
William  "Big  Bill"  France  Sr. 


SUDDENLY.  THE 
ASCENSION  OF  BRIAN 

LAST  SEPTEMBER,  BRIAN'S  FATHER,  70-year-old  Bill  Jr.,  an- 
nounced that  after  20  years  of  being  prepped  in  various  execu- 
tive posts,  his  son  was  being  raised  up  to  the  NASCAR  throne. 
That  came  as  a  surprise  to  the  racing  world  because  Bill  Jr.,  now 
a  billionaire,  had  ruled  the  sport  with  an  iron  fist  since  suc- 
ceeding his  own  father  in 
1972.  Heart  surgery  and 
bouts  with  cancer  in  recent 
years  may  have  influenced 
the  decision.  "Bill  decided," 
one  confidant  explains,  "that 
he  wanted  to  be  around  for 
the  transition." 

What  Brian  inherits  is  a 
humming  media  and  mar- 
keting machine  that  keeps 
swiftly  evolving  from  its 
start  as  a  pastime  for  beer- 
guzzling  Bubbas.  TV  deals 
worth  $2.8  billion  with  Fox, 
NBC,  and  TNT  extend  out  to 
2008,  and  NASCAR  races  are 
drawing  the  second-largest 
sports-viewing  audience  af- 
ter the  NFL.  Thirteen  million 
fans  bought  tickets  to  the 
2,200  races  in  NASCAR's 
various  divisions  last  year, 
with  an  average  turnout  of 


STARS  Earnhardt  Jr.  (right)  and  Gordon,  who  says  the  Frances' 
achievements  "allow  a  lot  of  us  to  live  some  pretty  amazing  lives" 


186,000  for  big  events— at  an  average  ticket  price  of  $75. 

The  numbers  don't  stop  there.  In  the  past  five  years,  four 
new  tracks  have  opened  in  big  urban  areas,  including  Los  An- 
geles and  Chicago,  and  plans  are  coming  together  to  put  one  in 
New  York  City— or  at  least  nearby.  Corporations  spend  more 
than  $1  billion  a  year  for  NASCAR  sponsorships  and  promo- 
tions, and  annual  sales  of  NASCAR-licensed  merchandise  top 
$2  billion. 

NASCAR  execs  are  relentless  self-promoters  who  like  to  say 
the  sport  has 75  million  fans,  more  than  half  of  them  hard-core. 
Even  if  that's  over  the  top,  NASCAR  certainly  has  become  a  cul- 
tural force  as  politicians  scurry  to  curry  favor  with  a  powerful 
demographic  of  white  males  dubbed  "NASCAR  dads."  No  won- 
der Bush,  a  no-show  at  the  World  Series  and  the  Super  Bowl,  is 
headed  for  Daytona. 


There  is  a  faint  grinding  sound,  however,  beneath  the ! 
purr  of  the  NASCAR  engine.  Even  before  the  steering  wheel 
out  of  Bill  Jr.'s  hands,  racing's  old  guard  was  privately 
tioning  whether  Brian  has  the  right  stuff  to  run  the  sport.  < 
all,  Bill  Jr.  is  revered  for  putting  NASCAR  on  the  national  nl 
while  fiercely  guarding  the  interests  of  drivers,  team  own/ 
and  track  proprietors— along  with  those  of  the  Frances  I 
course— and  doing  so  with  a  cozy  family  feel.  Racing  insicl 
like  to  say  that  Big  Bill  turned  stock  cars  into  a  sport,  Bil  [ 
turned  them  into  a  business,  and  now  Brian  wants  to  turn  th  I 
into  entertainment.  If  s  the  lure  of  Hollywood  that  has  fc  [ 
nervous.  But  the  younger  France,  who  shares  a  home  in  Los .  I 
geles  with  his  second  wife  and  11-year-old  stepdaughter,  vc  j 
to  shake  things  up  so  the  sport  doesn't  stagnate. 

France  doesn't  kid  himself  about  how  much  he  will  be  sc| 
tinized.  "Am  I  here  because  of  my  last  name?  To  a  degree,'' 
France.  "But  I  would  ask  people  to  judge  me  and  my  execut 
team  on  what  we  accomplish.  You  never  want  to  alienate 
core  fans,  but  we  are  going  to  take  risks." 

It's  not  just  a  debate  over  the  glitzing  of  NASCAR  that  coil 
be  troublesome.  The  Frances  face  an  antitrust  suit  alleging  til 
they  unfairly  use  their  control  over  NASCAR,  stock-car  racinl 
sanctioning  and  rule-making  body,  to  favor  the  family-cc| 
trolled  but  publicly  held  racetrack  company  Internatio/ 
Speedway  Corp.  (ISC)  in  the  awarding  of  events.  The  lawsil 

filed  by  a  shareholder  of  al 
other  racetrack  company," 
set  to  go  to  trial  this  s 
in    Texas.    It   could    sh] 
the   glare   of  publicity 
France  family  secrets— es} 
cially  since  David  Boies,  t 
lawyer  who  prosecuted  t 
Justice  Dept's  case  agaii 
Microsoft  Corp.,  represei 
the    Frances,    while    G 
Simpson   defense   attorn 
Johnnie  Cochran  represei 
the  shareholder. 

Meanwhile,  in  a  sport 
never  met  a  sponsor  it  did 
like,  France  will  have  to  pt 
suade  corporations  to  kfr 
spending.  With  the  sponsc 
ship  costs  of  maintaining  | 
competitive  racing  team  g 
ing  through  the  roof— th 
have  more  than  doubled 
10  years,  to  as  much  as  $ 


H 
II 


milhon  per  season— and  with  marketing  messages  being  lc  ■ 
among  the  increasing  clutter  of  logos  on  race  suits,  cars,  ar 
tracks,  that  will  be  a  distinct  challenge.  Several  teams  this  ye 
Lave  struggled  to  find  sponsors.  "The  costs  and  clutter  are  g 
ing  up,"  says  independent  analyst  Dennis  McAlpine,  who  fc 
lows  ISC.  Still,  Brian  intends  to  aggressively  pursue  two  indu 
tries  that  have  been  elusive— financial  services  and  high  techp 

In  tech,  anyway,  he  made  one  giant  step  even  before  his  a 
cension.  In  June,  2003,  it  was  announced  that  after  32  yeai|| 
Winston  was  being  succeeded  as  the  sponsor  of  NASCAR's  pr 
mier  racing  series  by  Nextel  Communications  Inc.  WinstcM 
parent  R.  J.  Reynolds  Tobacco  Holdings  Inc.  had  been  payirk 
roughly  $30  million  a  year,  but  the  Reston  (Va.)  wireless  out 
fit  is  shelling  out  $750  million  over  10  years  to  put  its  name  cP 
the  Nextel  Cup  Series— one  of  the  biggest  sponsorship  deal 
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NASCAR  AT  DETROIT 

All  France  Family 
all  the  time 


<5L#* 
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FRANCE  FAMILY  FORTUNE 


*s-~  ^"^afc- 


iR  (NATIONAL  ASSOCIATION  OF 
CAR  AUTO  RACING) 

I  is  the  56-year-old  sanctioning  body  for  2,200 
ir  races,  including  those  in  the  premier  Nextel  Cup 
hink  Major  Leagues),  the  Busch  Series  (think 
,  and  the  Craftsman  Truck  Series  (think  Double  A). 
wned  by  the  France  family. 

ARTERS  Daytona  Beach,  Fla. 

AN  &  CEO  Brian  France. 

AIRMAN  Bill  France  Jr. 

IEMBERS  Lesa  France  Kennedy  (Brian's  sister)  and  Jim 
Jill  Jr.'s  brother). 

ES  Privately  held,  it  doesn't  disclose  revenues,  but  by  some 
s,  they've  quadrupled  in  five  years,  to  nearly  $1  billion. 

E  STREAMS:  TV  revenues  (65%  to  track  owners,  25%  to 
fiers,  10%  to  NASCAR),  sponsorships,  licensing  fees, 
fees  (paid  by  tracks  to  host  NASCAR  events). 

KICKER  Annual  awards  banquet  in  December  at  New  York's 
\storia  Hotel. 


INTERNATIONAL  SPEEDWAY  CORP.  (ISC) 

Publicly  held  company  (stock  symbol:  ISCA)  whose 
holdings  include  speedways  at  Daytona,  Detroit,  Talladega, 
Phoenix,  and  Chicago  (37.5%  stake).  Also  owns  MRN  Radio 
and  Daytona  USA  museum  and  amusement  facility.* 
Market  cap:  $2.5  billion. 

HEADQUARTERS  Daytona  Beach,  Fla. 

CHAIRMAN  Bill  France  Jr. 

VICE-CHAIRMAN,  CEO  Jim  France 

PRESIDENT  Lesa  France  Kennedy; 
NASCAR  CEO  Brian  France  is  an  ISC  director. 

FINANCIALS  Net  profits  of  $105  million  on  revenues  of 
$570  million  in  2003.  Company  is  forecasting  revenues  as 
nigh  as  $635  million  for  2004. 

OWNERSHIP  The  Frances  maintain  61%  voting  control. 

SHARE  PERFORMANCE  ISC  stock  has  risen  30%,  to  about  47,  since 
February,  2003.  Another  publicly  traded  track  company,  Speedway 
Motorsports,  rose  about  40%  in  same  period;  a  third,  Dover 
Motorsports,  declined  6%. 


separate  from  ISC.  own  a  50%  stake  in  Martinsville  Speedway  in  Virginia,  home  to  two  Nextel  Cup  races 
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NEW  YORK  BOUND  Both  Lesa 
and  Brian  are  focusing  on 
their  last  big  U.S.  market 


Insiders  say 
sister  Lesa,  a 
Duke  grad  and 
president  of 
International 
Speedway,  kne 
tnatawoman 
would  not 
be  named 
NASCAR  CEO 


ever.  That  a  technology  company  is  replacing  a  struggling  cig- 
arette maker  speaks  volumes  about  where  the  sport  is  headed. 
Working  with  Nextel,  NASCAR  can  now  exploit  opportunities  to 
sell  racing  to  teenagers,  something  it  couldn't  do  with  Winston. 

That's  in  keeping  with  France's  push  to  lure  younger  fans. 
NASCAR  is  in  the  first  year  of  a  six-year  exclusive  video-game 
deal  with  Electronic  Arts  (some  drivers,  like  Dale  Earnhardt 
Jr.,  use  the  games'  racing  simulator  to  bone  up  on  their 
skills).  EA  is  talking  with  Nextel  about  offering  some  kind  of 
NASCAR  game  on  its  phones.  Nextel  already  offers  a  special 
news  feed— NASCAR  on  the  go— to  its  phone  subscribers.  And 
nascar.com  is  one  of  the  top  five  most  heavily  trafficked  sports 
Web  sites. 

As  with  any  big  family,  the  Frances  are  not  without  internal 
tensions.  Brian  has  heard  whispers  for  years  that  his  older  sis- 
ter and  only  sibling,  Lesa  France  Kennedy,  42,  the  president  of 
ISC,  is  the  sharper  exec.  It  doesn't  help  that  Lesa  graduated 
from  Duke  and  Brian  never  got  his  degree  from  Central  Flori- 
da. Despite  the  sibling  rivalry,  NASCAR  insiders  say  both  knew 
that  appointing  a  woman  to  run  male-dominated  NASCAR  was 
not  going  to  happen.  And  France  is  wasting  no  time  in  making 
clear  that  the  Era  of  Brian  has  begun. 

France's  first  directive  was  announcing  on  Jan.  20  rule 
changes  to  NASCAR's  point  system,  which  determines  the 
champion  driver  every  year.  The  changes  were  meant  to  create 
more  excitement  in  October  and  November,  the  tail  end  of  the 
10-month  season,  when  TV  ratings  get  hammered  by  pro  foot- 
ball. After  all,  NASCAR's  version  of  the  Super  Bowl,  the  Daytona 
500,  starts  the  season  instead  of  ending  it. 


RUMBLINGS 
FROM  THE  RANKS 

MESSING  WITH  A  POINT  SYSTEM  that  had  been  in  place  since 
1975  was  heresy  to  some  drivers.  NASCAR  2003  champ  Matt 
Kenseth  and  four-time  champ  Jeff  Gordon  criticized  the 
changes  as  being  all  about  ratings,  not  racing.  "You  could  say 
that  his  changes.. .are  too  far  to  the  entertainment  side,"  says 
Gordon.  Brian's  response:  NASCAR  is  entertainment. 

The  way  France  sees  it,  NASCAR  isn't  just  competing  with 

other  auto-racing  events,  such  as  the  open-wheel  Indy  car  se- 

'  with  "stick  and  ball"  leagues,  but  with  all  entertainment 


choices.  That's  why  he  has  hired  Richard  Glover,  a  former  N  j 
exec  at  ESPN  Inc.,  to  forge  new  relationships  with  Holfywc 
A  NASCAR  Imax  movie  will  debut  in  March,  and  cable  chan| 
FX  is  planning  a  reality  series  following  the  lives  of  drivers. . 
NASCAR  boasts  celebs  galore.  California  Governor  Arn| 
Schwarzenegger  is  a  fan.  So  is  Ben  Affleck,  grand  marshs 
this  year's  Daytona  500.  Sheryl  Crow  likes  the  races.  Brit 
too.  "If  we  can  showcase  the  drama  and  athleticism  differer 
and  in  a  better  way,  then  that  is  what  it  is  all  about,"  says  Bri| 

Tinseltown  is  a  long  way  from  stock-car  racing's  roots  in 
dirt  tracks  of  the  South,  where  bootleggers,  good  of  boys, ;  I 
veterans  just  back  from  World  War  II  swigged  a  clear  liquid  1 1 
wasn't  water  and  tried  to  run  each  other  off  the  road.  "Big  B  j 
France,  a  Daytona  gas  station  owner,  began  to  put  some  or  j 
into  the  races,  organizing  events  that  ran  on  the  hard  sand:: 
the  nearby  beach.  As  the  races  spread  throughout  the  South : 
onto  hard  tracks,  Big  Bill,  a  formidable  figure  at  6  foot  5  inj 
es,  became  troubled  that  each  track  had  its  own  rules.  So  | 
called  a  meeting  of  race  organizers  at  the  Streamline  Hotel 
Daytona  in  1947  to  suggest  that  a  single  entity  control  stock- 
racing.  A  year  later,  NASCAR  was  born. 

Through  the  years,  as  stock-car  racing  grew,  so  did  i| 
France  family's  grip.  Today  that  control  is  creating  an  und| 
current  of  resentment.  Plenty  of  folks  in  the  NASCAR  world  i 
hoping  the  antitrust  suit  filed  by  Piano  (Tex.)  businessr 
Francis  Ferko,  a  shareholder  in  Speedway  Motorsports  Ir| 
could  force  the  Frances  to  divest  some  holdings.  Ferko  confer 
that  before  Speedway  built  the  $150  million  Texas  Mo^ 
Speedway  in  1997  ($100  million  in  renovations  have 
added  since),  the  Frances  promised  to  place  two  major  rac 
there.  So  far,  the  track  has  only  one  Nextel  Cup  race. 

Ferko  alleges  that  the  Frances  use  NASCAR  to  unfairly  awd 
more  races  to  the  tracks  of  ISC,  which  hosts  16  of  the  36  Nexj 
races.  Two  more  are  run  at  a  track  the  family  owns  separattj 
While  there  is  supposed  to  be  a  Chinese  wall  between  Brij 
NASCAR  and  Lesa's  ISC,  there  is  only  plasterboard  separatil 
them:  The  operations  share  the  same  offices  on  the  same  fkl 
in  a  Daytona  building  whose  facade  is  done  up  like  a  checkerl 
flag.  "It's  1,000%  unfair— or  could  it  be  even  more  unfaiil 
quips  Speedway  CEO  O.  Bruton  Smith,  the  second-largest  (j 
dealer  in  the  country,  with  headquarters  in  Charlotte.  "T| 
greed  factor  here  has  been  a  real  problem."  Driver  Gordon  sA 
concerns  that  the  Frances  have  too  much  control  are  real,  tl 
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"what  they  have  accomplished  allows  a  lot  of  us  to  live  some 
pretty  amazing  lives." 

Both  sides  say  they  want  to  see  the  case  go  to  trial.  And  while 
Brian  and  Lesa  are  putting  on  a  unified  front,  they've  had  then- 
share  of  disagreements  over  the  years.  Lesa— who  was  adopted 
by  Bill  Jr.  and  his  wife,  Betty  Jane— and  Brian  are  anything  but 
effusive  about  each  other.  "We  do  run  into  heavy  competitive 
situations,"  says  Lesa,  who  is  married  to  plastic  surgeon  Bruce 
Kennedy.  For  instance,  Lesa  says  Brian  was  not  thrilled  that  she 
negotiated  a  deal  for  Pepsi  to  become  the  official  soft  drink  of 
ISC.  Coca-Cola  Co.  is  a  NASCAR  sponsor.  "There  are  always 
good,  spirited  debates  on  how  to  do  things."  says  Brian. 

These  days,  though,  a  top  priority  for  both  Brian  and  Lesa  is 
building  a  track  in  New  York  Stock-car  racing  in  the  Big  Apple 
has  been  talked  about  for  years,  but  there  is  a  new  urgency  for 
NASCAR.  On  Feb.  6,  ISC  announced  its  intention  to  build  a  track 
in  Washington  State,  leaving  New  York  as  NASCAR's  last  major 
geographic  void— and  perhaps  its  most  important  market.  Says 
NASCAR  COO  George  Pyne,  38,  a  grad  of  Choate  and  Brown 
and  one  of  the  thirtysomething  execs  with  whom  Brian  has  sur- 
rounded himself:  "Ten  million  Americans  live  in  that  market. 
To  have  a  totally  successful  product,  you  have  to  be  there." 

Building  a  track  in  New  York  will  come  down  to  real  estate 


because  at  a  minimum,  several  hundred  acres  of  land  wii 
needed.  Brian  spent  some  60  days  in  New  York  last  year  j 
moting  the  plan,  and  since  ISC  would  develop  the  track,  1 
has-been  frying  into  town  every  other  week  to  work  on  the  c 
too.  Being  in  New  York  would  put  stock-car  racing  in  Madi 
Avenue's  face,  she  says:  "It  would  just  open  a  lot  of  doors." 


TV  RATINGS 

THAT  BEAT  BASEBALL 

NOBODY  WOULD  ENJOY  seeing  a  track  in  the  city  more  t 
the  TV  network  executives  who  ponied  up  for  NASCAR  rig 
Until  2001,  those  rights  were  negotiated  by  each  racetrack, 
France  and  his  top  TV  exec,  Paul  Brooks,  38,  persuaded  ti 
owners  to  consolidate  those  rights  with  NASCAR  and  stril 
network  package  that  included  televising  all  races  in  the  Ne 
and  second-tier  Busch  Series.  It  worked,  prompting  a  shift  fi 
cable  to  the  broader  broadcast  audience.  News  Corp.'s  Fox- 
made  the  biggest  investment  in  NASCAR,  broadcasting  Ne 
Cup  races  in  the  first  half  of  the  season  (so  as  not  to  conflict  v 
its  NFL  programming  in  the  fall),  putting  Busch  Series  race^ 
its  FX  channel,  covering  auto  racing  extensively  on  its  SPF 


NASCAR'S  RACE  TO  SUCCESS 


1987  Recognizing  NASCAR's 
reach  to  female  fans,  Procter  & 
Gamble's  Tide  brand  signs  on 
as  a  team  sponsor. 

1992  With  200  wins,  driver 
Richard  Petty  (right)  retires. 

1999  NASCAR  consolidates  TV 
rights  and  announces  a  $2.8 
billion  pact  with  FOX,  NBC,  and 
TNT  to  begin  in  2001. 

2001  Racing  legend  Dale 
Earnhardt  is  killed  when  his 
car  crashes  (below)  on  the 
final  turn  of  the  last  lap  of 
Daytona  500. 


2003  Bill  Jr.  announces  that 
his  son,  Brian,  will  replace  him 
as  NASCAR  CEO. 

2004  Brian  announces 
a  controversial 

change  to  the  longstanding 


1947  William  "Big  Bill"  France 
Sr.,  who  had  been  running 
races  on  the  beach  (top),  holds 
a  meeting  at  the  Streamline 
Hotel  in  Daytona  Beach  to 
discuss  future  of  stock-car 
racing.  NASCAR  is  founded  a 
year  later. 

1949  NASCAR  holds  its  first 
-ace  at  the  Charlotte  (N.C.) 
is  Speedway. 

»ytona500is 
l-banked, 

I960  CBS  b'.  ;ts  first 

live  NASCAR  event. 

'.  nston 
tie. 
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sponsor  of  NASCAR's  top 
racing  division. 

1972  Bill  Sr.  hands  over  the 
reins  of  NASCAR  to  son  Bill  Jr. 
in  1972  (below). 

1979  CBS  airs  the  first  "flag- 
to-flag"  broadcast  of  a 
NASCAR  race  with  the 
Daytona  500. 


2003  Nextel  announces  it  wil 
sponsor  NASCAR's  premier 
series,  replacing  Winston  in  a 
deal  said  to  be  worth  $750 
million  over  10  years. 


driver-points  system  aimed 
at  drumming  up  more 
interest  in  racing  later  in  the 
NASCAR  season. 


Introducing  the  lowest 
international  wireless 
calling  rates.  Ever. 


f  J"mm    *^                ^^1 

\  IE 

UK 

FRA 

GER 

JPN 

MEX 

H 

7£ 

70 

H 

Call  over  30 countries  across  Europe,  Latin  America  and  Asia 
with  the  lowest  international  rates  in  the  industry. 

Calling  around  the  world  is  affordable  and  easy  with  Enhanced 
Discounted  International  Dialing.  Just  add  it  to  any  qualified 
AT&T  Wireless  calling  plan  for  an  additional  $3.99  a  month  and 
you  can  call  to  over  30  countries  at  international  calling  rates 
lower  than  any  national  wireless  carrier.  Plus  you  get  great  low 

rates  to  many  other  countries.  International  text  messaging  is  also  available  in  select  countries.  Whether 

you  call  near  or  far,  an  AT&T  Wireless  phone  is  the  only  phone  you'll  ever  need. 

Switch  to  AT&T  Wireless  today  and  get  more  minutes. 

Sign  up  now  for  the  AT&T  Wireless  $39.99  National  Plan  and  get  550  Anytime  minutes,  unlimited  night 
&  weekend  minutes  and  nationwide  long  distance  included. 

All  from  your  applicable  service  area.  See  below  for  activation  fee  and  other  monthly  charges  and  terms. 


Rates  apply  only  when  calling  from  the  AT&T  Wireless 
network,  Airtime  or  roaming  charges  and  surcharge  for 
calls  to  wireless  phones  may  apply. 


reachout 


on  the  wireless  service  America  trusts " 


AT&T  Wireless 


1  866  reachout  attwireless.com 


H  AT&T  Wireless.  All  Rights  Reserved.  An  additional  monthly  $1.75  Regulatory  Programs  Fee  will  be  added  to  your  bill  for  each  line  of  service  to  help  fund  AT&T  Wireless  compliance  with  various  government- 
ated  programs  which  may  not  yet  be  available  to  subscribers. This  is  not  a  tax  or  a  government-required  charge.  Requires  new  activation  on  qualified  plan,  credit  approval.  $36  activation  fee.  minimum  one-year 
ment,  compatible  device  and  $  1 75  cancellation  fee  per  line.  Not  available  for  purchase  or  use  in  all  areas.  Number  portability  not  available  in  all  areas.  Usage  is  rounded  up  to  next  full  minute.  Unused  monthly 
ances  lost  Availability  and  reliability  of  service  are  subject  to  transmission  limitations.  Different  rates  apply  when  outside  applicable  Service  Area.  Roaming,  additional  minute,  and  long  distance  charges  apply. Various 
i  surcharges,  fees  and  other  assessments  (e.g..  universal  connectivity  charge)  apply.  Other  restrictions  apply.  You  will  be  bound  by  the  Service  Agreement  and  printed  materials  Night  and  Weekend  Minutes:  Only 
ble  on  calls  placed  from  the  Service  Area.Applicable  long  distance  charges  additional. Available  from  9  p.m.  -  5:59  a.m.  Mon.  -  Fri.;  and  Fri.  9  p.m.  -  Mon.  5:59  a.m.  Nationwide  Long  Distance:  No  wireless 
distance  charges  apply  to  calls  placed  from  your  Service  Area  to  anywhere  in  the  50  United  States.  Standard  airtime  charges  apply.  Enhanced  Discounted  International  Dialing:  Special  credit  requirements 
>ther  charges  and  restrictions  apply.  International  long  distance  rates  apply  only  when  using  the  AT&T  Wireless  network.  Airtime  or  roaming  charges  are  in  addition  to  international  calling  rates.  Calling  to 
in  countries  is  blocked,  which  may  change  without  notice. You  may  be  charged  a  per-minute  surcharge  for  certain  international  calls  to  wireless  devices. The  international  calling  rate  will  be  combined  with  the 
large  rate  on  your  invoice.  Available  countries,  rates  and  surcharges  are  subject  to  change.  See  attwireless.com/international  for  updated  countries,  rates  and  additional  information  about  wireless  surcharges 
Messaging:  Requires  active  voice  plan  and  compatible  device. You  can  only  send  short  text  messages  from  select  geographic  areas  to  customers  on  select  wireless  carriers  in  each  country. You  will  be  billed 
messages  sent  from  your  device,  regardless  of  delivery. There  is  no  guarantee  of  actual  delivery  or  delivery  within  a  specific  period  of  time  See  attwireless.com/text  for  charges  and  complete  details. 


Channel,  and  airing  a  daily  show,  Totally  NASCAR,  on  its  Fox 
Sports  Networks.  "We've  done  a  great  job  of  being  able  to  de- 
mystify the  races  with  great  analysis...  and  all  sorts  of  new  cam- 
era angles,"  says  Fox  Sports  CEO  David  Hill.  "And  we  are  able 
to  capture  the  sounds.  These  cars  sound  like  caged,  prehistoric 
beasts.  It's  like  nothing  else  you've  heard." 

Fox's  Winston  races  (Nextel  this  year)  have  averaged  a  4  or  5 
rating  (about  5.4  million  households  tuning  in),  vs.  about  10.5 
for  the  average  Fox  NFL  game.  Still,  that's  far  ahead  of  base- 
ball's regular-season  average  2.6  rating  on  Fox.  Last  year's  Day- 
tona  500  on  Fox  posted  a  9.8  rating  (though,  by  contrast,  this 
year's  Super  Bowl  on  CBS  did  a  41.4).  "Because  these  are  cars 
we  all  drive,  Dodges,  Fords,  and  Chevrolets,"  says  Hill,  "there  is 
an  accessibility  to  it"  But  not  for  everybody. 


STILL  EATING  THE  NFL'S  DUST 


12 


SP0NS0RS.SP0NS0RS 
EVERYWHERE 

THE  RAP  AGAINST  AUTO  racing  as  a  TV  sport  is  that  it  is  death- 
ly boring  to  watch  cars  go  round  and  round,  that  people  are 
really  only  tuned  in  to  see  crashes— like  folks  waiting  for  the 
fights  during  hockey  games.  Yet  fans  say  that  once  you  under- 
stand the  race,  it's  all  about  strategy.  "I  see  it  as  a  huge,  three- 
dimensional  chess  game,"  says  Dan  Gronich,  chairman  of  real 
estate  firm  Grubb  &  Ellis/New  York.  "You  see  how  drivers  han- 
dle drafting  [a  vacuum  created  by  a  front-running  car  pulling 
others  behind  it],  passing,  pit  stops,  tire  changes.  The  layers  are 
what  make  it  fascinating."  NBC  Sports  President  Ken  Schanz- 
er  concedes  that  it  may  take  "some  initiation,"  but  "let's  face  it, 
NASCAR  is  putting  on  a  Super  Bowl  every  week." 

There  is  such  a  thing  as  too  much  spectacle,  though.  And 
while  NASCAR  bills  itself  as  the  best  marketing  opportunity  in 
sports,  it  could  be  running  up  against  a  saturation  problem.  For 
the  2004  season,  NASCAR  will  have  36  official  sponsors,  from 


Brian  Zachary  France 

A  life  immersed  in  the  business  of  speed 


REGULAR-SEASON  AVERAGE 
NETWORK  RATING 


NFL  NASCAR 

2002-03       2002'03 
Data:  Nielsen  Media  Research 
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NBA 
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FATHER 
AND  SON 


JOB  Chairman  and  CEO, 
NASCAR. 

BORN  Aug.  2, 1962,  Daytona 
Beach,  Fla. 

EDUCATION  Attended 
University  of  Central 
Florida. 

HOME  SWEET  HOME 

House  near  Daytona 
Beach,  house  in  west 
Los  Angeles. 

FAMILY  Married  and 
divorced  first  wife 
twice.  Wife  Megan 
and  stepdaughter, 
Jordyn,  11,  live  in  L.A. 

CAREER  Assorted 
jobs  as  he  moved  up 
the  ranks  at  NASCAR. 


the  Official  Armed  Service  (the  U.  S.  Army)  to  the  Official  I 
Delivery  (Domino's  Inc.).  Twenty- one  other  companies  are 
motional  partners,  from  Ragiito  Waste  Management  Inc. 
race  car  has  a  primary  sponsor— which  puts  up  anywhere 
$9  million  to  $15  million  per  season— and  a  slew  of  asso 
sponsors.  The  racetracks  have  separate  sponsorships.  In  a 
tion,  drivers  can  strike  their  own  sponsorship  deals.  (Star  cl 
er  Gordon,  for  one,  makes  more  than  $20  million  a  year  in 
purses  and  promotional  contracts.) 

So  is  hooking  up  with  stock-car  racing  really  a  good  in\ 
ment?  That  depends  on  whom  you  talk  to.  "Listen,  lef  s  say 
NASCAR  fan  base  isn't  75  million,  but  40  million,"  says  IV 
Schweitzer,  senior  vice-president  for  marketing  at  Ne 
"There  is  still  tremendous  upside  for  us."  David  F.  D'Alessan 
chairman  of  John  Hancock  Financial  Services  Inc.,  doesn't  s 
that  way.  "To  struggle  for  space  with  the  dozens  of  other  sp 
sors  isn't  worth  it,"  he  says.  "Plus,  your  main  decal  is  trave 
at  200  mph.  Who  can  see  that?  And  is  the  crowd  really  S( 
enough  to  see  it?  Having  a  guy  emerge  from  a  fireball  isr 
prudent  way  to  sell  insurance  anyway." 

The  overpowering  commercialization  of  NASCAR  wor 
^^^^^^^^^^    some  old-timers,  too.  "[Brian]  alv 
^^^^^^^^^H    needs  to  remind  himself  this  is  about 
*"""*""    race  cars,"  says  Richard  Petty,  66,  a  se\ 
time  NASCAR  champion  and  current  te 
owner.  But  Brian  France  doesn't  need 
minding  about  the  footprints  he  must 
The  family  legacy  stares  back  at  him  ev 
day  from  the  walls  of  NASCAR's  offk 
photos  of  his  grandfather  and  father  w 
drivers,  big-shot  CEOs,  and  Presidents 
On  a  recent  morning,  Brian  was  in 
corner  office  reviewing  on  a  massive,  f 
screen  TV  the  rough  cut  of  a  new  coram 
rial.  Using  computer-generated  imag 
old  drivers  are  seen  next  to  the  new  gen 
ation— Richard  Petty  with  Gordon,  "Fi 
ball"  Roberts  and  David  Pearson  w 
Earnhardt  Jr.— the  old  cars  racing  agai 
the  new  machines.  The  ad's  message,  tl 
NASCAR  is  timeless,  is  Brian's  attempt 
bridge  the  old  and  the  new. 

"Brian's  biggest  challenge  isn't  any 
these  issues  with  drivers  or  sponsors 
new  fans.  His  biggest  challenge  is  to 
Brian  France,"  says  team  owner  Fe 
Sabates,  who  has  known  him  since  he  v 
a  kid.  When  the  announcer  calls  out  "St 
your  engines"  at  Daytona  on  Feb.  15, 1 
new  CEO  will  officially  get  his  chance.  I 


HOBBIES  Diving,  reading, 
moviegoing. 

LAST  BOOK  READ  Pour  Your 
Heart  Into  It:  How  Starbucks 
Built  a  Company  One  Cup  at  a 
Time  by  Howard  Schultz. 

BUSINESS  ROLE  MODELS 

Bill  France  Jr.,  Roger  Penske. 

FASTEST  HE  HAS  GONE 

INACAR"150rnph-myself 
driving;  170  mph-someone 
else  driving." 

MOONLIGHTING  Serves  as  CEO 
of  L.A. -based  Brand  Sense 
Marketing,  a  marketing  firm 
whose  clients  include  NASCAR, 
Dodge,  and  Britney  Spears. 

MANAGEMENT  PHILOSOPHY 

"Plan  well  and  execute  fast." 
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THEIR  OUTLOOKS 

ARE  OBJECTIVE, 

UNBIASED  AND 

TRULY  INVALUABLE. 


THE  REPORT, 
HOWEVER,  IS  FREE. 


SEE  HOW  TOP  MONEY  MANAGERS  VIEW  THE  COMING  YEAR. 
CALL  FOR  OUR  EXCLUSIVE  REPORT,  OUTLOOK  2004. 


Everyone  has  an  outlook  for  2004.  Share  the  unbiased  views  of  top  money 
managers  in  Smith  Barney  Consulting  Group's  free  report, 
Outlook  2004. 

On  topics  like: 

•  Will  the  U.S.  capital  market  gains  continue? 

•  Which  global  sectors  and  industries 


are  attractive. 

Where  to  find  opportunities  in  fixed  income. 


CALL  1-800-EARNS-IT,  EXT  3177  FOR  YOUR 
FREE  COPY  OF  OUTLOOK  2004:  LEADING 
MONEY  MANAGERS  SHARE  THEIR  THOUGHTS. 


Outlook  2004 

Leading  money  managers 
share  their  thoughts 
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inance  Wall  Street 


How's  Donaldson  Doing4 

After  a  year,  the  SEC  chief  has  accomplished  more  than  many 
expected.  But  as  resistance  rises,  will  he  be  able  to  finish  the  jobl 


ON  THE  FRIGID  MORN- 
ing  of  Jan.  30,  Securities 
&  Exchange  Commis- 
sion Chairman  William 
H.  Donaldson  huddled 
with  a  dozen  top  staffers 
in  Alexandria,  Va.  For 
four  hours,  they  sat  in  a  windowless  room 
discussing  what  they  thought  the  agency 
was  doing  right  and  wrong,  and  how  it 
could  do  better.  Over  coffee  and  delivery 
pizza— everyone  anted  up  $4— the  group 
batted  around  ideas  on  issues  ranging 
from  mutual  funds  to  market  regulation. 
The  result:  a  long  to-do  list. 

The  off-site  brainstorming  session  is  the 
latest  sign  that  Donaldson  is  kicking  the 
3,100-person  agency  into  high  gear.  When 
the  Wall  Street  veteran  came  out  of  retire- 
ment a  year  ago  to  head  the  SEC,  many 
saw  him  as  a  caretaker 
who  would  keep  the 
agency  out  of  the  headlines 
after  the  controversial 
reign  of  Harvey  L.  Pitt. 
Donaldson,  72,  has  indeed 
been  low-key.  But  he  has 
surprised  backers  and  critics 
alike  by  emerging  as  a  quiet 
crusader  for  reform  and  an 
able  manager  who  has  re- 
stored the  battered  agency's 
esprit  de  corps  and  un- 
leashed the  nation's  securities 
cops  in  bold  new  ways. 

Keeping  up  the  momen- 
tum as  he  pushes  the  SEC  to 
complete  a  pile  of  unfinished 
business  will  get  harder.  As 
memories   of  scandal   fade, 
Corporate  America  and  Wall 
Street  are  pushing  back.  To 
stay  on  his  regulatory  course- 
one  that's  strikingly  uncharac- 
teristic of  a  pro-business  Re- 
publican—Donaldson will  have 
thstand  enormous  pressure 
iness.  Already,  CEOs 

BusinessWeek 


are  grousing  about  the  rigors  and  costs 
imposed  by  the  SEC  under  the  2002  Sar- 
banes-Oxley  law. 

Donaldson  isn't  moved  by  the  argu- 
ment. "Using  Sarbanes-Oxley  as  an  ex- 
cuse for  not  taking  risks— that's  a  cop- 
out,"  he  told  BusinessWeek  in  an 
interview.  And  so  far,  the  Administration 
hasn't  weighed  in.  "There  has  been  zero 
pressure"  from  the  White  House  on  any 
issue,  Donaldson  insists.  But  if  stock  mar- 
kets stall  before  the  election  and  business 
blames  the  new  rules,  that  may  change. 

While  the  agency's  five  commissioners 
usually  vote  unanimously,  insiders  say  a 
3-2  split  is  emerging  on  key  issues,  such 
as  shareholder  democracy,  hedge  funds, 
mutual-fund  governance,  and  even  some 
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abuses  in  the  industry,  but  now  *  2«d  make 


I 


MUTUAl  FUNDS 
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enforcement  matters.  Increasingly, 
aldson  is  aligned  with  Democratic  C(J 
missioners  Harvey  J.  Goldschmid 
Roel  C.  Campos,  while  his  fellow 
commissioners— Paul  S.  Atkins  and 
thia  A.  Glassman— advocate  a  i 
hands-off  approach. 

SAVVY  SILENCE 

IF  DONALDSON'S  reform  efforts  f; 
Eliot  Spitzer  will  be  on  his  case.  The 
York  attorney  general's  aggressive  inv 
gations  of  Wall  Street  analysts  and  mu 
funds  embarrassed  the  SEC,  and  the  co 
ly  Donaldson  didn't  do  much  to  defend 
agency  in  public.  Some  staffers  wish 
were  feistier,  but  confidants  say  he's  sn 
to  turn  the  other  cheek  "It  does  no  goo 
get  into  a  shouting  match  v 
Eliot  Spitzer— that's  not  a  nu 
you   can   win,"    says   Dan 
Lufkin,  co-founder  of  Don 
son's  old  firm,  brokerage  Don; 
son,  Lufkin  &  Jenrette  Inc. 

Rumors  that  Donaldson 
step  down  after  the  electi 
aren't  helping.  Donaldson 
murs,  saying  he  hasn't  eife 
told  his  wife  of  his  plans  ton 
came    because    I  thought  | 
could  make  a  contributio 
he  says.  "I'm  going  to  s] 
here  as  long  as  I  am." 

Those  contributions  si 
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3s,"  says  Joel  Seligman,  dean  of  Wash- 
on  University  School  of  Law. 
,ven  more  surprising  is  Donaldson's 
vism.  The  former  chairman  and  CEO 
tie  New  York  Stock  Exchange  forced 
Big  Board  to  disclose  its  exorbitant 
:utive  pay  packages  and  overhaul  its 
ernance.  He  pushed  for  rules  that 
ild  empower  shareholders  and,  after  a 
start,  ordered  a  raft  of  reforms  to  curb 
ses  in  the  mutual-fund  industry.  Don- 
ion  has  championed  modest  regula- 
.  of  hedge  funds,  too,  and  plans  to 
iernize  the  nation's  stock  markets, 
awmakers  give  the  SEC  chief  high 
•ks.  "William  Donaldson  is  doing  a 
d  job  under  tough  circumstances," 
>  Senate  Banking  Committee  Chair- 
i  Richard  C.  Shelby  (R-Ala.).  Many 
)  had  questioned  Donaldson's  com- 
ment to  good  corporate  governance 


are  pleased,  too.  Says  Nell  Minow, 
editor  of  The  Corporate  Library  LLC, 
a  governance  research  service:  "I'm 
delighted  by  his  enthusiasm  for  ad- 
dressing fundamental  reforms." 

Donaldson  has  his  critics.  Heads 
of  some  state  pension  funds  were 
incensed  that  he  didn't  force  the 
NYSE  to  separate  its  regulatory  and 
commercial  functions.  And  Spitzer 
has  blasted  the  SEC  for  refusing  to 
make  fund  companies  cut  their 
management  fees  in  settlements 
over  trading  abuses. 

Donaldson's  most  explosive  issue  is  a 
plan  to  make  it  easier  for  shareholders  to 
nominate  directors  to  corporate  boards. 
Says  Donaldson:  "If  you  are  a  sharehold- 
er and  don't  like  what  is  going  on,  you 
can  sell  or  start  a  proxy  contest.  Shouldn't 
there  be  something  in  between?"  The 


Business  Roundtable,  whose 
members  include  some  of  Presi- 
dent Bush's  biggest  backers,  is 
fiercely  opposed  to  the  measure. 

PINCHED  PENNIES 

THERE'S  LESS  resistance— but 
plenty  to  nail  down— on  the 
mutual-fund  front.  The  SEC  is  in 
the  midst  of  a  sweeping  over- 
haul of  rules  aimed  at  halting 
trading  abuses,  shining  a  bright 
light  on  fees  and  costs,  improv- 
ing fund  governance,  and  curb- 
ing unsavory  sales  practices. 
Some  fund  critics  complain  that 
the  SEC's  approach  is  scatter- 
shot and  not  bold  enough.  But 
most  reformers  say  the  agency  is 
on  the  right  track.  "The  SEC  is 
hitting  a  lot  of  the  most  impor- 
tant abuses,"  says  Roy  Weitz, 
founder  of  FundAlarm. 

Untangling  knotty  market  is- 
sues  will    pitch   the    SEC  into 
messy  battles  with  the  exchanges 
and  their  electronic  rivals.  The 
agency  will  soon  unveil  a  series  of 
initiatives,  including  a  proposed 
ban  on  pricing  stocks  in  fractions 
of  a  penny,  which  now  occurs  in 
16%  of  NASDAQ's  trading.  The 
practice   creates   chaotic   price 
quotes  that  can  open  the  door  to 
abusive  trades.  The  SEC  also  will 
modify  a  rule  that  requires  orders 
to  go  to  the  market  that  has  the 
best  price,  rather  than  the  fastest 
execution.  "A  lot  of  investors  say 
it's  worth  more  to  me  to  get  my 
order  done  immediately,  unbro- 
ken-up,  than  it  is  to  fight  for  a 
penny,"  says  Donaldson. 
NASDAQ  and  electronic 
trading  networks  want 
the  SEC  to  end  the  rule 
altogether. 

The  former  U.S.  Ma- 
rine Corps  platoon  com- 
mander wants  to  weld 
the  SEC's  five  disparate 
divisions  into  a  rapid- 
response  team  that  can 
tackle  abuses  before  they 
explode  into  scandal. 
"We've  got  to  look  over 
the  hills  and  around  corners,"  he  says.  The 
SEC's  recent  crackdown  on  fees  charged  by 
index  mutual  funds  is  a  prime  example.  Af- 
ter a  few  more  brainstorming  sessions, 
Donaldson  may  have  even  more  marching 
orders  for  his  troops.  ■ 

-By Amy  Borrus,  with  Paula  Dwyer, 
in  Washington 
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BY  FA! TH  ARNER 


In  a  Scandal,  Being  Nice  Helps 

Why  MFS  is  faring  better  than  bad-attitude  Putnam  in  the  mutual-fund  mess 


IT  MIGHT  SEEM  AT  first  blush  that 
Putnam  Investments  Inc.  and  MFS 
Investment  Management  Inc.  are 
two  peas  in  the  same  malodorous 
pod.  Both  Boston-based  companies 
stand  accused  of  allowing  a  handful  of 
traders  to  benefit  from  improper  trading  at 
the  expense  of  the  rest  of  the  firms'  cus- 
tomers. But  the  similarities  end  there. 

The  damage  to  mfs  investors  was  far 
worse,  but  the  company  has  been  barely 
dented  by  the  scandal,  and  on  Feb.  5  it 
skipped  away  with  a  wrist  slap  from  the  Se- 
curities &  Exchange  Commission  and  New 
York  and  New  Hampshire  regulators. 
Meanwhile,  Putnam  has  seen  its  cus- 
tomers flee  and  its  reputation  battered  as  it 
wrangles  over  a  settlement  with  Massa- 
chusetts authorities. 

Why  the  glaringly  disparate  treatment? 
Part  of  the  reason  is  timing.  News  of  Put- 
nam's alleged  wrongdoing  broke  in  mid- 
October  and  was  the  sole  focus  of  media  at- 
tention—and, Putnam  execs  complain, 
leaks— for  many  weeks.  MFS's  troubles 
came  in  early  December,  after  the  media 
attention  to  the  fund  crisis  had  died  down. 
MFS's  ability  to  escape  drastic  conse- 
quences is  also  an  object  lesson  in  the 
virtues  of  savvy  crisis  management— and 
of  how  regulators  can  lose  their  bite  when 
targets  jump  to  cooperate. 

Putnam,  whose  net  outflows  totaled 
20%  of  assets  in  the  fourth  quarter— while 
MFS's  assets  rose  by  under  1%— is  to  some 
extent  paying  the  price  for  arrogance.  Un- 
der its  former  boss,  Lawrence  J.  Lasser, 
Putnam  nurtured  a  culture  of  aggressive 
overachievers  who  bred  enemies  among 
investors,  regulators,  and  even  Putnam's 
own  employees.  So  when  the  chips  were 
down,  this  division  of  Marsh  &  McLennan 
Cos.  had  few  friends.  Avi  Nachmany,  head 
of  research  at  Strategic  Insight  Mutual 
Fund  Research  &  Consulting  in  New  York, 
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A  TALE  OF  TWO  FUNDS 

Both  MFS  and  Putnam  were 
ensnared  in  the  mutual-fund  scandal, 
but  shareholders  are  punishing  MFS 
far  less  for  allowing  far  more  market 
timing  and  late  trading. 

MFS 

PUTNAM 

Amount  of 
market  timing 

$2 
billion 

$25 
million 

Late  trading 

Took  place 

No  evidence 

Net  investor 
activity* 

Inflows 
$800  million 

Outflows 
$54  billion 

Fines  and 
Restitution 

$225 
million 

To  be 
determined 

Executives 

CEO  quits 
and  is 
suspended 

CEO 

resigned 

•Oct  i-Dec  31 

Data:  SEC.  MFS.  Putnam,  state  regulators 

says:  "The  personality  of  Putnam  was  in  large  part  what 
them  into  trouble  and  not  out." 

MFS,  a  unit  of  Canada's  Sun  Life  Financial  Inc.,  has  benef 
from  a  far  cheerier  image— that  it  was  staffed  by  whiz  kids  \ 
cared  more  about  the  intellectual  pursuit  of  beating  the  mar 
than  the  actual  money  they  made  off  of  it.  But  the  SEC  clai 
they  allowed  $2  billion  in  investor  money  to  be  involved  in  m 
ket  timing  during  a  four-year  period— some  5%  of  the  ele- 
funds  involved  as  of  Apr.  30.  In  all,  MFS  investors  were  alleg 
ly  stiffed  by  a  total  of  $175  million.  MFS  agreed  to  pay  $225  n 
lion  in  fines  and  restitution— a  flyspeck  compared  with  Sun  Li 
$1.3  billion  in  net  income  last  year— and  wul  reduce  fees  by  2 
million  annually  for  five  years.  CEO  John  W.  Ballen,  who  co 
have  been  slapped  with  a  lifetime  bar, 
signed  and  is  prohibited  from  serving  i 
senior  industry  position  for  three  years 
Putnam's  alleged  misdeeds  were  far 
serious.  The  trades  involved  about  $25  r 
Hon.  That's  tiny  compared  with  MFS,  t 
alleged  damage  to  Putnam  shareholder 
a  fraction  of  the  amount  claimed  for  MF 
only  about  $5  million.  Yet  Putnam  has  tx 
paraded  as  an  example  of  bad  behavior 
the  rest  of  the  industry.  It  first  learned  of  I 
charges  against  it  through  the  medit 
week  before  Massachusetts  Secretary 
State  William  F.  Galvin  officially  filed  the 
a  leak  that  infuriated  Putnam. 

Galvin  is  still  probing  the  compa 
"  Putnam's  attitude,  even  at  a  late  date,  w 
very  dismissive,"  he  says.  "That  corpon 
attitude  confirms  our  concern  we  want 
make  sure  we  have  [fully  investigated]  I 
fore  we  say  O.K.,  let's  settle  this  matte 
Galvin  also  wants  Putnam  to  acknowled 
wrongdoing,  which  could  leave  the  ft 
open  to  damages  in  shareholder  lawsui 
In  its  settlements,  MFS  neither  admitt 
nor  denied  liability.  MFS,  meanwhile, 
getting  back  to  normal  and  on  Feb 
picked  Robert  C.  Pozen,  a  veteran  Fidel 
Investments  exec,  as  chairman. 

Perhaps  the  outcome  simply  demc 
strates  that  nice  guys  don't  always  fini 
last.  But  fund  customers  have  a  right 
wonder  whether  Putnam  is  being  unfai 
targeted— or  whether  the  SEC  and  sti 
regulators  have  made  MFS's  punishme 
fit  its  transgressions.  ■ 


Broadband  is  growing 

at  an  unprecedented  pace. 

Maybe  this  will  give  you 

some  idea  why. 


Opportunity.  Potential.  These  are 
terms  usually  associated  with 
companies  that  have  a  lot  to  prove 
and  little  to  show  for  it.  But  on  rare 
occasion,  opportunity  can  be  used 
to  describe  a  company  that  has 
already  laid  the  groundwork,  made 
the  investments  and  is  well  down 
the  road  to  strong  growth.  That 
company  is  Covad,  and  we're  the 
company  that  built  the  only 
nationwide  broadband  DSL  network. 
The  same  network  that  is  powering 
broadband  for  the  biggest  names 
in  communications.  And  that's  just 
the  beginning,  because  we're 
simplifying  delivery  systems, 
improving  the  customer  experience 
and  providing  a  solid  foundation 
from  which  to  grow.  Broadband  is 
exploding  at  nearly  40%  a  year, 
and  now  that  the  world  has  had  a 
taste  of  high-speed,  there's  no 
going  back.  Covad  is  taking  over 
where  the  Internet  left  off. 
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inance  Valuation 


Why  Dog  Stocks 
Had  Their  Day 

Many  analysts  forgot  that  shares  in  weak 
companies  can  soar  during  a  recovery 


IT  SEEMS  LIKE  THE  PERFECT 
solution  for  investors  fed  up  with 
conflict-ridden  Wall  Street  stock- 
pickers:  Charles  Schwab  &Co. 
feeds  thousands  of  stocks  through 
a  computer,  assigning  each  one  an 
objective  grade  free  of  any  human 
taint.  Customers  get  lists  of  "A"  stocks  to 
buy  and  "F"  stocks  to  shun.  "Under- 
standing our  ratings  is  as  easy  as  A,  B,  C, 
D,  F,"  say  ads  for  Schwab  Equity  Ratings. 
Well,  nothing's  that  easy.  In  the  year 
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through  Jan.  12,  Schwab's  A  stocks  soared 
66%.  But  the  Fs— the  equivalent  of  a  sell 
recommendation— did  even  better:  They 
jumped  70%.  Says  Jeremiah  H.  ChafMn, 
executive  vice-president  of  Schwab's  in- 
vestment-advice business:  "I  do  appreci- 
ate that  the  inversion  looks  strange." 

Things  are  even  more  topsy-turvy  at 
venerable  Value  Line,  another  company 
that  uses  a  computer  model  to  pick 
stocks.  Last  year,  its  top-rated  stocks  rose 
40%,  but  its  bottom-rated  ones  jumped 


:f 
\ 
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90%.  "To  expect  [a  system]  to  be  n 
each  year  is  a  bit  much— that's  per 
tion,"  says  Samuel  Eisenstadt,  V; 
Line's  research  chairman. 

Raters  that  use  human  stock-pick 
aren't  doing  any  better.  At  Standar. 
Poor's— like  BusinessWeek,  a  unit  of 
McGraw-Hill  Companies— the  one 
stocks  climbed  57%  for  the  year  end 
Jan.  31,  while  the  five-star  stocks  m 
tered  only  43%.  The  big  Wall  Street  t 
kerage  firms  also  got  their  picks 
pans  confused.  For  example,  Mer 
Lynch  &Co.'s  sells  jumped  46% 
year,  but  its  buys  rose  only  30%,  acco 
ing  to  research  firm  Integrated  D 
Consulting  Services  Inc.'s  Marketp 
form.com.  And  UBS  saw  its  buys  go 
32%,  while  the  stocks  in  its  reduce  ca 
gory  returned  a  much  healthier  47% 

Should  investors  start  using  ratings 
a  contrarian  indicator,  loading  up  on 
Fs  and  skipping  the  As?  Not  so  fast.  7 
upside-down  performance  of  stocks  o 
the  past  12  months  is  typical  of  the  f 
year  of  an  economic  recovery. 

ACHILLES' HEEL 

THAT'S  BECAUSE  short-term  invests 
jump  back  into  the  market  first,  looking 
big  gains  on  the  stocks  that  got  clobbei 
the  most  during  the  bear  run.  These  ri 
takers  know  that  low-quality  stocks  w 
volatile  earnings  often  see  dramatic 
bounds  in  profits  as  the  economy  impro^ 
and  the  market  rallies.  And  it  doesn't  ta 
very  many  $1  stocks  doubling  or  tripling 
price  to  beat  a  portfolio  of  higher-qual 
stocks  that  didn't  fall  as  far  and  don't  ha 
as  much  potential  to  rise.  In  turnarou; 
periods  such  as  the  past  year  (the  marl 
touched  bottom  on  Mar.  11,  2003),  ma 
investors  "throw  fundamentals  out 
window,"  says  Sam  Stovall,  chief  inve: 
ment  strategist  at  S&P. 

In  addition,  the  switch  from  a  bear  tc 
bull  market  suddenly  forces  short-selle 
to  buy  low-quality  shares  they  we 
shorting  before.  Chafkin  says  this  hel 
account  for  the  rise  in  Schwab's  D-  and 
rated  stocks.  "When  shorts  see  a  recove) 
coming,  they  do  a  lot  of  buying  to  co 
their  short  positions  in  junky  com 
nies,"  he  says. 

The  Achilles'  heel  of  all  stock-picke: 
relying  too  much  on  historical  data 
inevitably    make    steadily    perform 
stocks  look  better  than  volatile  ones— 1 
them   especially  vulnerable   last  ye; 
Schwab's    computer    model    anal; 
3,500    companies    each    week    us 
dozens  of  measures,  such  as  earni 
growth  and  investment  returns.  The 
tern  gives  an  A  to  the  top  10%  of 
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stocks,  an  F  to  the  bottom  10%,  and 
middle  rankings  to  the  rest. 

Schwab  unveiled  the  system  in  May, 
2002,  amid  a  blitz  of  irreverent  ads 
mocking  Wall  Street  and  pushing 
Schwab's  independent  investment  ad- 
vice. Despite  the  inverted  results  for  last 
year,  Schwab  is  confident  its  system  will 
work  over  the  long  haul.  Testing  it  on 
stock  prices  going  back  15  years,  "the  As 
beat  the  Fs  80%  of  the  time,"  says 
Chafkin.  "The  high-risk  stocks  hap- 
pened to  pay  off  this  time,  but  we  don't 
expect  that  to  continue." 

ESTABLISHED  PATTERNS 

VALUE  LINE  USES  a  similar  method  to 
rate  1,700  stocks.  It  plugs  in  the  average 
price  of  the  stock  over  the  past  year,  its 
10-year  earnings  growth,  and  its  price 
momentum,  among  other  factors.  Value 
Line  believes  that  evaluating  stocks  on 
established  facts  and  patterns  is  a  solid 
method.  Says  Eisenstadt:  "We're  right 
in  70%  to  80%  of  years.  Last  year,  the 
market  went  for  stocks  that  had  little  to 
recommend  them.  They  went  from  $1  to 
$2  or  $2  to  $4,  for  100%  gains.  Other 
stocks  couldn't  compete." 

Eventually,  the  established  big- cap 
stocks  favored  by  computer  models  and 
Wall  Street  analysts  will  begin  leading 
the  charge.  Investors  might  have  made  a 
bundle  on  "$2  stocks  with  negative 
earnings  or  high  p-e's,  but  there's  no 
way  to  defend  recommending  stocks 
like  that,"  says  Schwab's  Chafkin.  He 
and  others  point  out  that  as  the  bull  ma- 
tures, the  market  leadership  will  shift 
back  to  the  higher-rated  stocks.  At  that 
point,  baffled  investors  can  quit 
scratching  their  heads.  ■ 

-By  Louise  Lee  in 
San  Mateo,  Calif. 


The  World  Turned 
Upside-Down 

Investors  would  have  done  best  over 
the  past  year  by  buying  the  lowest- 
rated  stocks  under  several  systems: 

SCHWAB'  1  VALUE  LINE" 

S&P*** 

A   66%  :     1    40% 

5-Star43% 

B    50          2    38 

4-Star46 

C    53          3    39 

3-Star54 

D    58          4    58 

2-Star  55 

F    70           5    90 

1-Star  57 

Data:  Cnarles  Schwab  &  Co.. 
.  ie  Standard  &  Poor's 

Information  Technology 


Linux  Moves  In  on 
The  Desktop 

As  more  companies  switch,  Microsoft  is 
hustling  to  protect  its  crown  jewels 


THE  DOCTORS  AT  CAPITAL 
Cardiology  Associates, 
with  seven  offices  in  New 
York  and  Massachusetts, 
pride  themselves  on 
latching  on  to  the  latest 
medical  gizmos.  But  now 
they're  pioneering  in  a  different  tech 
realm:  computers.  Employees  at  the  160- 
person  company  have  traded  in  PCs  run- 
ning Microsoft  Corp.'s  Windows  for  ma- 
chines using  the  up-and-coming  Linux 
operating  system.  It  spent  more  than 
$400,000  on  a  complete  tech  upgrade, 
but  its  president,  Dr.  Augustin  DeLago, 
believes  the  investment  will  pay  off 
handsomely  over  time  in  better  security 
for  patients'  records  and  easier  manage- 
ment of  technology.  "We're  a  small  com- 


pany, but  I  think  we're  out  ahead 
something,''  says  Dr.  DeLago. 

Indeed,  this  could  be  the  start  of  so 
thing  big.  After  a  long  gestation  peric 
and  against  all  odds— Linux  is  fir 
gaining  a  toehold  in  Microsoft's  b 
yard,  office  desktop  computing.  Ma 
researcher  IDC  expects  to  annoi 
within  weeks  that  Linux'  PC  market  si 
in  2003  hit  3.2%,  overtaking  Apple  C 
puter  Inc.'s  Macintosh  software.  And 
researcher  expects  Linux  to  capture  6' 
this  market  by  2007.  That's  still  tiny  c 
pared  with  Microsoft's  94%  share.  Bu  : 
clear  now  that  Linux  is  becoming  a  vi 
alternative  to  Windows  on  desktop 
laptop  PCs  for  companies  willing  to 
up  with  the  trouble  of  switching. 

Linux  has  made  major  strides  in 
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huh  Why  Now? 


Several  factors 
are  making 
the  Linux 
operating  system 
a  stronger 
contender 
in  the  office 


THE  PRICE  IS  RIGHT  Organizations  can  buy  Linux  and 
Sun  Microsystems'  StarSuite  of  word-processing, 
spreadsheet,  and  other  programs  for  less  than  $100— or 
even  download  free  versions.  Comparable  Microsoft 
software  for  corporations  costs  more  than  $600. 

TECHNOLOGY  IS  IMPROVING  While  Linux  and  the  desktop 
applications  designed  to  run  on  it  don't  have  as  many 
features  as  Microsoft's  products,  they  offer  the  capabilities 
most  people  need. 

THE  COMPUTER  INDUSTRY  IS  BEHIND  IT  Computer 
makers,  including  Hewlett-Packard  and  IBM,  have  gotten 
behind  Linux  on  the  desktop.  Sun  and  software  maker 
Novell  have  made  Linux  the  lynchpin  of  their  desktop 
strategies. 


past  few  months.  In  November,  China 
declared  it  the  operating  system  of 
choice.  Starting  on  Jan.  1,  the  Israeli  gov- 
ernment plans  gradually  to  replace  desk- 
top Windows  with  Linux.  IBM  CEO 
Samuel  J.  Palmisano  late  last  year  chal- 
lenged his  319,000-employee  company 
to  move  entirely  to  Linux  PCs.  And  now, 
analysts  say,  dozens  of  major  corpora- 
tions in  the  U.S.,  Europe,  and  Japan  are 
sizing  up  Linux.  In  a  survey  of  corporate 
buyers  by  Merrill  Lynch  &  Co.,  43%  said 
they  would  consider  replacing  Windows 
desktops  with  Linux.  "I  had  expected 
governments  to  be  interested,  but  now 
it's  on  the  radar  of  corporate  chief  infor- 
mation officers,"  says  analyst  Steven 
Milunovich  of  Merrill  Lynch. 

FOREIGN  FANS 

WHY  THE  EXCITEMENT  now?  Several 
factors  are  driving  the  growth.  Linux,  an 
open-source  software  package,  has  been 
steadily  getting  better  and  easier  to  use.  It 
can  be  bought  for  moderate  prices— or 
downloaded  from  the  Net  for  free.  Sun 
Microsystems  Inc.  in  December  intro- 
duced the  Java  Desktop  System,  which  in- 
cludes Linux,  its  StarOffice  applications,  a 
browser,  and  e-mail.  The  package  sells  for 
less  than  $100,  while  comparable  Mi- 
crosoft software  for  corporations  costs 
more  than  $600.  And  corporations  like  to 
have  alternatives  to  Microsoft  software. 
What's  more,  unlike  Windows,  Linux  has 
not  been  a  big  target  of  virus  writers. 

Even  though  Linux  PCs  are  generating 
a  lot  of  interest,  don't  expect  them  to  bust 
Microsoft's  monopoly  anytime  soon. 
That's  because  Windows  is  installed  on 
400  million  PCs  worldwide.  Linux  may 
have  gained  a  24%  chunk  of  the  market 
for  server  operating  systems,  but  that's 
sold  to  techies.  For  Linux  to  chomp  into 
Microsoft's  PC  lead,  companies  will  have 
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to  make  complicated  transitions  that 
might  wipe  out  the  initial  cost  advan- 
tages—switching not  just  operating  sys- 
tems but  the  applications  that  run  on 
them.  Tony  Scott,  chief  technology  officer 
for  General  Motors  Corp.'s  tech  group, 
says  GM  will  evaluate  Linux,  but  "I'd  be 
suspicious  that  it  would  be  an  easy  swap 
in  a  large  organization." 

Clearly  on  edge,  Microsoft  is  working 
overtime  to  protect  its  crown  jewels.  It 
has   financed   studies   by   market   re- 
searchers that  warn  against  switching  to 
Linux,  saying  it  could  cost 
more  over  the  long  run.  In     I"  it-iuy5 
high-profile  cases,  the  soft-    -LJJ-1M-'»- 
ware  giant  goes  to  great    Spread  COllld 

r  nut  -t 

put  pressure 
on  Microsoft 
to  lower  its 


prices 


lengths  to  avoid  losing  out 
When  the  city  of  Munich 
considered  switching  14,000 
PCs  to  Linux  last  year,  Mi- 
crosoft slashed  its  price  by  a 
third  and  dispatched  CEO 
Steven  A.  Ballmer  to  woo  the 
Bavarians.  Munich  went 
with  Linux,  but  the  city  fa- 
thers may  rue  that  day.  Busi- 
nessWeek has  learned  that  the  project  is 
behind  schedule,  bolstering  Microsoft's 
message  that  Linux  still  isn't  ready  for 
prime  time.  "I  haven't  seen  any  of  our 
customers  use  Linux  in  a  mainstream 
way,"  says  Martin  Taylor,  Microsoft's 
general  manager  for  perform  strategy. 

Desktop  Linux  hasn't  had  any  apprecia- 
ble effect  on  Microsoft's  finances  yet,  but  it 
could  do  damage  if  Linux  manages  to  grab 
a  10%  share  of  the  market,  say  analysts. 
IDC  estimates  that  desktop  Windows' 
share  will  shrink  slightly,  to  92%  in  2007 
as  Linux'  share  doubles.  Under  that  sce- 
nario, Microsoft  would  not  only  sell  fewer 
copies  ofWindows  than  it  might  have  oth- 
erwise, but  it  might  feel  pressure  to  lower 
prices,  too,  says  IDC  analyst  Al  Gillen. 


If  desktop  Linux  starts  to  hit  Mien 
where  it  hurts,  it  will  happen  not  so  n 
among    typical    office    employees 
among  specialized  workers.  These 
elude  stock  traders,  bank  tellers, 
neers,  customer-service  reps,  and 
house  employees.  They  rely  on  just 
applications  and  need  PCs  that  are  si 
to  use  and  rarely  crash— which  Lim 
handle.  Cole  National  Corp.  uses  L\ 
desktops  in  1,700  Pearle  Vision  and  < 
optical  stores.  And  Delta  Air  Lines 
says  it's  considering  using  Linux  oil 
airport  desktop  terminals. 

This  market  is  potentially  huge, 
crosoft  has  estimated  that  while  the  nl 
ber  of  typical  knowledge  workers  in| 
U.S.  is  about  40  million,  the  broader  i 
ket  for  desktop  computing  is  potent 
117  million.  So  it's  no  wonder  thil 
where  Linux  suppliers  such  as  l| 
Hewlett-Packard,  Sun,  and  Novell 
concentrating  their  efforts.  While 
previously  focused  on  Linux  server  s| 
ware,  late  last  year  its  consulting 
started  offering  an  array  of  Linux  desl 
services  aimed  at  specialized  workers 

Still,  large  corporations  are  reluc 
discuss  their  Linux  plans  publicly, 
partly  because  SCO  Group  Inc.,  a 
company  in  Linden,  Utah,  claims  Li] 
violates  its  copyrights  and  has  threatej 
to  sue  users.  They  also  d  I 
want  to  commit  to  sol 
thing  that  they  aren't  c  I 
pletely  sure  of  yet.  One  il 
jor   European   bank   t| 
requested  it  not  be  na 
says  it's  considering  swit 
ing  tens  of  thousands  oil 
desktop  computers  to  II 
ux.  "We  want  to  be  clos^ 
the  front,  but  we  don't 1 
to  be  the  pioneers  with 
arrows  in  our  back," 
one  of  the  bank's  CIOs. 
In  the  short  term,  the  best  prospects| 
Linux  on  PCs  are  in  governments  and " 
veloping    countries.    Western    gove 
ments  are  looking  for  ways  to  trim  ti| 
budgets.  At  the  same  time,  a  numbeif 
governments,  including  Brazil  and  CI 
have  adopted  policies  favoring  the  us*| 
open-source  technologies  to  help  fosl 
their  own  domestic  software  industriel 
Think  of  this  as  the  third  lap  of  a  1(1 
lap  race.  Desktop  Linux  could  still  spenl 
lot  of  time  in  the  pits  for  repairs  and  tui 
ups  and  continue  to  watch  Micros 
zoom  past.  But  if  it  gets  up  to  speed,  I 
crosoft  better  watch  its  behind. 

-By  Steve  Hamm  in  New  York,  w 
Spencer  Ante  in  New  York  c 
David  Fairlamb  in  Frankf  *» 
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s  your  sales  team  a  leg  up  on  the  competition,  and  plug  them  into  the  New  Ringy  Dingy, 
re  talking  about  WebEx,  the  gold  standard  for  online  meetings,  live  training,  seminars 
support.  Join  hundreds  of  Fortune  1000  companies  who  use  WebEx  to  close  more  deals 
er.  For  your  personal  guided  tour  of  WebEx  services  and  a  free  trial  meeting,  visit 
>ex.com/freemeeting.  Or  call  877-GO-WEBEX.  Turn  it  on  today! 
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Exceptional 

insight  for  the 

exceptional 

business. 

Find  out  how  growing  businesses 
are  doing  more  with  less  at  the 

Business 
Insight  Center 

Featuring  archived  stories  from 


BusinessWeek  online 


Growing  companies  face  different 
challenges  as  they  seek  to  advance 
their  business. 

Visit  BusinessWeek  Online  to  see 
how  others  are  dealing  with  CRM, 
e-Commerce  and  the  varied  challenges 
that  your  company  may  be  facing. 

Log  on  to 

www.businessweek.com/businessinsight 

to  learn  more. 
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COMMENTARY 


BY  CATHERINE  ARNST 


Let  Them  Eat  Cake 
-IfTheyWantto 

The  U.S.  take  on  obesity:  "Personal  responsibility" 


HOW  DO  YOU  CHANGE  THE  eating  habits 
several  hundred  million  people?  That's  t 
daunting  problem  the  World  Health  Orgai 
zation  (WHO)  is  trying  to  solve  with  a  pi] 
posal  for  fighting  obesity  worldwide.  It's 
bold  and  necessary  effort,  but  unfortunately,  it  may  be  u 
dermined  by  the  world's  fattest  nation:  the  U.S.  J  The  U. 
estimates  that  300  million  people  worldwide  are  obe 
and  a  further  750  million  are  overweight,  including 


million  children  under  5.  Health  experts 
around  the  world  are  unanimous  in  say- 
ing that  something  must  be  done.  And 
that's  where  the  unanimity  ends. 

The  WHO  has  spent  the  past  year  ham- 
mering out  a  series  of  nonbinding  ac- 
tions that  governments  could  undertake 
to  address  their  own  citizens'  weight 
problems.  The  initiative  is  slated  for 
adoption  in  May,  but  the  U.S.,  with  back- 
ing from  the  powerful  food  lobby,  is 
working  furiously  to  water  down  the  pro- 
posals. These  include  restrictions  on  ad- 
vertising, changes  in  labeling,  increased 


taxes  on  junk  food,  and  the  eliminat 
of  sugar  subsidies. 

The  playbook  for  the  Administratici 
attack  is  much  the  same  as  the  one  it  u 
to  block  international  action  on  glo 
warming.  It  is  charging  that  the  WH 
conclusions  are  not  supported  by  "su 
cient  scientific  evidence"  that  fats 
sugars  cause  obesity. 

The  effort  is  starting  to  pay  off. 
U.S.  managed  to  delay  the  issuance  of  i 
nal  draft  of  the  proposals  for  a  month,  i 
til  the  end  of  February,  to  allow  furd 
comment.  And  now  it  has  company 


The  Weight  War 

The  World  Health  Organization's  anti-obesity  proposals: 


LABEL  CHANGES 

Food  labels  should  contain  more 
nutrition  and  serving-size  info 


"JUNK  FOOD"  TAX 

Levy  a  special  tax  on  foods 
that  are  high  in  sugar  and  fat 


ADVERTISING  CHANGES 

Restrict  advertising  to  children; 
require  health  warnings 


PROS 


Would  make  it  easier  to 
identify  healthy  foods  and 
plan  accurate  menus 


As  has  been  shown  with 
cigarettes,  higher  prices 
decrease  use 


Better  to  target  kids 
before  they  grow  up  to  be 
overweight  adults 


CONS 


Few  consumers  bother 
to  read  labels,  and  it's 
hard  to  police  menus 


Food  is  a  necessity; 
a  tax  penalizes  thin  and 
low-income  people 


I 


Marketing  is  so 
pervasive  that  it  would 
be  hard  to  regulate 
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Sty^srdLly 


9,  trade  ministers  from  developing 
>ns,  many  of  them  sugar  producers, 
ted  the  science  behind  the  proposals. 

furiating 

UNICALLY,  THE  U.S.  has  a  point, 
am  R.  Steiger,  the  lead  delegate  to 
VHO  from  the  Health  &  Human  Ser- 
:  Dept.  (HHS),  complained  in  a  letter 
le  organization  that  the  evidence 
ng  sugar  and  fats  to  obesity  comes 
i  epidemiological  studies  rather  than 
gently  controlled  clinical  trials.  "In 
country,  you  can't  make  a  scientific 
n  unless  you  have  the  evidence  to 


back  it  up,"  argues  an  HHS  spokesman. 

This  argument  infuriates  nutrition  ex- 
perts. "The  U.S.  really  isn't  refuting  the 
argument.  It's  saying  it  is  not  a  tight 
enough  case,"  says  Shiriki  Kumanyika, 
epidemiology  professor  at  the  University 
of  Pennsylvania.  It  is,  in  fact,  almost  im- 
possible to  prove  the  cause  of  noninfec- 
tious diseases.  For  example,  there  is  no 
absolute  proof  that  smoking  causes  can- 
cer. "Most  major  public  health  actions  in- 
volve the  best  evidence  available.  Other- 
wise, we'd  never  do  anything,"  she  says. 

Even  the  U.S.  does  not  advocate  doing 
nothing.  The  Centers  for  Disease  Control 
estimates  that  one  in  every  three  adults  in 


the  U.S.  is  obese,  and  15%  of 
children  are  overweight— dou- 
ble the  rate  of  10  years  ago. 
Steiger  says  in  his  letter  that 
the  U.S.  favors  guidance  that 
"promotes  the  view  that  all 
foods  can  be  part  of  a  healthy 
and  balanced  diet,  and  sup- 
ports personal  responsibility  to 
choose  a  diet." 

"Immoral" 

POOR  SELF-CONTROL  is  only 
one  aspect  of  the  obesity  prob- 
lem, however.  "Are  we  so  much 
less  responsible  than  we  were 
10  years  ago?"  asks  Kelly  D. 
Brownell,  director  of  Yale  Uni- 
versity's Center  for  Eating  & 
Weight  Disorders.  "There  are 
huge  obstacles  to  making 
healthier  choices."  Among 
them:  larger  portions,  inade- 
quate nutritional  information 
on  food  labels,  fast  foods  sold 
in  schools,  and  cutbacks  in 
physical  education  programs. 

Health  experts  have  not  lined 
up  en  masse  behind  all  the 
WHO's  proposals.  Some  are 
uncomfortable  with  taxing 
food  low  in  nutritional  value, 
even  though  the  tactic  has 
worked  against  smoking. 
"Food  is  something  we  need  to 
live,"  says  Dr.  C.  Ronald  Kahn, 
president  of  the  Joslin  Diabetes 
Center  in  Boston.  "What  we  re- 
ally need  to  do  is  eat  less  of  it." 
The  idea  of  eating  less  is 
anathema  to  the  food  industry, 
however,  and  this  suggestion  is 
nowhere  to  be  found  in  the  pro- 
posals. The  WHO,  however, 
does  recommend  restrictions 
on  advertisements  that  exhort 
us  to  eat  more,  particularly 
those  aimed  at  children.  "Advertising 
junk  food  to  children  is  unethical  and  im- 
moral," says  Dr.  Walter  C.  Willett,  head  of 
the  department  of  nutrition  at  Harvard 
University's  School  of  Public  Health. 

Ultimately,  the  WHO  proposals  form  a 
multifaceted  approach,  combining  edu- 
cation and  regulations.  With  the  same 
combination,  the  U.S.  was  able  to  cut  the 
smoking  rate  in  half,  even  though  it  took 
40  years.  "It  will  take  at  least  that  long  to 
cut  obesity  rates  by  half,"  Willett  predicts, 
and  then  only  if  the  U.S.  government  gets 
serious  about  tackling  the  problem.  So 
far,  there  is  little  scientific  evidence  prov- 
ing that  it  is.  ■ 
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All  the  business 


I 


All  from  one 


I 


business  Objects 


Business  Objects  has  acquired  Crystal  Decisions. 

And  our  customers  have  acquired  a  complete  business  intelligence 

software  standard. 


crystal  decisions. 


Crystal  Decisions'  reporting  software  and  Business  Objects'  query  and  analysis,  and  performance 
management  software  are  now  one.  One  complete  suite  you  can  standardize  on  to  track,  understand, 
and  manage  your  business  to  improve  your  enterprise  performance.  While  lowering  your  total  cost  of 
ownership.  To  leam  more  about  the  new  Business  Objects  and  to  register  for  our  global  launch  events, 
"The  Future  of  Business  Intelligence,"  visit  www.businessobjects.com/standard.  We'll  show  you  how 
raising  your  standards  can  lower  your  costs. 


Business  Objects 

The  business  intelligence  standard. 

Global  Launch  Events:  Aflarta-Baforrae -Bogota -Boston.  Buenos  Aires- Chariot  ^ 
•  Meraty- Miami -K%rie^-Ntartrea- New  >frk-fffe& 


SciTech  Developments  to  Watch 


TED  BY 
,M  ASTON 


NOVATIONS 


rn-powered  fuel 
Is-and  odds 
your  divorce 

iince  it  can  be  made  from 
and  burns  cleanly, 
nol  is  nothing  short  of  a 
cle  fuel  to  devotees.  But 
:s  argue  that  if  you  tally 
II  the  subsidies  and  farm 
ts  that  go  into  the  crop, 
ngethanol  is  like  pouring 
ey  down  a  hole.  This 
ate  is  likely  to  heat  up, 
that  scientists  at  the 
ersity  of  Minnesota  have 
vn  that  ethanol  could  be 
able  source  of  hydrogen 
uel  cells,  the  electro- 
nical reactors  that  may 
eday  power  a  much- 
ilded  Hydrogen  Economy. 
Ushed  in  Science,  their 
Its  show  that  a  fine  mist 
ater  and  ethanol  can  be 
lyzed  into  hydrogen  and 
on  dioxide,  harnessing 


ethanol  with  60%  energy 
:iency,  triple  the  rate  of 
ling  ethanol  as  an 
itive  in  gasoline. 
Genetic  studies  make  it 
sible  to  predict  what 
;ss  is  likely  to  kill  you. 
/,  you  can  add  divorce  to 
list  of  future  miseries 
told.  By  studying  the  way 
pies  interact,  a  team  of 
hematiciansanda 
:hologist  at  the  University 
/ashingtonhavedevel- 
d  a  computer  model  that 
ors  in  behaviors  and 
ss  indicators  to  predict, 
1 94%  accuracy,  who's 
y  to  split  up. 


VIRTUAL  REALITY 


IT'S  YOUR  OWN  PERSONAL 
SHOWROOM  DUMMY 


SHOPPERS  COULD  soon  be 

saying  sayonara  both  to 
dressing  rooms  and  to  ill- 
fitting  online  buys.  Electronics 
giant  Toshiba  wants  to  give 
Web  surfers  and  walk-in 
customers  new  tools  to  view 
digital  versions  of  themselves 
trying  on  clothes,  accessories, 
and  makeup. 

Virtual  mannequins  have 
been  around  since  the  1990s, 
but  so  far  have  been  just  static 
images  of  generic  bodies. 
With  the  new  system,  digital 
cameras  will  capture  each 
shopper's  vital  statistics  to 


create  a  real-time  dummy  in 
clothes  that  move  according 
to  their  cut  and  fabric.  "The 
ultimate  target  is  the  home," 
to  help  with  online  purchases, 
says  Mitsuo  Saito,  chief 
research  fellow  at  Toshiba. 
The  technology  may  show  up 
in  stores  first,  he  adds,  where 
customers  could  try  on 
clothes  that  they'd  like  to 
order  or  see  how  alterations 
would  look.  Toshiba  and 
Osaka-based  software  partner 
Digital  Fashion  are  aiming  for 
release  in  2006. 

-Rachel  Tiplady 


MILESTONES 

ANANORULER 
THAT  REALLY 
MEASURES  UP 

BUILDING  A  BETTER  ruler 

sounds  like  making  a  better 
mousetrap— is  it  really 
necessary?  Yes,  especially 
when  it  comes  to  dealing  with 
atomic-scale  engineering. 
Chip  designers  have  long 
bemoaned  the  lack  of  an 
ultraprecise  tool  to  help  map 
the  layouts  of  new  chips. 
Now,  after  five  years  of 
work,  researchers  at  Mass- 
achusetts Institute  of  Technology 
say  they  have  one.  Called 
Nanoruler,  it  is  a  machine  that 
should  help  engineers  pack 


more  transistors  into  circuits, 
and  more  circuits  onto  silicon 
wafers,  the  plate-size  disks 
that  get  chopped  up  into 
chips.  The  device  can  blanket 
the  entire  surface  of  today's 
biggest  wafers  with  parallel 
lines  just  a  few  hundred 
nanometers  apart.  (A  human 
hair  is  roughly  90,000  run 
across.)  The  position  of 
each  line  is  accurate  to  1 
nm— so  precise,  it's  like 
hitting  a  nickel-size  target 
in  San  Francisco  from 
Manhattan.  Mark 
Schattenburg,  director  of 
MIT's  Space  Nano- 
technology  Laboratory, 
says  the  high-tech  ruler 
should  be  commercially 
available  in  2005. 

-Faith  Arner 


STROKE  ZONE 

USING  A  TINY 
SIEVE  TO 
DIVERT  DEADLY 
BLOOD  CLOTS 

RESEARCHERS  IN  Israel  believe 
they  have  hit  on  a  solution  to 
prevent  many  of  the  strokes 
caused  by  embolisms.  By 
surgically  inserting  what  look 
like  miniature  wire  sieves 
into  arteries  at  both  sides  of 
the  neck,  they  can  reroute 
potentially  fatal  clots  away 
from  the  brain  and  over  to 
the  face  without  interrupting 
blood  flow.  The  face  has  a 
rich  blood  supply,  so 
blockages  there  are  far  less 
damaging  than  those  that 
might  obstruct  the  flow  of 
oxygen  to  the  brain. 

MindGuard  Medical  Devices 
developed  the  so-called 
Diverter  as  an  alternative  to 
risky  blood-thinning  drugs. 
The  company,  based  in 
Caesarea  Industrial  Park,  just 
south  of  Haifa,  claims  it  has 
the  potential  to  lower  by  40% 
the  incidence  of  strokes— the 
No.  3  cause  of  death  in  the 
U.S.  The  devices  have  already 
been  implanted  in  one  high- 
risk  patient  in  Germany,  and 
clinical  trials  are  under  way 
in  both  Germany  and  Italy. 
MindGuard  founder  and 
Chief  Marketing  Officer  Dr. 
Ofer  Yodfat  intends  to  market 
the  Diverter  in  Europe  within 
two  years.  The  company  is 
uncertain  when  it  will  be 
ready  to  meet  tougher 
U.S.  standards.  -Ellen  Groves 


February  23.  2004  I  BusinessWeek  I  113 


V 


Personal  Business  Travel 


jit 


r<tr> 


f 


DESERT 
LANDSCAPE 


Yucatan  llo 


a  n 


Puerto  Vallarta 


Whistler  120 


124 


West  Texas: 

jping  Beyond 
Big  Bend 

>m  the  national  park  to  world-class  hideaways,  you  can  find 
escape  from  the  hurly-burly.  BY  CAROL  MARIE  CROPPER 


XAS       ^^T^ 
/\*l,a  Mcdonald  \    * 

Fort  Stockton 

X   OBSERVATORY/ 

X.            Mj{ 

®L        /nF°rt 
^-X.      /  Davis 

(385) 

^           MarfaT^-^S 

JjTHEGAGE 

m  cibolo  „/ 

Mai 

athori       ""^^"*\. 

i   CREEK  (67) 

■  ranch  r^ 

t     BIG  BEND 

Ik      71/UJMS           / 

\  NATIONAL        -i 

■k    [ultimate       \ 

^    RARKJ 

^^HIDEOUT  Terlin| 

uaBJ 

lfc\  1    Lajitas  | 

jjjgjBJ       KEY: 

PARCHED  BROWN  FIELDS 
stretch  into  the  chstance  as 
you  make  the  drive  from 
Marathon,  Tex.,  to  Big 
Bend  National  Park,  where 
mountains  rise  high  above 
the  Rio  Grande.  Weathered 
:e  posts  and  an  occasional  cow  tug- 
;  at  a  patch  of  grass  are  the  only  inter- 
dons  to  the  vista. 

his  is  West  Texas— the  Old  West  of 
s  imagination.  The  1956  classic  Giant, 
ring  James  Dean  and  Rock  Hudson  as 
len  and  ranchers,  was  filmed  near 
:,  in  Marfa.  Big  cities  with  their  lights 
so  far  away  that  stargazers  come  from 


all  over  the  world  to  set  up  telescopes  or 
to  look  through  ones  open  to  the  public  at 
McDonald  Observatory,  near  Fort  Davis. 
A  visit  here  gives  a  sense  of  quiet  re- 
move. But  if  s  anything  but  boring.  Trails 
inside  the  park  yield  dazzling  views  for 
hikers  and  rare  finds  for  birders.  An  am- 
ble might  bring  you  face  to  face  with  a 
roadrunner,  a  mountain  lion,  or  a  bristly- 
haired,  piglike  javelina.  In  the  spring  and 
early  fall,  the  cacti  bloom.  For  the  adven- 
turous, there  is  canoeing  on  the  Rio 
Grande  and,  if  the  river  is  high,  rafting. 
Even  bon  vivants  can  find  something  to 
amuse  them,  as  this  remote  area  is  dotted 
with  world-class  accommodations. 

LUXURY  HIDEOUTS 

MICK  JAGGER  AND  JERRY  Hall  once 
holed  up  at  Cibolo  Creek  Ranch,  where 
three  19th-century  forts  have  been  reno- 
vated into  32  guest  rooms.  The  forts  sit  on 
30,000  acres  of  ranchland— more  than 
enough  room  for  horseback  riding,  skeet 
shooting,  or  a  day  of  solitude.  Rates, 
which  include  three  meals,  are  $450  a  day 
for  a  couple,  $600  a 
day  at  the  main  fort.         RANCHER  CHIC 

Not  to  be  outdone,    The  Gage  Hotel 
Steve       Smith,       co-    in  Marathon 
founder       of      Excel    ^^^™ 


Telecommunications  (now  a  subsidiary  of 
VarTec  Telecom),  has  developed  25,000 
acres  tucked  between  the  national  park 
and  Big  Bend  Ranch  State  Park  into  a 
place  called  Lajitas,  the  Ultimate  Hideout. 
Double  rooms  go  for  $165  to  $365,  de- 
pending on  type  of  room  and  the  season. 
The  resort  features  an  18-hole  golf  course 
with  an  optional  19  th  hole  located  across 
the  Rio  Grande  in  Mexico,  allowing  Laji- 
tas to  boast  of  an  international  course. 
Private  jets  are  available  to  ferry  guests  to 
and  from  the  resort;  visitors  with  their 
own  planes  can  use  the  landing  strip. 

The  Gage  Hotel  in  Marathon  offers 
simpler  but  perhaps  more  authentic  ac- 
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commodations.  A  prominent  rancher 
built  the  hotel  in  1927  to  provide  a  base 
from  which  to  tour  his  vast  holdings  as 
well  as  a  gathering  place  for  locals.  The 
original  hotel  has  wooden  floors,  17 
smallish  rooms,  and  furnishings  evoca- 
tive of  the  Native  American,  cowboy,  and 
Mexican  cultures.  The  newer  section, 
called  Los  Portales,  has  larger 
rooms  opening  onto  a 
courtyard  with  a  fountain 
and  cross-shaped  swimming 
pool.  Rates  range  from  $69  to 
$89  in  the  historic  section; 
$139  to  $225  in  Los  Portales. 
The  hotel's  Cafe  Cenezo  fea- 
tures angus  steaks  and  que- 
sadillas,  and  for  breakfast, 
huevos  rancheros. 


Trip 
Tips 


STAR  PARTY 

YOU  CAN  PASS  an  evening 
pleasantly  in  the  courtyard, 
enjoying  margaritas  or  San- 
gria from  the  hotel's  White 
Buffalo  Bar  and  listening  to 
water  splash  in  the  fountain. 
Or  you  can  head  to  Fort  Davis 
and  the  McDonald  Observato- 
ry, run  by  the  University  of 
Texas,  to  learn  about  the  con- 
stellations and  look  through 
telescopes  during  a  public 
star  party  (held  every  Tuesday, 
Friday,  and  Saturday  night; 


Big  Bend  National 
Park  covers  both 
Chihuahuan  desert 
and  the  Chisos 
Mountains.  In  the 
park's  busiest 
months,  from 
February  to  May, 
temperatures  range 
from  an  average 
low  of  37.8F  in 
February  to  an 
average  high  of  88F 
in  May.  Expect  the 
mountains  to  be  5 
to  10  degrees 
cooler  and  the  area 
along  the  Rio 
Grande  to  be  5  to 
10  degrees  warmer. 


admission:  $8  for  adults,  $7  for  children 
6-12).  With  reservations  (432  426-3640), 
you  can  gain  access  to  one  of  the  facility's 
larger  telescopes. 

Contemporary  art  lovers  and  science- 
fiction  aficionados  will  want  to  stop  in 
Marfa.  Minimalist  artist  Donald  Judd 
moved  to  the  town  in  1972  and  began  in- 
stalling large  works  at  an 
abandoned  Army  base.  It  has 
since  grown  into  the  Chinati 
Foundation  museum  (432 
729-4362),  which  houses 
large-scale  installations  by 
Claes  Oldenburg  and  Coosje 
van  Bruggen,  among  others. 
The  collection  is  open 
Wednesdays  through  Sun- 
days. For  the  mysterious  Mar- 
fa  lights,  glowing  orbs  in  the 
desert  that  have  baffled  locals 
and  visitors  since  they  were 
first  spotted  in  1883,  there's  a 
viewing  pavilion  just  east  of 
town  on  U.S.  90.  And  for 
James  Dean  fans,  a  few  Giant 
ruins  remain  on  the  outskirts 
of  town. 

The  biggest  attraction  is  Big 
Bend,  an  801,000-acre  nation- 
al park  that  gets  its  name  from 
a  bend  in  the  Rio  Grande 
(nps.gov/bibe/home.htm). 
Hiking  trails  range  from  easy 
quarter-mile  nature  jaunts  to 


strenuous    31-mile    RIVER  RUN  Gu 
adventures.  One  of   tours  on  the  R 
the  most  popular  is    Grande  can 
the  13-mile  South    exceed  10  day 
Rim  trail,  which  re-    ^^^™ 
wards  those  who  make  the  effort  w 
view  into  the  desert  2,500  feet  b- 
and,  on  a  clear  day,  into  the  Mex 
mountains  30  miles  away. 

For  those  who  prefer  to  travel  by 
ter,  several  outfitters,  including 
Bend  River  Tours  (800  545-4240) 
Rio  Grande  Adventures  (800  343-16 
rent  canoes  and  rafts  and  lead  gu 
tours  that  can  last  from  half  a  day  t 
days  or  longer.  Just  don't  go  from 
through  August,  when  temperature 
the  river  can  top  110  degrees.  (The  pi 
mountains  are  cooler.) 

Less  strenuous  pursuits  incl 
back-country  drives,  wildflower  s( 
nars,  stargazing,  and  birding.  IV 
than  450  species  of  birds  inhabit 
park,  including  the  peregrine  falcon 
cifer  hummingbird,  and  rare  Col 
Warbler.  The  first  Big  Bend  Birding 
rival  is  planned  for  the  third  v 
in  August. 

Whether  you  come  for  the  birds 
beasts,  or  the  spectacular  vistas,  a  tri 
West  Texas  will  transport  you  from 
concerns  of  deadlines,  commuter  tre 
and  honking  horns.  You  can  air 
imagine  the  dust  rising  from  a  c: 
drive  in  the  distance,  tf 
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TO  SEE  WHERE  DUBAI'S  HEADED, 
TAKE  A  LOOK  AT  THE  HORIZON. 


ite  a  major  industry  slowdown  last  year,  Dubai's  award  winning  Emirates  Airline  bought  new  aircraft  to  the  value  of  19 
n  dollars,  the  largest  deal  in  aviation  history.  Dubai  airport  also  saw  a  48.5%  rise  in  passenger  traffic  from  10,754,900 
,973,400  people  in  just  4  years.  So  if  you're  an  investor  looking  for  new  opportunities,  make  Dubai  your  next  destination. 
low  more  visit  www.dubaiexpect.com 
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Far  from  the 
Cancun  Crowd 

Remote  resorts  offer  the  treasures  of  the  Yucatan 
without  the  tourist  crush,  by  LAUREN  YOUNG 


KEY 
9  MAYAN 
RUINS 


MAN 

RESERVE 


I  HAVE  TWO  WORDS   FOR  THE 
legions  of  college  students  and 
sunburnt    snowbirds    clogging 
Cancun's  high-rise  resorts:  Adios 
amigos!  The  best  advice  I  got 
when  I  planned  my  first  trip  to 
Mexico's  Yucatan  peninsula  was 
to  get  out  of  Cancun  as  fast  as  possible. 
Drive  south  along  Mexico's  Caribbean 
-also  known  as  the  Riviera  Maya— 
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and  you'll  find  a  75-mile  stretch  of  quiet 
white  beaches,  turquoise  sea,  lush  jungle, 
world-class  snorkeling  and  scuba  diving, 
and  a  region  packed  with  wildlife  and 
Mayan  culture.  What  makes  the  Yucatan 
even  more  appealing  is  that  it's  so  easy  to 
get  to— Continental,  Northwest,  and  oth- 
er carriers  have  direct  flights  from  major 
cities  into  Cancun  daily.  Yet  another  rea- 
son to  like  the  Yucatan  is  the  price:  The 
sagging  U.S.  dollar  still  carries  weight  (A 
great  resource  is  the  tourism  board's  Web 
site  at  rivieramaya.com.) 

SECLUDED  SPAS 

YOU  NEED  DRIVE  only  10  miles  south 
from  the  airport  to  escape  the  hubbub. 
There  you'll  find  remote  resorts  tucked  a 
mile  or  so  off  the  main  highway,  more  of- 
ten than  not  down  bumpy,  potholed 
roads.  One  of  the  best  bargains  is  Ceiba 
del  Mar  Spa  Resort  (ceibadelmar.com),  a 
small  hotel  and  spa  just  20  minutes  from 
the  airport.  I  recently  spent  a  long  week- 


POSTCARD  PERFECT 

The  Mayan  ruins  of 
Tulum  are  among 
the  peninsula's  most 
popular  attractions 


k 


I 
1 
I 
\ 
B 

end  there  with  i  $, 
friends.  Within  a  day-  E 
lounging  by  the  illusi :. 
pool  that  blends  into  i  ft 
ocean,  the  pickiest  of  1 1 
bunch  declared  that  Cei  s 
del  Mar  has  the  look,  ft  & 
and  service  of  the  super- deluxe  Las  V«  B 
tanas  al  Paraiso  resort  on  Mexico's  W  N 
Coast— for  thousands  of  dollars  le  \, 
Double  rooms  start  at  $215  per  night.  : 
eluding  breakfast  and  dinner.  Neai 
Maroma  is  similar  but  more  intimate  a 
upscale  (www.maromahotel.com). 

There  are  many  other  lodging  optio  l: 
starting  at  $15  a  night  for  a  cabana  wit  | 
hammock  and  a  mosquito  net.  True  s  | 
junkies  should  check  out  the  22,0( 
square-foot  spa  at  Paraiso  de  la  Bonits 
Thalasso  (paraisodelabonitaresort.coi 
also  a  quick  drive  from  the  airport.  M< 
adventurous  travelers  (read:  those  wj  n 
ing  to  forgo  cable  TV)  should  consk  _. 
staying  south  of  the  Tulum  ruins,  abc 
a  90-minute  drive  from  the  airport.  T 
accommodations  aren't  nearly  as  plus 
the  beaches,  however,  are  even  mtj»: 
beautiful  and  unspoiled.  Most  hotels  a 
solar  powered,  and  air-conditioning 
rare,  but  the  sea  breezes  keep  tempei 
tures  cool  even  when  the  thermomel 
hits  88F  in  May.  Some  Tulum  favorit 
are  Zamas  (zamas.com)  and  Las  Rai^ 
tas  (lasranitas.com),  from  $100  to  $2 
per  night. 

All  of  these  hotels  are  the  perfect  ba 
to  explore  the  Yucatan's  treasures 
eluding  the  Mayan  ruins.  The  Maya,  wj 
occupied  a  swath  of  Central  America  frc 


:• 


Trip 
Tips 


No  need  to  rent  or  I 
fancy  satellite  cell  f|i 
when  you  travel  to  I 
Most  standard-isst  r= 
phones  using  TDM< 
technology  will  wot  r 


i 


duras  to  Mexico  from  as  early  as 
)  B.C.,  were  masters  of  architecture 
rell  as  mathematics  and  astronomy. 
a  legacy  extends  to  several  ancient 
s  inland,  including  the  mysterious 
jnids  of  Chichen  Itza  and  Coba.  Al- 
gh  Tulum's  ruins  aren't  as  big  or  ar- 
icturally  important,  they  sit  in  a 
card-perfect  setting  on  a  bluff  over- 
ing  the  Caribbean. 

Y  OF  DAWN 

,UM,  WHICH  MEANS  "wall"  in 
a,  is  a  walled  city,  one  of  the  few  the 
ans  ever  built.  They  called  it  Zama 
"City  of  Dawn."  Whatever  the 
lenclature,  Tulum  is  majestic.  It's  no 
jder  hundreds  of  iguanas  sun  them- 
es on  the  rocks  of  Tulum's  gray  cas- 
ibove  a  palm-fringed  beach. 
Within  a  10-mile  radius  inland  from 
im,  you'll  find  cenotes.  The  Mayans 
eved  these  freshwater  springs  sur- 
fided  by  hmestone  walls  were  win- 
's into  the  underworld.  Take  a  dip  in 
,  and  you  might  see  a  manatee, 
he  Yucatan  also  boasts  the  world's 
nd-largest  barrier  reef,  which  is  why 
uch  a  popular  spot  with  snorkelers 

■  divers.  And,  if  you  are  in  the  mood 
hop,  Playa  del  Carmen— about  45 
lutes  south  of  Cancun— is  packed 
k  craft  shops  and  restaurants. 
Mature  lovers  should  also  check  out 

Sian  Ka'an  Biosphere  Reserve, 
'ted  a  World  Heritage  Site  by  the 
L  in  1997.  The  300,000-acre  park,  di- 
iy  south  of  Tulum,  is  home  to  more 
^i  360  species  of  animals,  including 
liars  and  crocodiles.  The  terrain  is 
ged,  so  it's  best  to  visit  on  a  guided 
t  trip  for  about  $100  per  person 
)tr  avelmexico .  com ) . 
dthough  the  peak  season  ends  in 
y,  don't  be  scared  off  by  the  sum- 
p's intermittent  showers.  July  is  a 
feet  time  to  visit  the  Yucatan  to  see 
turtles  lay  their  eggs  on  the  beach, 
in  better,  hotel  prices  fall  by  20%. 
n  fact,  soon  enough  the  off-season 
dit  be  the  only  time  to  visit.  Tulum, 

■  other  Yucatan  beach  towns,  is  get- 
;  discovered.  But  for  now,  nature  pre- 
s.  As  we  left  for  the  airport,  a  spider 
nkey  jumped  in  front  of  our  van  and 
rried  off  into  the  jungle.  ■ 
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Mexico,  coverage  is 
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Roaming  charges  will 
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Vallarta  Dreaming 

Shopping,  snorkeling,  and  yes,  empty  beaches, 
in  Puerto  Vallarta.  by  Jennifer  merritt 


PUERTO 
PORT 


Bay  of 
Ban'tieras 


Puerto  Vallarta 


MEXICO 


Intro 


WAL0YA 
BEACH 


SIERRA  MA0RE 
MOUNTAINS 


HE  TIME  HAD  COME  TO 
plan  our  honeymoon— 
the  luxe  vacation  after 
the  harried  days  leading 
up  to  the  wedding.  We 
had  our  hearts  set  on  a 
beach  getaway,  with  a 
splash  of  culture,  some  pampering  at 
down-to-earth  prices,  a  variety  of  day 
trips,  and,  oh,  yes,  a  destination  that  did- 
n't involve  more  than  five  or  six  hours  of 
frying  time  from  New  York.  After  quizzing 
friends  and  flipping  through  travel 
brochures,  we  decided  on  the  town  where 
Elizabeth  Taylor  followed  Richard  Burton 
to  a  movie  he  was  filming,  The  Night  of  the 
Iguana— making  their  love  affair  public. 
After  our  visit,  we,  too,  were  in  love— with 
Puerto  Vallarta,  a  coastal  enclave  nesded 
against  the  Sierra  Madre  mountains 
along  the  Pacific  Coast  of  Mexico. 

Our  Spanish-style  resort,  the  Five  Star 
Diamond,  all-inclusive  La  Jolla  de  Mis- 
maloya  (lajollademismaloya.com),  was  at 
the  southern  end  of  the  city,  away  from 
the  husde  and  busde  of  the  crowded  hotel 
zone.  Seven  nights'  stay  in  a  top-floor 
suite,  including  all  meals  and  drinks  plus 
airfare,  came  to  under  $1,500  per  person, 
a  real  bargain.  In  Vallarta  South,  the 
beaches  are  larger,  cleaner,  and  emptier 
than  those  in  the  hotel  district.  With  the 
mountains  just  across  the  street,  the  set- 
ting is  lush  and  private. 

Even  so,  we  were  a  quick  $6  to  $8  taxi 
ride  to  the  flea  market  or  the  Malecon— 
the  boardwalk  that  abuts  the  beach  and 


the  main  shopping  district.  The  city  cen- 
ter, a  few  blocks  off  the  Malecon,  is  a 
beautiful  throwback  to  colonial  Mexico, 
where  most  of  the  open-air,  white- 
washed buildings  have  red-tiled  roofs 
and  paneless  windows  decorated  with 
wrought-iron  bars.  In  the  middle  sits  the 
Church  of  Guadalupe,  a  brick  structure 
erected  over  12  years,  beginning  in  1929. 
Its  ornate  crown,  replaced  in  1951,  is  said 
to  resemble  a  tiara  once  worn  by  a  19  th 
century  empress,  Carlota,  wife  of  Maxi- 
milian, who  first  visited  Puerto  Vallarta 
when  it  was  merely  a  stop-off  for  sailors 
to  supply  their  ships.  On  the  steps,  ped- 
dlers sell  baskets  and  other  handicrafts 
for  a  few  dollars  apiece. 

Not  in  a  buying  mood?  The  Bay  of  Ban- 
deras  offers  incredible  marine  life  tucked 
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into  its  reefs  and  underground  rock  for- 
mations, especially  around  Los  Arcos,  a  gi- 
ant boulder  of  an  island  with  underwater 
caves.  Los  Arcos  snorkeling  tours  usually 
include  a  sail  to  Las  Animas,  a  wide  beach 
tucked  away  in  a  secluded  cove.  Another 
great  snorkeling  venue  is  Yelapa,  a  white- 
sand  beach  about  a  two-hour  sail  from  the 
Marina  Vallarta.  Trips  including  drinks 
and  lunch  start  at  about  $55  per  person. 

WORKING  UP  AN  APPETITE 

FOR  A  MORE  HIGH-FLYING  activity,  take  a 
forest  canopy  tour.  An  open-air  truck  picks 
you  up  in  southern  Vallarta  for  a  20-minute 
drive  up  the  mountainside  to  Los  Veranos 
(www.canopytours-vallarta.com/tourJitm). 
There,  English-speaking  guides  snap  you 
into  a  harness  and  hook  you  to  a  pulley  on  a 
short  cable  between  trees.  You'll  glide 
across  to  a  platform  where  another  guide 
will  unhook  you,  rehook  you,  and  set  you  off 
to  the  next  platform.  By  the  middle  of  the 
two-hour  adventure,  you'll  reach  heights  of 
nearly  3,000  feet  above  the  river. 

After  sailing  on  the  water  or  above  the 
mountainside,  you'll  have  worked  up  an 
appetite.  Puerto  Vallarta  has  no  shortage 
of  delicious  seafood  and  Mexican  de- 
lights. Some  of  the  best  eateries  are  a  bit 


FLY  HIGH 

Riding  a  cable 
through  the 
forest  canopy 


hidden:  Tony's  open-air  restaurant,  in  the 
town  of  Mismaloya  a  few  miles  away,  oc- 
cupies half  of  Tony's  house.  His  sons  wait 
on  guests  while  his  wife  and  daughter 
cook.  The  menu?  A  platter  of  fresh  fish,  or 
scrumptious  shrimp  cooked  three  ways.  A 
full  dinner  for  two  runs  about  $70. 
Except  for  June  through  September, 


when  it  rains  around  14  days  per  moi 
the  sun  shines  almost  every  day  in  Pui 
Vallarta,  and  temperatures  average  751 
85F.  High  season  starts  in  mid-Novem 
and  ends  in  late  March,  but  October 
April  offer  the  same  weather,  fe\ 
crowds,  and  the  same  pink-and-golt 
sunsets— all  at  off-season  prices.  ■ 


Whistler's  Not  Just 
For  Skiing 

In  summer,  the  breathtaking  Canadian  resort 
abounds  with  kid-friendly  fun.  BY  STAN  CROCK 


I'M  NOT  SURE  WHICH  IS  MORE 
breathtaking:  the  Sea-to-Sky 
Highway  from  Vancouver  to 
Whistler,  B.C.— a  road  that  curls 
along  the  Coast  Mountain  Range 
just  above  Howe  Sound— or 
Whistler  itself,  site  of  the  2010 
Winter  Olympics.  Fortunately,  you  don't 
have  to  choose.  Fly  into  Vancouver,  then 
drive  90  miles  up  the  winding  coast  road 
to  Whisder  Village,  nestled  among  the 
steepest  vertical  drops  in  North  America. 
That  Whistler  won  the  Olympic  games 
says  all  you  need  to  know  about  the  qual- 


ity of  skiing.  But  the  resort  is  no  sloucl 
the  summer— and  you  won't  wait  on 
lines  to  ride  to  the  summit. 

For  those  who  adore  the  outdot 
there's  plenty  to  do  in  the  off-season, 
fact,  it  was  trout  fishing  in  nearby  A 
Lake  that  first  lured  tourists  to  the  are? 
the  1920s.  Not  until  the  1960s  did  de\ 
opers  decide  to  create  an  Olympic-qua 
ski  community  at  Whistler.  Today,  psc\ 
walking  and  bike  trails  abound.  Car 
trips  on  nearby  rivers  or  lakes  offer  vis 
of  snow-capped  peaks.  Take  the  gond< 
up  Whistler  Mountain,  where  you 
climb  a  little  farther  to  view  glaciers 
munch  a  burger  at  the  Roundhoi 
Lodge  while  overlooking  a  dazzli 
mountain  panorama. 

The  more  adventurous  can 
paragliding,  bear-watching  tours,  mot 
tain  biking  on  a  course  with  a  3,400-fc 
vertical  drop,  and  Ziptrek  tours,  in  whi 
you  dangle  in  a  harness  from  a  cable  a 
fly  through  the  air  between  platfon 
high  above  the  forest  floor.  You  can  ev 
go  snowboarding  and  skiing  on  glaciei 

Back  at  lower  altitudes,  the  villages 
Whisder  and  nearby  Blackcomb  are 
lad-friendly— and   spotiess— as   Disn 
World.  They  offer  a  host  of  activities,  frc 
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experience  •  independence  •  discipline  401  (k)     ROLLOVER 


What  makes  the 
new  T.  Rowe  Price 
SmartChoice  Rollover 
smarter? 


With  the  new  T.  Rowe  Price  SmartChoice  Rollover  IRA, 
you  get  the  rollover  you  want,  and  we  do  the  work. 

We  select  the  investments  -with  the  T.  Rowe  Price  SmartChoice  Rollover  IRA,  you  don't  have 
to  go  through  the  complex  task  of  choosing  individual  funds.  We'll  provide  a  well-diversified 
portfolio  for  you  with  one  of  our  Retirement  Funds.  And  we'll  adjust  the  fund  over  time  to 
reflect  your  need  for  reduced  investment  risk— gradually  making  the  investment  more 
conservative  as  your  retirement  date  approaches. 

Proven  performance  — with  over  65  years  of  proven  performance,  you'll  feel  confident 
knowing  that  T.  Rowe  Price  is  a  smart  choice  for  your  rollover. 

Low  expenses  — with  no  loads,  sales  charges,  or  commissions,  and  expense  ratios  for  the 
Retirement  Funds  40%  below  their  category  averages,*  a  T.  Rowe  Price  Rollover  IRA  is  the 
smarter  choice.  All  funds  are  subject  to  market  risk. 

To  get  started,  just  call.  Our  Rollover  Specialists  will  handle  the  rest.  If  you  want,  we  can 
even  open  your  account  right  over  the  phone  and  handle  most  of  the  paperwork  for  you. 


TROWEPRICE.COM/ROLLOVER 


1-800-54  1-45  16 


T.RoweRice 


INVEST    WITH    CONFIDENCE 

Foi  more  information,  including  risks,  fees,  and  expenses,  request  a  fund  profile  or  prospectus,-  read  it  carefully  before  investing.  *As  of  12/31/03,  the  Retirement 
Funds'  total  expense  ratios  versus  their  individual  investor  Lipper  category  averages  are  0.72%,  0.81%,  0.85%,  and  0.85%  lor  the  Reliremen!  2010, 2020, 2030,  and  2040 
Funds,  respectively,  versus  1.53%  for  the  flexible  portfolio  funds  category,-  and  0.60%  for  the  Retirement  Income  Fund  versus  1.20%  for  the  income  funds  category. 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRAR068596 
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a  trapeze  and  Westcoaster  luge— a  kind  of 
sled  with  wheels  that  careens  down  a 
chute-like  track  without  snow— to  day 
camps  for  children  and  bungee-tethered 
jumping  on  trampolines  that  enable  you 
to  soar  25  feet  in  the  air. 

BARGAIN  WEB  DEALS 

WHISTLER  CAN  BE  expensive  if  you  stay 
at  the  Westin  or  the  new  Four  Seasons, 
which  will  start  taking  reservations  in 
mid-June  for  regular  rooms  starting  at 
$300  a  night  and  two-bedroom  suites  at 
$900  to  $1,800  a  night.  A  la  carte  activi- 
ties are  also  pricey— $150  for  a  round  of 


ALTA  LAKE  Amid 

vivid  local  color,  take 
a  guided  canoe  tour 
or  go  trout  fishing 

golf  at  courses  by 
Robert  Trent  Jones 
or  Jack  Nicklaus.  A 
guided  canoe  tour  is 
about  $50  a  person. 
But  the  budget- 
minded  have  op- 
tions, too.  Last  Au- 
gust my  family  and 
some  friends— four 
adults  and  four  children  altogether— got  a 
package  deal  through  the  whistler-black- 
comb.com  Web  site  that  cut  costs  sub- 
stantially. A  three-bedroom  condo  spa- 
cious enough  for  all  of  us  plus  tickets  for 
everyone  for  a  guided  canoe  trip,  gondola 
ride  up  Whisder,  miniature  golf,  and 


Westcoaster  luge  came  to  under  $150 
family  per  night  for  four  nights.  Pr 
this  year  may  be  slightly  higher  beca 
the  U.S.  dollar  is  weaker. 

Whisder's  restaurants  offer  the  cosi 
politan  variety  of  Vancouver.  My 
enjoyed  Tandoori  Grill's  Indian  fart, 
parents  take  advantage  of  the  Whis; 
supervised  Kids  Night  Out  progr 
the  adults  can  check  out  Rimrock  C 
which  specializes  in  seafood,  Bearf 
Bistro's  expensive  European  cuisine 
highly  rated  wine  list,  or  the  more  m 
erately  priced  Trattoria  di  Umberto. 

My  11-year-old  son  and  7-year- 
daughter  still  chatter  about  the  trip. " 
highlight  for  my  son  was  kayaking  o 
river  and  learning  from  the  guide  ab 
the  area's  animals  and  water  life, 
daughter's  favorites:  playing  in  the  sri  i 
of  a  glacier  in  August  and  hanging  by  ™ 
knees  on  a  trapeze.  We'll  be  back.  ■ 


Trip 
Tips 


If  you  go  to  Whistler, 
try  to  carve  out  a  day 
or  two  for  Vancouver. 
Surrounded  by  water 
on  three  sides,  it's 
more  cosmopolitan 


than  Seattle,  with 
gorgeous  mountains 
close  by.  Stroll 
through  Stanley  Park 
or  Granville  Island, 
shop  along  Robson 


Street,  or  take  a 
ferry  to  Victoria.  Th 
Indian  food  at  Vij's 
and  dim  sum  at  Sur 
Sui  Wah  Seafood 
are  outstanding. 


My  Homewood. 


Wake  up  to  a  complimentary 
hot  breakfast  seven  days  a  week. 
As  well  as  a  two-room  suite* 
with  a  fully  equipped  kitchen.  At 
Homewood  Suites  by  Hilton*  you 
can  even  look  forward  to  a  weekd; 
evening  Manager's  Reception' 
with  a  complimentary  light  meal 
and  beverages.  So  you  can  feel 
at  home,  even  when  you're  not. 
All  for  less  than  you  might  think. 
Visit  homewoodsuites.com, 
or  dial  1-800- CALL- HOME.' 
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yone's   invited-*. 


\nd  you  thought  Magic  Johnson 
Dnly  performed  miracles  on  the  court. 


m 

~M 

m 

Samsung's  Four  Seasons  of  Hope,  Best  Buy  and  the  Magic  Johnson 
Foundation  have  teamed  up  to  make  a  difference  in  the  community. 
The  funds  we  raise  benefit  the  Magic  Johnson  Foundation's  work  to 
prevent  HIV/AIDS  and  address  inner-city  health,  education  and  social 
issues.  Programs  include  scholarships,  mentoring,  new  technology 
centers  and  health-awareness  campaigns.  We're  proud  to  support 
this  deserving  cause.  The  Four  Seasons  of  Hope.  Because  no  one 
should  ever  go  without. 


v-fourseasonsofhope.com    v 

MAGICJOHNSON 
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OGUNQUIT 

Who  cares  if 
the  water's ' 


The  Land  of  the  Lobster  Roll 

Maine's  rugged  coast  offers  quiet  diversion  for  every  budget.  BY  DIANE  BRAD 


Ogunquit 
Perkins  Cove 


EVERY  SUMMER,  FOR  AL- 
most  as  long  as  I  can  re- 
member, my  family  would 
hitch  up  a  bubble-shaped 
1964  trailer  near  Toronto 
and  drive  two  days  to  the 
southern  coast  of  Maine. 
My  father  says  he  was  drawn  by  the 
"smell  of  the  ocean"— something  he 
missed  from  his  youth  in  Scotland.  For 
my  mother,  the  quiet  beaches  and  rugged 
coast  were  the  attraction.  We  didn't  go  for 
the  swimming:  None  of  us  lingered  long 
in  the  frigid  waters  of  the  Atlantic. 

Of  course,  a  state  that  boasts  "Vaca- 
tionland"  on  its  license  plate  is  hardly  un- 
aware of  its  appeal.  Even  along  the  popu- 
lar coast  south  of  Portland,  which 
includes  such  hot  spots  as  Ogunquit  and 
the  Bush  family  playground  of  Kenne- 
bunkport,  you'll  find  funky  gems.  While 
it's  probably  not  possible  to  paddle  a 
dinghy  up  to  the  holiday  home  of  former 
President  George  Bush  at  Walker's  Point, 
as  we  did  20  years  ago,  you  can  admire  it 
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while  walking  along  the  dramatic  Parsons 
Way  path  that  stretches  from  the  Colony 
Hotel  to  the  Bush  compound. 

There  are  two  ways  to  tackle  Maine's 
south  coast— the  cheap  and  cheerful 
route,  or  the  one  steeped  in  luxury.  To  this 
day,  I  retain  a  fondness  for  the  former.  My 
heart  still  leaps  at  the  sight  of  the  Ogun- 
quit Trading  Post's  "10,000  Gifts"  sign 
along  Route  1  in  Wells  and  the  outlet 
malls  of  Kittery,  where  you  can  troll  for 
bargains  on  a  rainy  day.  Every  Dexter 
shoe  that  has  ever  touched  my  toes  came 
from  a  Maine  outlet.  And  the  tastiest  lob- 
ster ever  to  hit  my  lips  was  boiled  at  the 
Cape  Pier  Chowder  House  Deck  in  Cape 
Porpoise— a  quaint  fishing  harbor  that 
rates  a  trip  in  itself.  The  125-year-old  for- 
mer salt  house  was  torn  down  this  year  to 
rebuild  the  rotting  pier,  but  owner  Allen 
Daggett  promises  identical  decor  and 
prices  by  the  end  of  April. 

LOBSTER  CENTRAL 

FOR  SIMPLE,  RUSTIC  accommodation  at 
a  top  price  of  $125  a  night,  few  places  can 
equal  the  Beachwood  Resort  outside 
Kennebunkport  on  Route  9  near  Goose 


Rocks  Beach,  run  for  36  years  by  the  \ 
lific  Spang  family.  We  used  to  take  bet 
the  number  of  Spangs  listed  each 
on  the  welcome  sign.  (Like  McDonai 
with  its  burgers,  at  some  point 
seemed  to  have  given  up  counting.) 
place  always  had  a  delightfully  tacky  e< 
with  shuffleboard  and  a  gaggle  of  Sp 
kids  scooping  ice  cream  in  the  barn 
restaurant.  For  a  different  kind  of  fun 
across  the  street  in  the  Salty  Acres  cai 
ground,  which  starts  at  $22  a  night 
feels  like  camping  in  the  woods. 

If  you  aspire  to  more  than  an  outd 
toilet,  you  can  head  to  a  number  of  ul 
deluxe  hotels  along  the  south  coast, 
personal  experience  is  limited  to 
White  Barn  Inn,  a  breathtaking  spo 
the  heart  of  Kennebunkport  that  ser 
one  of  the  best  chefs  tasting  meals 
ever  eaten.  With  rooms  from  $275 
$750,  it's  a  splurge.  But  Andrew  Harp 
Hideaway  Report  recently  singled 
White  Barn  as  one  of  New  Englar 
"Best  Country  Inns  &  Getaways." 

Still,  nothing  beats  a  lobster  roll  at  B 
nacle  Billy's  in  Perkins  Cove.  Fresh  froi 
day  of  whale  watching,  you  walk  along 
Marginal  Way  path  to  Ogunquit  Bea 
If  s  only  1.5  miles  long,  but  you  have 
stop  on  a  bench  to  admire  the  ocean  vi 
If  you're  lucky,  maybe  you're  even  stay 
at  the  Marginal  Way  House— a  19* 
fixture  that  seems  the  perfect  site 
a  murder  mystery.  Are  you  living 
KENNEBUNKPORT  stereotype  of  a  Ma 
Luxury  at  the  beach  vacation?  T 

White  Barn  Inn       bet.  And  loving  ev 
minute  of  it.  ■ 


c  it  stay. 


Days  Inn    hotels  are  famous  for  their  hospitality  and  pet-friendly, 

wner-operated  locations.  Who  sees  to  their  financial  comfort  level  so  they 

can  sleep  at  night?  CIT.  Learn  more  at  CIT.com.  We  see  what  you  see. 


» vary  by  location.  Call  locations  directly  for  details  and  cost  information 
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TRAVEL 

A  SECURITY- 
FRIENDLY 
SUITCASE  LOCK 

IT'S  O.K.  TO  lock  your 

luggage  again.  Federal 
baggage  screeners  at 
airports  routinely  cut  off 
the  lock  if  they  need  to 
search  a  bag.  But  if  the 
lock  is  one  of  the  new 
combination  or  key 
models  with  a  red  and 
white  diamond-shaped 
Travel  Sentry  logo 
(travelsentry.org), 
screeners  can  open  it  without  destroying 
it.  Lockmakers  pay  a  fee,  and  Travel 
Sentry  supplies  the  screeners  with  the 
necessary  tools  and  codes.  The  locks  are 
$4  to  $10  each  from  such  brands  as 
Brookstone  (shown)  and  Prestolock. 

HOTELS 

PUTTIN'  ON  THE 
GLITZ  IN  MIAMI 

FORGET  ABOUT  HIGH  teas  and  tuxedoed 
piano  players  in  the  lobby.  The  new  Ritz 
Carlton  hotel  in  Miami's  South  Beach 
features  DJs  at  the  beach,  an  Esther 
Williams-inspired  water  ballet  on 
weekend  nights,  and  poolside  "tanning 
butlers"— bathing-suit-clad  men  and 
women  ready  to  slather  sunscreen  on 
hard-to-reach  backs.  Since  opening  Dec. 
31,  the  375  rooms  have  been  booked 
steadily  at  an  average  of  $450  a  night. 


EDUCATION 


College  Smarts 


T 


WITH  THE  IHDEPENDENT  529  PLAN,  you  can  lock  in  a  discount  on  today's  tuition  costz 
for  a  child  still  in  diapers  at  some  231  private  colleges,  including  Princeton,  Notre 
Dame,  and  Rice.  The  average  discount  is  1%.  But  some  schools  have  gotten 
downright  aggressive  in  their  pricing. 

Lake  Forest  College  in  Lake  Forest,  111.,  is  taking  4%  off  this  year's  tuition  and  fees  - 
$24,506.  That  4%  compounds  annually.  So  if  your  infant  winds  up  at  Lake  Forest  i? 
2023,  you  can  lock  in  $1  of  tuition  for  45<t  today.  Another  way  to  put  it:  If  you  want 
buy  a  full  year's  tuition  at  Lake  Forest  in  2023,  you  need  put  down  only  $11,085  no>  j 
Thaf  s  55%  off  today  s  tuition  and  fees,  but  the  savings  are  far  greater  on  the  project 
2023  cost.  If  your  child  doesn't  go  to  a  school  in  the  plan,  you'll  receive  the  principa 
plus  or  minus  two  percentage  points  a  year,  depending  on  how  the  plan's  investmer 
fare.  Others  offering  attractive  discounts  are  Thiel  College  (4.5%)  in  Greenville,  Pa 
and  Niagara  University  (3%)  in  Lewiston,  N.Y.  Still,  over  19  years,  even  1%  off  at  Emo 
will  trim  17.7%  from  toda/s  $27,776  in  costs.  -Anne  Terga 


MUTUAL  FUNDS 

A  RISING  STOCK  MARKET  and  an  improving  economy  mean 

investors  are  pouring  money  into  mutual  funds.  They  also 

mean  the  funds'  phones  are  ringing  off  the  hook,  resulting  in 

much  longer  waii  times  for  service  reps  than  existed  just  a 

few  months  ago,  says 

Dalbar  Inc.,  which  tracks 

customer  service.  Fund 

companies,  such  as 

I  Rowe  Price  and  Vanguard, 

quibble  with  Dalbar's 

numbers  but  admit  call 

volumes  and  wait  times 

are  high,  and  they're  trying 

to  fix  trie  problem. 


YOU  CALL  THIS  SERVICE? 

JAN.  2004 

OCT.  2003( 

Vanguard 

264 

seconds 

32 

seconds   | 

American  Century 

220 

97 

Fidelity 

154 

20 

I 

T.  Rowe  Price 

123 

83 

Janus 

21 

12 
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The  right  software  can  transform  your 
nfrastructure  into  an  on-demand  environment. 

The  best  way  to  survive  any  business  crisis  is  to  avoid  it  altogether.  That's  why 
Dur  management  software  is  designed  to  make  your  business  more  responsive 
han  ever.  It  lets  you  align  your  IT  to  fit  your  business  needs.  And  it's  seamlessly 
ntegrated.  As  a  result,  you  can  maximize  your  resources  and  increase 
Drofitability.  To  find  out  more  about  transforming  your  IT  environment  for 
business  success,  go  to  ca.com/management1. 

I  2003  Computer  Associates  International,  Inc.  (CA).  All  rights  reserved. 
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BY  ROBERT  BARKER 


What's  That  Smell 
At  Duane  Reade? 


The  trouble  with  value  stocks  is  that  the 
value  sometimes  gets  away.  That  may 
soon  happen  at  Duane  Reade,  New  York 
City's  dominant  drugstore  chain.  Along 
with  the  city,  Duane  Reade  suffered 
through  the  fierce  bear  market  in  stocks 
and,  worse,  September  11:  Its  most  lucra- 
tive store  had  been  a  World  Trade  Center 

fixture.  Such  extraordinary  woes,  plus  the  costs  of  an  ambi- 
tious expansion,  have  been  weighing  on  the  stock  (chart). 

Then,  two  days  before  Christmas,  a  surprise  arrived.  Duane 
Reade  announced  it  had  agreed  to  be  bought  out  by  Oak  Hill 
Capital  Partners,  a  private-equity  firm  founded  by  Texas 
billionaire  Robert  Bass.  That  day,  the  stock  rose  12%,  to  17  a 
share,  the  price  Oak  Hill  is  offering  public  shareholders.  "We 
are  confident  that  this  agreement  delivers  excellent  value," 
said  Duane  Reade  CEO  Anthony  Cuti.  Yet  some  big  investors 
beg  to  differ.  One,  Copper  Arch  Capital,  a  New  York  firm  with 
7.8%  of  Duane  Reade,  may  start  a  proxy  fight  to  kill  the  deal.  A 
letter  from  Copper  Arch  Chairman  Scott  Sipprelle  to  Duane 
Reade's  outside  directors  puts  the  company's  minimum  value 
at  $2775  a  share— some  $260  million  more  than  the  bid. 

THIS  WOULD  BE  OF  MERE  passing  interest  on  the  side- 
walks of  New  York,  and  of  nil  interest  beyond  the 
metropolis,  if  not  for  the  expectation  among  some  investors 
that  reforms  are  leveling  Wall  Street's  playing  field.  In 
this  case,  several  big  investors  are  crying  "tilt."  As  Roger 
King  of  King  Investment  Advisors,  holder  of  nearly  1.3 
million  Duane  Reade  shares,  told  me:  "Something  about 
this  just  doesn't  pass  the  smell  test." 

Founded  in  I960  as  one 
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store  in  lower  Manhattan,  the 
chain  by  1997  counted  67 
outlets.  Then  controlled  by 
Donaldson,  Lufkin  &  Jenrette, 
it  went  public  in  1998  at  16.50 
a  share.  The  stock  was  a  hit 
right  off,  opening  on  the  NYSE 
at  22.  With  this  and  a  2001  sale 
of  stock  at  34.50,  DLJ  (by  then 
a  part  of  Credit  Suisse  First 
Boston)  profited  handsomely 
on  its  investment,  having  paid 
$8.33  a  share. 


The  heroes  were  a  pair  of  DLJ  managing  directors,  Andi 
Nathanson  and  David  Jaffe.  After  Duane  Reade  went  publi 
both  also  sat  on  its  board,  where  Jaffe  still  serves  as  chairn 
of  the  compensation  committee.  Nathanson  left  the  board 
after  a  couple  of  years.  He  is  now  managing  partner  of  Oal 
Hill  Capital.  Yes,  this  is  the  same  Oak  Hill  that  is  offering  S 
a  share  to  buy  Duane  Reade.  Neither  Nathanson  nor  Jaffe, 
now  a  managing  director  of  private-equity  firm  Centre 
Partners  Management,  returned  my  phone  calls. 

A  proxy  statement  with  details  of  how  the  deal  came 
together  is  due  any  day.  One  plain  explanation  is  that  Duai 
Reade  still  faces  such  risks  that  it  drew  no  better  bid  than  ( 
Hill's.  But  longtime  investors  are  dubious.  They  note  that 
prospects  for  the  chain's  241  stores  are  brightening  in  step 
with  those  of  Wall  Street  and  the  metropolitan  economy.  F< 
traffic  is  rising  in  lower  Manhattan,  with  the  recent  reopen 
of  a  subway  stop  at  Ground  Zero  a  particular  boost.  They  a 
complain  that  Cuti  is  set  to  keep  his  job  and  share  in  Duan 
Reade's  revival  as  an  investor,  while  they  will  be  frozen  out 
"Duane  Greed"  is  what  one  investor  now  calls  the  compan 

A  value-investing  firm  with  over  10%  of  Duane  Reade  i 
Westport  Asset  Management.  It  has  held  its  stake  since 
1998.  Chief  Investment  Officer  Andy  Knuth  sees  Duane 
Reade  very  simply.  "If  a  private  equity  group  thinks  it's 
worth  $17  [a  share]  now,  then  they  must  think  ifs  worth 
more  later,"  he  told  me.  And  with  Cuti  keeping  an  equity 
stake,  he  adds:  "I  bet  there  will  be  an  initial  public  offerir 
of  the  company  within  three  years."  No  reformer  has  yet 
changed  this  Wall  Street  rule:  Value  investing  is  good;  vai 
investing  from  the  inside  can't  be  beat.  ■ 

E-mail:  rb@businessweek. 
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Solutions  that  take  cost  out  of  your  business... 
...no  matter  where  your  company  does  business. 


Home  Based 


Branch  Office 


BackOffice 


Road-Warrior  i 


he  Brother  Advantage 

Comprehensive  selection 

-  Increased  productivity 
r  Lower  acquisition  costs 
y  Reduced  consumable  costs 

-  24/7/365  support  and  service 
*  Free  evaluation  program 
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Desktop  User  Solutions  Color  Laser  Solutions 


Murti-Function  Solutions 
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Network  Printer  Solutions  Fax 


Brother  Printer,  Fax  and  Multi-Function  Center®  models  — 
designed  to  increase  productivity  while  decreasing  overhead. 

Considering  that  over  94%  of  Fortune  1000  company  employees*  work 
outside  corporate  headquarters,  equipping  them  with  a  cost-effective 
solution  is,  to  say  the  least,  a  major  challenge. 

That's  why  Brother's  Commercial  Division  is  committed  to  providing 
superior  and  reliable  imaging  solutions  that  increase  productivity  while 
reducing  costs.  This  enables  businesses  like  yours  to  effectively  address 
critical  organizational  goals  and  challenges. 

But  it  is  our  product  reliability,  coupled  with  a  responsive  nationwide 
support  and  service  network,  that  has  companies  like  yours  putting 
Brother  at  the  top  of  their  requisition  lists. 

Brother's  Commercial  Division  welcomes  the  opportunity  to  put  our 
resources  to  work  for  you.  Contact  us  today  so  we  can  show  you  how  we 
can  positively  impact  your  bottom  line  while  enhancing  your  performance. 

For  more  information,  call  1-866-455-7713. 

*  Purchase  Influence  in  Larger  American  Businesses  (Erdos  &  Morgan,  2001). 


At  your  side. 
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BANK  OF  AMERICA  IS  SITTING  MIGHTY  PRETTY  FOR  A  MERGER. 
THE  SPEED  PICKS  UP  AT  AMERICAN  AXLE  &  MANUFACTURING. 
CHINADOTCOM'S  TECH  POTENTIAL  IN  ASIA  IS  ENORMOUS. 
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Who's  Courting  Bof  A? 

WITH  BANKING  mergers  and  acquisitions  heating  up, 
some  big  U.S.  and  European  banks  are  eyeing  Bank 
of  America  (BAC)  as  a  possible  partner.  So  say  pros 
who  have  been  buying  shares.  On  fundamentals  alone,  BofA 
stock,  now  at  81.99,  is  worth  96,  says 
Jeffrey  Kleintop  of  PNC  Advisors, 
which  owns  shares.  BofA's  strategy  is 
to  be  an  acquisitor,  "but  it  could  be  a 
target,"  he  says,  because  of  its  hefty 
slice  of  U.S.  consumer  and  commercial 
banking— serving  21  million 
households  and  2  million  businesses. 
BofA  is  now  acquiring  FleetBoston 
Financial.'Tm  not  sure  with  whom, 
but  there's  an  opportunity  [for  BofA] 
for  an  overseas  partnership,"  says 
Kleintop.  Second  only  to  Citigroup  in 
assets,  BofA  will  drop  to  third  place  in  June  after  J.P.  Morgan 
Chase  closes  its  purchase  of  Bank  One.  The  biggies— 
Citigroup,  Deutsche  Bank,  and  BNP  Paribas— have  said  they 
are  focusing  on  acquisitions.  Kleintop  says  the  revival  of 
M&As,  the  bank's  highest-margin  business,  bodes  well  for 
BofA  as  it  ranked  No.  3  in  U.S.  deals  in  the  past  quarter.  On 
the  rise,  too,  are  investment  banking,  brokerage,  and  asset 
management.  At  its  price- earnings  ratio  of  11  and  its  dividend 
yield  of  4%,  BofA  is  cheap,  says  Kleintop,  who  sees  it  earning 
$7.15  a  share  in  2004  and  $7.80  in  2005.  Also  high  on  BofA  is 
investment  pro  Archie  MacAllaster,  chairman  of  MacAllaster 
Pitfield  MacKay  Capital,  which  owns  shares.  BofA  is  a  must- 
buy,  he  says.  He  sees  dividends  rising  this  year  from  $3.20  a 
share  to  $3.50.  BofA  declined  comment. 

American  Axle 
Goes  Whirling  Ahead 

IT  HAS  BEEN  a  wild  ride  for  American  Axle  &  Manufac- 
turing Holdings  (AXL)  since  General  Motors  spun  it  off  in 
1999  at  17  a  share.  The  stock  has  zoomed  to  41.  Tony  Dong 
of  Munder  Capital  Management,  who  owns  shares,  says  the 
maker  of  drivelines  and  chassis  for  trucks,  SUVs,  and  cars  has 
a  ways  to  run.  "Axle  is  a  play  on  the  strong  truck  market," 
says  Dong.  At  9.7  times  consensus  2004  earnings  estimate  of 
$3.98  a  share,  Axle  is  cheap  compared  with  its  peers,  he  says. 
It  is  cash  rich,  with  an  estimated  free  cash  flow  this  year  of 
$200  million.  Axle  will  repurchase  2.5  million  shares  in  2004, 


IT  KEEPS  ON 

TRUCKIN' 


AMERICAN  AXLE 
MANUFACTURE. 
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but  that,  he  says,  won't  prevent  it  from 
initiating  a  dividend.  Jon  Rogers  of 
Wachovia  Securities,  which  has  done 
banking  for  Axle,  rates  it  outperform, 
with  a  six-month  target  of  46.  He  sees 
it  paying  out  36$  a  share  in  2004,  on 
profits  per  share  of  $4.05— up  from 
$3.65  in  2003  and  rising  to  $4.25  in 
2005.  With  its  "strong  performance 
quarter  after  quarter,  Axle  is  a  most 
attractive  bargain,"  says  Rogers. 

How  Chinadotcom 
Works  the  Phones 

LIKE  ITS  NET  BRETHREN,  Chinadotcom  (CHINA)  we 
crazy  during  the  bubble:  After  an  initial  public  offeri 
in  1999  at  20  a  share,  it  soared  to  85  in  2000,  diving 
1.80  in  2001.  The  stock  has  come  back— to  10.95  by  Feb.  11 
If  s  making  money,  at  last.  Based  in  Vancouver,  B.C., 
Chinadotcom  makes  software  for  back-office  work  as  well 
systems  for  Chinese-made  mobile  phones  to  get  and  store 
information  such  as  news  and  stock  quotes.  Jason  Bruesch 
of  Pacific  Growth  Equities,  who  rates  it  outperform,  estima 
2003  earnings  at  $13.4  million,  or  13<t 
a  share,  on  sales  of  $87  million.  And  in 
2004,  he  sees  net  profits  of  $37.7 
million,  or  36<t,  on  $236  million. 
Brueschke  sees  huge  potential  in  both 
software  and  wireless.  He  estimates 
that  the  300  million  wireless  phone 
subscribers  will  jump  to  500  million  by 
2007.  Such  fast  growth  justifies  the 
stocks  rich  p-e,  he  adds.  With  cash  of 
$3.58  a  share,  a  software  business 
worth  $10,  and  the  phones  $8,  if  s  a 
bargain,  says  Brueschke.  The  company 
will  spin  off  its  wireless  business  soon.  Patrick  Lin  of 
Primarius  Capital,  which  owns  shares,  says  the  phone  IPO 
could  be  priced  at  $5  to  $8.  Lin  says  Chinadotcom  is  a  way 
play  "companies  with  strong  earnings  growth  in  Asia/ 


r.iisiiH'sxUtvk  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m. 
EST  on  CNNfn's  The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  thei 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investme 
banking  or  other  financial  relationships  with  them. 
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DREAMS  OF  EXPANDING  OVERSEAS. 


DREAMS  OF  SCALING  THE  MATTERHORN 


lV\  IM  ISIYJIKII  l«UM 


Ve  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a 
)roven  record  of  success.  Friedman  Billings  Ramsey  ranked  as  the  #3  underwriter  of  IPOs  in  2003.' 
n  addition,  FBR  ranks  #1  among  all  major  investment  banks  for  the  1,  3  and  5  year  periods  ending  12/31/03 
or  the  aftermarket  performance  of  our  lead-managed  equity  underwritings.'  So  dream  big.  Whatever 
'our  vision  may  be,  we'll  be  with  you  every  step  of  the  way.  For  more  information,  please  visit  fbr.com. 


FBR 

Friedman  Billings  Ramsey 

CAPITAL  FOR 
YOUR  CONQUEST 


urce  is  Oeallogic.  'Relates  to  total  $  amount,  w/over-allotment.  of  US  IPOs  priced  between  1/1/03  and  12/31/03.  with  full  credit  to  all  oookrunners,  excluding  American  Depository  Receipts  and  closed-end  funds,  t  Relates  to  all 
>lic  US  equity  transactions  (IPOs  and  secondaries/follow-ons.  excluding  closed-end  funds)  and  all  industries  Transactions  and  performance  priced  thru  12/31/03.  Non-weighted  average  aftermarket  performance  Ranked  among 
lead  managing  underwriters  of  more  than  10  transactions  for  the  1  year  period,  and  more  than  30  transactions  'or  the  3  and  5  year  periods. 
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SUMMIT    &    EXPO  3  III  ON 


June  2-4,  2004 

Washington  Convention  Center,  Washington,  D.C. 

Taking  Action,  Making  Progress 

Threats  don't  affect  a  single  city  or  industry.  They  cross  bound- 
aries— political,  organizational,  and  economic.  The  responsibility  for 
protecting  critical  infrastructure  from  terrorism  is  a  collaborative 
effort,  bringing  aerospace,  computer  networks,  financial  institutions, 
energy  suppliers  and  government  agencies  together. 

Don't  Miss  litis  Progressive  Need-to-Koow  Summit! 

Identify  centers  of  excellence  and  share  stories  of  successful  cross 
i    iustry  public-private  collaborations. 

?o  Reserve  Your  Piece  or  (or  Complete  Details 

on  Attending,  Exhibiting,  or  Sponsoring: 

800-240-7645  ext.7  (U.S.  and  Canada  only) 
e  information  online  at  www.mcgraw-hill.com/summit 


•  The  Color  Code:  What  concrete  actions 
should  organizations  and  municipalities  tat! 
when  the  threat  level  changes? 

INFORMATION  SHARING  ! 

•  Critical  Communications:  How  can  federal  ager , 
get  intelligence  to  state  and  local  officials  c 
the  front  lines  of  the  war  on  terrorism? 
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Standard  &  Poors 


U.S.  MARKETS 

FEB.  U 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P  500 

1157.8 

2.8 

4.1 

39.6 

Dow  Jones  Industrials 

10,737.7 

2.6 

2.7 

36.9 

NASDAQ  Composite 

2089.7 

3.7 

4.3 

61.3 

S&P  MidCap  400 

605.7 

4.1 

5.2 

49.7 

S&P  SmallCap  600 
Wilshire  5000 

SECTORS 

286.7 

11,293.4 

5.5 
3.1 

6.0 

4.6 

56.1 
43.4 

BusinessWeek  50* 

641.3 

1.4 

3.1 

25.5 

BW  Info  Tech  100" 

363.7 

3.1 

3.8 

44.9 

S&P/BARRA  Growth 

577.8 

2.1 

33 

35.3 

S&P/BARRA  Value 

575.7 

3.4 

4.3 

44.1 

S&P  Energy 

233.1 

3.6 

4.0 

31.5 

S&P  Financials 

401.8 

3.1 

5.8 

45.7 

S&P  REIT 

123.4 

3.3 

6.6 

42.0 

S&P  Transportation 

195.6 

2.7 

-3.1 

23.3 

S&P  Utilities 

121.2 

1.6 

2.4 

35.9 

GSTI  Internet 

149.8 

5.5 

3.6 

102.3 

PSE  Technology 

750.1 

4.1 

7.6 

68.9 

GLOBAL  MARKETS  feb.ii  week 

S&P  Euro  Plus  (U.S.  Dollar)  1263.4  4.6 

London  (FT-SE 100)  4396.0  -0.1 

Paris  (CAC  40)  36773  1.9 

Frankfurt  (DAX)  4122.2  2.3 

Tokyo  (NIKKEI  225)  10,365.4  -0.8 

Hong  Kong  (Hang  Seng)  13,524.8  3.3 

Toronto  (S&P/TSX  Composite)  8767.7  2.7 

Mexico  City  (IPC)  9875.3  2.1 


%  CHANGE 
YEAR  TO      LAST  12 
DATE        MONTHS 


FUNDAMENTALS  febio 

S&P  500  Dividend  Yield  1.53% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  23.5 

S&P  500  P/E  Ratio  (Next  12  mos.)*  18.4 

First  Call  Earnings  Revision*  0.76% 


72 
-1.8 
3.4 
4.0 
-23 
7.5 
6.7 
12.3 

WEEK  AGO 

1.54% 

23.8 

18.2 

1.21% 


58.1 
19.8 
29.4 
56.9 
22.2 
45.2 
35.4 
70.9 

YEAR  AGO 

133% 
29.2 
15.0 
-2.43% 
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TECHNICAL  INDICATORS 

FEB.  10 

•First  Call  Corp, 
WEEK  AGO       READING 

S&P  500  200-day  average 

1027.0 

1021.2       Positive 

Stocks  above  200-day  average 

89.0% 

89.0%   Negative 

Options:  Put/call  ratio 

0.64 

0.70        Neutral 

Insiders:  Vickers  NYSE  Sell/buy  ratio 

5.74 

5.24      Negative 

BEST-PERFORMING 
GROUPS 


LAST 

MONTH  % 


LAST  12 

MONTHS  % 


Wireless  Services 

20.1 

Internet  Software 

161.7 

Health-Care  Supplies 

15.0 

Divsfd.  Metals  &  Mining 

142.2 

Home  Furnishings 

14.2 

Instrumentation 

126.9 

Oil  &  Gas  Equipment 

13.8 

Wireless  Services 

108.2 

Motorcycles 

13.1 

Semiconductors 

106.5 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                    LEADERS 

% 

Real  Estate 

5.9 

Latin  America 

84.0 

Health 

5.4 

Technology 

73.7 

Financial 

4.2 

Diversified  Emerg.  Mkts. 

69.9 

Europe 

LAGGARDS 

2.8 

Pacific/Asia  ex- Japan 

LAGGARDS 

62.9 

Precious  Metals 

-4.3 

Domestic  Hybrid 

26.1 

Latin  America 

-3.0 

Miscellaneous 

29.6 

Japan 

-2.8 

Utilities 

35.5 

Diversified  Pacific/Asia       -1.4     International  Hybrid 


35.8 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 


%      52-WEEK  TOTAL  RETURN 


LEADERS 

American  Heritage  22.2 

ProFds.  Wrlss.  Ultsr.  Inv.  14.8 

Live  Oak  Health  Sciences  10.0 

PFds.  Real  Est.  Ult.  Inv.  9.5 

LAGGARDS 

iShares  MSCI  Brazil  Index  -9.5 

Grand  Prix  A  -9.2 

ProFds.  Smicdr.  Ultsr.  Inv.  -9.2 

Corbin  Small  Cap  Value  -7.9 


LEADERS 

Apex  Mid  Cap  Growth  174.4 

Reynolds  173.4 

ProFds.  Smicdr.  Ultsr.  Inv.  164.8 

PFds.  Ult.  Sm.  Cap  Inv.  156.6 

LAGGARDS 

Rydex  Dynam.  Vent.  100  -64.5 

ProFunds  UrtSh.  OTC  Inv.  -64.4 

ProFunds  UltraBear  Inv.  -52.4 

Rydex  Dyn.  Tempest  500  -52.4 


WORST-PERFORMING  ^                                    M1]2 

GROUPS                                 MONTH  %                                                MONTHS  % 

Automobiles 

-9.5 

Photographic  Products     -2.3 

Semiconductor  Equip. 

-8.7 

Health-Care  Facilities        3.2 

Broadcasting 

-7.3 

Trading  Cos.  &  Distribs.      6.0 

Gold  Mining 

-6.6 

Brewers                          10.0 

Airlines 

-6.2 

Airlines                          10.4 

INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


FE3  11 

WEEK  AGO 

YEAR AGO 

0.60% 

0.60% 

031% 

032 

0.92 

L16 

1.71 

1.76 

1.60 

4.03 

4.11 

331 

430 

4.96 

4.84 

5.61 

5.61       530 

tBanxQuote.  Inc. 

10- YR.  BOND 

30-YR.  BOND 

General  Obligations 

3.45% 

4.37% 

Taxable  Equivalent 

4.93 

6.24 

Insured  Revenue  Bonds 

3.61 

4.71 

Taxable  Equivalent 

5.16 

6.73 

THE  WEEK  AHEAD 


STRIAL  PRODUCTION 

;day,  Feb.  17,  9:15  a.m. 

»  Factory  output  probably 
ased  0.2%  in  January,  after  a 
gain  in  December.  That's 
d  on  the  median  forecast  of 
omists  surveyed  by  Informa 
3l  Markets.  The  average 
sting  rate  most  likely  nudged 
75.9%,  from  75.8%. 
DENTIAL  CONSTRUCTION 
Inesday  Feb.  18,  8:30 

EST  » January  housing 


starts  are  expected  to  have  held 
virtually  unchanged  at  an  annual 
rate  of  2.1  million. 
PRODUCER  PRICE  INDEX 
Thursday,  Feb.  19,  8:30  a.m. 
EST  »  Producer  prices  during 
January  probably  rose  0.2%,  after 
climbing  0.3%  in  December.  Minus 
food  and  energy,  core  prices  most 
likely  increased  0.1%,  reversing  the 
0.1%  fall  in  December. 
LEADING  INDICATORS  Thursday, 
Feb.  19, 10  a.m.  EST))  The 


Conference  Board's  January  index 
of  leading  economic  indicators 
very  likely  increased  by  0.3%,  after 
improving  by  0.2%  in  December. 
CONSUMER  PRICE  INDEX  Friday, 
Feb.  20,  8:30  a.m.  EST  » 
January  consumer  prices  for 
goods  and  services  are  forecast  to 
have  moved  up  by  0.2%.  Excluding 
the  more  volatile  food  and  energy 
components,  prices  likely  inched 
0.1%  higher  for  the  second 
consecutive  period. 


The  BusinessWeek  production  index 
slipped  to  212.7  over  the  week  ended 
Jan.  31,  but  remained  9.2%  higher 
than  a  year  ago.  Before  calculation  of 
the  four-week  moving  average,  the 
index  eased  to  211.9. 


BusinessWeek  online 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com/hiagazine/extra.litm 
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Bad  Idea: 

THINKING  TRADITIONAL  MUTUAL  FUNDS 

ARE  THE  ONLY  WAY  TO  DIVERSIFY. 


Good  Idea: 

KNOWING  EXCHANGE  TRADED  FUNDS 

ARE  AN  ALTERNATIVE. 


ETFs  AT  Ameritrade.  A  low-cost  way  to  invest. 


With  the  current  state  of  traditional  mutual  funds,  you 
may  be  rethinking  your  long-term  investing  strategy.  If 
so,  consider  your  alternative:  ETFs  at  Ameritrade! 

What  are  ETFs?  ETFs  are  baskets  of  securities  that  track 
highly  recognized  indexes.  They  have  a  low-cost  expense 
ratio  and  offer  diversified,  long-term  benefits.  Plus  tax 
benefits.  They  generate  fewer  capital  gains  than  actively 
managed  mutual  funds  due  to  low  turnover  of  the  securities 
that  comprise  the  portfolio.  And  unlike  traditional  mutual 
funds,  you  can  trade  ETFs  just  like  single  stocks. 

At  Ameritrade,  you  can  trade  ETFs  online  for  a  flat  rate  of 
only  $10.99.  With  no  trading  minimums.you  always  get 
the  same  low  rate  on  Internet  equity  trades  no  matter 
how  many  shares  you  trade:  $10.99?* 

And  those  who  qualify  can  take  advantage  of  Ameritrade 
Apex,™  our  elite  program  for  active  traders!  If  you  make 
10  trades  per  month  for  three  months  or  have  a  $iooK 
minimum  account  balance,  look  forward  to  special  benefits 


and  privileges.  Open  an  Ameritrade®  account  today. 
Rethinking  the  long  term  has  never  been  easier. 

Make  a  move.  Open  an  account  today  and  your  Internet 
equity  trades  will  be  commission-free  for  5  weeks 
(up  to  25  trades)?  Co  to  www.ameritrade.com/etf/ 
or  call  888.270.0218. 


WITH  AN  ETF  AT  AMERITRADE,  YOU  GET: 


ALL  THE  BENEFITS  OF  AN  AMERITRADE  ACCOUNT 


A  LONG-TERM  INVESTMENT  VEHICLE 


A  LOW  TAX  INVESTMENT  VEHICLE 


AN  ALTERNATIVE  TO  TRADITIONAL  MUTUAL  FUNDS 


A  LOW-COST  EXPENSE  RATIO 


DIVERSIFIED  ASSETS 


AMERITRADE  "A: 


TRADE  COMMISSION-FREE  FOR  5  WEEKS. 
SIGN  UP  NOW.  CALL  888.270.0218  OR  VISIT  WWW.AMERITRADE.COM/ETF/ 


'Exchange  Traded  Funds  (ETFs)  are  registered  investment  company  shares  that  trade  on  exchanges.  Frequent  dollar  cost  averaging  may  generate  trading  costs 
outweigh  any  cost  benefit  over  a  traditional  mutual  fund.  Active  traders  may  not  experience  the  same  ETF  cost  benefits  as  long-term  investors.  ETFs  trade  at  current  ma 
price.  Trading  prices  are  subject  to  market  pressure  and  may  not  reflect  the  actual  Net  Asset  Value  of  the  fund.  Some  ETFs  are  subject  to  more  risk  than  others.  Alv 
read  a  prospectus  before  making  an  investment  decision.  "Orders  executed  in  multiple  lots  on  the  same  day  are  charged  a  single  commission.  Orders  partially  execi 
over  multipl?  trading  days  are  subject  to  commission  charges  for  each  trading  day.  Market  volatility,  volume,  and  system  availability  may  delay  account  access  and  ti 
executions.  tApex  qualification  reviewed  every  three  months.  Some  Apex  benefits  are  not  available  to  IRAs.  ttOffer  valid  for  new  Individual  and  Joint  cash  accoi 
opened  and  funded  with  at  least  $1,000  through  4/06/04.  Offer  not  valid  for  IRAs  and  other  tax-exempt  accounts  or  entities,  or  with  any  other  offer.  Limit  one  offer 
promotion.  Offer  is  not  transferable  and  not  valid  for  current  Ameritrade  clients.  Qualified  Internet  equity  orders  must  execute  within  35  days  of  account  fund 
Account  must  remain  open  with  minimum  funding  for  6  months.  Accounts  open  for  more  than  6  months  with  a  value  below  $2,000  are  subject  to  a  $15  quarterly  mainten; 
fee  Accounts  with  at  least  four  executed  trades  in  the  previous  six  months  and  Beneficiary  accounts  are  excluded  from  this  fee.  Ameritrade  reserves  the  right  to  res" 
or  revoke  this  offer  at  any  time.  This  is  not  an  offer  or  solicitation  in  any  jurisdiction  where  we  are  not  authorized  to  do  business.  Ameritrade,  Division  of  Ameritrade, 
member  NASD/SIPC.  Ameritrade  and  Ameritrade  logos  are  trademarks  or  registered  trademarks  of  Ameritrade  IP  Company,  Inc.  ©2004  Ameritrade  IP  Company,  Inc 
=rved.  Used  with  permission. 


SPECIAL  ADVERTISING  SECTION 


ETFs  Attract 


Nest- 


Money 


Exchange-traded  funds,  long  favored  by 
active  traders  for  their  liquidity,  are  now 

finding  broad  appeal 
among  long-term 
investors  thanks  to 
their  ultra-low  fees 
and  tax  efficiency. 


Daily  trading  volume  in  exchange-traded  funds,  or  ETFs,  reached  1 70  million  shares 
in  December,  up  1 8.9%  year-over-year,  according  to  a  recent  report  by  Morgan  Stanley. 
That's  of  little  surprise  to  day  traders.  They've  long  used  these  instruments,  which 
trade  just  like  stocks,  as  a  convenient  way  to  bet  on  intraday  market  movements.  But 
ETFs  are  now  increasingly  used  for  what  Kevin  Ireland,  vice  president  of  the  American  Stock 
Exchange's  ETF  Marketplace,  calls  "sticky  money" —  the  long-term  savings  of  ordinary  investors. 


"The  amount  of  sticky  money 
coming  in  has  definitely  increased  over 
the  past  couple  of  years,"  says  Ireland. 
"Many  of  the  major  wire-houses  are 
now  working  ETFs  into  the  asset  allo- 
cation plans  they  develop  for  clients 
just  like  they  do  with  mutual  funds." 

Indeed,  Nasdaq  figures  suggest  a 
strong  increase  in  ETF  purchases 


among  buy-and-hold  investors.  In  the 
summer  of  2000,  the  Nasdaq  100  Trust 
(symbol  QQQ,  often  called  "the  Qs") 
had  an  average  daily  trading  volume  of 
40  million  shares  on  140  million 
shares  outstanding.  Now,  daily  vol- 
ume is  85  million  shares  on  700  mil- 
lion shares  outstanding.  Nasdaq  offi- 
cials say  the  drop  in  turnover  as  a 


percentage  of  total  shares  means  more 
investors  are  stashing  ETF  shares 
away  in  their  long-term  accounts. 

And  the  number  of  ETF  choices 
is  exploding.  A  few  years  ago  there 
were  just  a  handful;  now,  there  are 
118.  In  addition  to  40  broad-index- 
based  ETFs,  there  are  32  that  track 
specific  sectors,  41  based  on  global  or 
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international  indexes,  and  five  based 
on  bond  indexes.  More  ETFs  are  on 
the  way. 

Omaha-based  broker  AmeriTrade 
will  soon  launch  an  ETF  center  on  its 
site,  complete  with  asset  allocation 
and  portfolio  rebalancing  tools.  "The 
key  to  long-term  investing  is  asset 
allocation,"  says  Mike  Feigeles,  EVP 
of  Special  Projects  at  AmeriTrade. 
"We  want  to  champion  the  idea  of 
doing  that  with  ETFs." 

Mutual  Appeal 

Why  have  these  instruments  become 
so  popular  among  traders  and  long- 
term  investors  alike?  ETFs  combine 
certain  benefits  of  stocks  and  mutual 
funds.  Like  mutual  funds,  ETFs  rep- 
resent ownership  of  a  basket  of  under- 
lying securities.  They're  generally  not 
actively  managed,  making  them  sim- 
ilar to  index-based  mutual  funds.  For 
example,  the  QQQ,  the  ETF  with  the 
highest  daily  trading  volume,  tracks 
the  Nasdaq  ioo  index.  Other  popular 
ETFs  include  the  Standard  &  Poor's 
Depository  Receipts  (symbol  SPY, 
called  "Spiders"),  which  tracks  the 
S&P  500  index,  and  the  Diamonds 
Trust  (DIA),  which  tracks  the  Dow 
Jones  Industrial  Average. 

ETF  fees  are  generally  lower  than 
those  of  any  mutual  fund,  including 
the  least-expensive  index  funds.  Spi- 
ders, for  example,  charge  just  0.12% 
annually  in  internal  fees,  compared 
with  0.18%  for  the  Vanguard  500 
Index  fund.  Moreover,  the  low 
turnover  of  these  passively  managed 
products  also  minimizes  taxes,  mak- 
ing ETFs  a  good  fit  for  taxable  as  well 
as  tax-deferred  accounts. 

While  ETFs  share  many  attribut- 
es with  mutual  funds,  they  differ  in 
important  ways.  Like  stocks,  ETFs 
can  be  bought  on  margin,  which  is 


WEB  SITES  TO  WATCH 


http://www.ameritrade.com/ 
http://www.amex.com/ 


particularly  important  to  active 
traders.  Unlike  stocks,  ETFs  can  be 
sold  short  without  waiting  for  an  up- 
tick,  a  key  benefit  during  periods  of 
high  market  volatility.  By  contrast, 
open-end  mutual  funds  can't  be  bor- 
rowed against  and  can't  be  shorted 
under  any  circumstance. 

Spitzer-Proof 

ETFs  can  be  bought  or  sold  anytime 
during  the  trading  day.  Mutual  funds 
are  repriced  once  daily.  This  is  par- 
ticularly important  to  investors  right 
now,  given  the  recent  revelations  of 
mutual  fund  trading  abuses. 

Last  September,  New  York  Attor- 
ney General  Eliot  Spitzer  alleged  that 
several  mutual  fund  companies  were 
allowing  privileged  clients  to  engage  in 

4«_  so-called  late  trading,  the 
Hii  buying  or  selling  of 


"We  use  both  ETFs  and  mutual 
funds  for  our  clients,"  says  Bradley 
Teets,  president  of  Punta  Gorda, 
Fla. -based  advisory  firm  Koch,  Dees 
and  Teets.  "ETFs  are  increasing  in 
popularity,  but  we  haven't  seen  clients 
jump  out  of  one  and  into  the  other." 
Two  future  developments  could 
give  ETFs  even  broader  appeal. 
Periodic-investment  programs  which 
allow  ETF  buyers  to  make  regular, 
automated  purchases  for  a  set  month- 
ly fee  should  be  popular  among 
smaller  investors.  Also,  active  man- 
agement may  be  on  the  way. 

"That's  the  next  step,"  says  Nas- 
daq's John  Jacobs,  known  on  Wall 
Street  as  the  father  of  the  QQQs. 
Jacobs  created  the  Qs  after  watching 
the  then-little-known  Spiders  gain  a 
strong  following  among  professional 
traders.  "Investors  looking  for  profes- 


ETF  fees  are  generally  lower 
than  those  of  any  mutual 
fund,  including  the 
least-expensive  index  funds. 


fund  shares  on  after-market  news, 
before  they're  repriced  the  next  day. 
It's  easy  money,  but  it's  illegal. 
Although  the  losses  to  individual 
investors  have  proved  to  be  relatively 
small,  some  in  the  financial  media  have 
speculated  that  mutual  fund  holders 
would  be  lured  en  masse  to  ETFs. 

That  hasn't  quite  happened;  fig- 
ures show  that  while  ETFs  are  grow- 
ing more  quickly  than  mutual  funds, 
cash  flows  for  both  remain  strong. 
Assets  of  ETFs  increased  by  $12.57 
billion  to  $150.98  in  December,  while 
mutual  funds  had  net  inflows  of 
$15.58  billion,  bringing  their  total 
assets  to  $7.4  trillion,  according  to  The 
Investment  Company  Institute,  a 
Washington,  D.C.-based  trade  group. 


sional  advice  will  be  able  to  buy  ETF 
shares  based  on  their  favorite  fund 
manager's  portfolio,"  says  Jacobs. 

One  thing  is  clear:  over  the  next 
decade,  long-term  investors  will  have 
more  choices  of  packaged  invest- 
ments than  ever  before.  Whether  they 
choose  ETFs  or  mutual  funds,  active  or 
passive  management,  using  an  advis- 
er's help  or  going  it  alone,  fees  should 
remain  quite  low  as  firms  compete  to 
not  only  bring  in  customers'  dollars, 
but  to  keep  them  sticking  around.  • 

For  more  information  on  Special 
Advertising  Sections  please  contact 
Stacy  Sass  McAmtlty,  Director, 
Worldwide  Special  Advertising  Sections, 
telephone  212  512-6296,  email  stacy_ 
sass-mcanulty@businessweek.com 


imonds:  the  30  blue-chip  stocks  of  the  Dow  Jones  Industrial  Average  in  one  share, 
d  out  more:  visit 'www.amex.com/DIA  or  call  i-Soo-THE  AMEX. 


What  to  look  for  in  a  Diamond 


J 


Coca-Cola 


Communications 


American  Express 


Citigroup 


United  Technologies 


Eastman  Kodak 


International  Pa 


Motors 


General  Electric 


Hewlett-Packard 


Home  Depot 


Here's  a  hefty  little 
gem  to  consider.  Diamonds 
are  all  30  slocks  of  the 
Dowjones  Industrial 
Average  wrapped  up  in 
one  convenient  exchange 
traded  fund.  Which  gives 
your  portfolio  a  diverse 
blue-chip  foundation  in 
a  single  transaction. 

Each  Diamond  share 
(DIA)  represents  all  of 
The  Dow's  companies, 
jusl  like  a  traditional 
index  fund.  But  you  can 
buy  and  sell  Diamonds 
all  day  long,  jusl  like  a 
slock.  So  they're  the  besl 
of  both  worlds — made  even 
better  by  tax  efficiency 
and  low  management  fees? 

Diamonds  are  one  of 
IOO+  exchange  traded 
funds  lisled  on  the 
American  Stock  Exchange. 
Ask  your  advisor  for 
details  and  learn  why 
these  Diamonds  have  their 
own  unique  brilliance. 

THE    DOW     INDUSTRIALS 

DIAMONDS 
AMERICAN 

STOCK  EXCHANGE' 


sual  brokerage  commission  applies.  For  more  complete  Diamonds  information  and  prospectus  including  potential  risks,  cnll 
•  OO-THE  AMEX  or  visit  www.-amex.com/DlA.  Read  prospectus  carefully  before  in 

,PS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  Diamonds  Trust,  a  unit  investment  trust. 

amonds  are  subject  to  risks  similar  to  those  of  stocks.  Investment  returns  will  fluctuate  and  are  subject  to  market  volatility, 
that  an  investor's  shares,  when  redeemed  or  sold,  may  be  worth  more  or  less  than  their  original  cost.  Past  performance  is 
guarantee  of  future  results. 

w  Jones  Industrial  Average,™  "ITie  Dow'  and  Diamonds''  are  trademarks  of  Dow  Jones  &  Company.  Inc.,  and  have  been  licensed  for  u 

R  Services  LLC  and  the  American  Slock  Exchange  LLC.  pursuant  to  a  license  Agreement  with  Dowjones.  Diamonds  are  not  sponsored, 

Jorsed.  sold  or  promoted  by  Dowjones  and  Dowjones  makes  no  representation  regarding  the  advisabilit  Diamonds. 

!003  AMERJ' 


The  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 


A 

ABC(DIS)42 
ACNielsenl6 
Adelphia  88 
AIG(AIG)50 
American  Airlines  (AMR) 
18,60 

American  Axle  (AXL)  130 
American  Century  126 
AMR  (AMR)  60 
Aparlnfotech56 
Apple  (AAPL)  18, 60. 106 
Arbrtron  (ARB)  16 
Arden  Realty  (ARI)  45 
AT&T  (T)  42 
AT&T  Broadband  34 
Audi  86 


B 

Bank  of  America  (BAC) 
130 

Bank  One  (ONE)  130 
Beachwood  Resort  124 
Best  Buy  (BBY)  16, 50 
Big  Bend  River  Tours  115 
BMW  86 
BNPParibasl30 
BP(BP)54 
BSkyB(BSY)34 


Cablevision(CVC)34 
Caterpillar  (CAT)  60. 62 
CeibadelMarSpaD8 
Charles  Schwab  (SCH) 

104 
ChevronTexaco(CVX)54, 

60 
Chinadotcom  (CHINA) 

130 

Cibolo  Creek  Ranch  115 
Cisco(CSC0)50.60 
CIT(CIT)60 

Citigroup  (C)60, 62, 130 
ClearChannel(CCU)16 
TWX)34 


Coca-Cola  (KO)  50, 90 
Cole  National  (CNJ)  106 
Comcast  (CMCSK)  34, 

42,140 

ConocoPhillips(C0P)60 
Continental  Airlines  (CAL) 

118 

Copper  Arch  Capital  128 
Credit  Suisse  (CSR)  88, 

128 


D 

Dalbarl26 

Dashboard  Technology 
45 

Deere  (DE)  47 
Dell  (DELL)  14, 47 
Delta  Air  Lines  (DAL)  106 
Deutsche  Bank  (DB)  130 
Digital  Fashion  113 
DirecTV  34, 140 
DU 100, 128 
Domino's  90 
Dresdner  Kleinwort  54 
DuaneReade(DRD)128 


EchoStar  (DISH)  34 
El  Al  56 

Electronic  Arts  (ERTS)  90 
E-Loan  45 
EMC  (EMC)  14 
Emerson  Electric  (EMR) 

47 

Enron  18, 88 
ESPN  90 

Evermore  Software  16 
Exxon  Mobil  (XOM)  54. 

60 


Fidelity  Investments  102. 
126 

FleetBoston  (FBF)  130 
Forrester  Research 
(F0RR)26,34 
Four  Seasons (FS)  120 


Fox  (FOX)  34 
FX90 

G 

Gage  Hotel  115 
GE(GE)34 

GM(GM)14.49,106,130 
Grubb&  Ellis  90 


H 

Halliburton  (HAL)  88 
HealthSouth(HLSH)88 
Hewlett-Packard  (HPQ) 
106 
H.J.  Heinz  (HNZ)  47 


IBM  (IBM)  14, 60, 62, 106 

IDC  50, 62 
lnFocus24 
ING(ING)54 
Integrated  Data  104 
Intel  (INTC)  50. 60, 62 
International  Speedway 

(ISCA)90 
Ipsos  U.S.  Public  Affairs 

44 
Israel  Chemicals  56 


Jacobs  &  Associates  86 

Janus  126 

JCDecauxl6 

J.D.Power  49 

J.K.  Drugs  56 

John  Hancock  (JHF)  90 

Johnson  &  Johnson  (JNJ) 

18 
J.R  Morgan  Chase  (JPM) 

130 
Juniper  Networks  (JNPR) 

50 


King  Investment  128 
Knight  Vinke  54 


L 

Lajitasll5 

La  Jolla  de  Mismaloya  119 
Las  Ranitas  118 
LasVentanasalParaiso 
118 

LeapFrog(LF)50 
Lexus  (TM)  86 
Lucent  (LU)  60, 62 


Novell  (NOVL)  106 
Nucor(NUE)62 


M 

Macallaster  Pitfield 

Mackayl30 
Magal  Security  (MAGS) 

56 

Marginal  Way  House  124 
Marketperform.com  104 
Marsh  &  McLennan 

(MMC)102 

Martha  Stewart  (MSO)  88 
McGraw-Hill  (MHP)  14, 

104 

Media  Fund  45 
Mercedes  (DCX)  86 
Mercer  47 
Merrill  Lynch  (MER)  14, 

60,104.106 
MFS  Investment  102 
Microsoft  (MSFT)  14. 16, 

60.62.90.106 
MindGuard  Medical  113 
Morgan  Stanley  (MWD) 

26,60.140 
MTS50 
MTV  34 
Munder  Capital  130 


N 

Nascar90 
NBC(GE)34,90 
NEC(NIPNY)24 
Ness  Technologies  56 
Netaf  im  56 
NetScreen(NSCN)50 
News  Corp.  (NWS)  34, 
45,90.140 
Nextel(NXTL)90 
Nickelodeon  34 
Nissan  (NSANY)  86 
Nortel  (NT)  62 
Northwest  Airlines 
(NWAC)118 


Oak  Hill  Capital  128 
Ogunquit  Trading  Point 
124 
Oracle  (ORCL)  47, 50, 60 


Pacific  Growth  Equities 
130 

Panasonic  24 
Paramount  Pictures  (VIA) 
45 

Parker  Hannifin  (PH)  60 
PeopleSoft(PSFT)50,60 
PepsiCo  (PEP)  90 
PFC  Energy  54 
Pfizer  (PFE)  60 
Philadelphia  76ers  34 
Pixar(PIXR)34 
PNC  Advisors  130 
PricewaterhouseCoopers 
16 
Putnam  Investments  102 


Qualcomm(QCOM)47 


R 

Ragu90 
Renault  86 

Rio  Grande  Adventures 
115 

Ritz-Cartton(MAR)126 
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PTY  with  IT/FEDERAL  CONTRACTING  CO  with  offices  nationwide  for  business 
Jysts(2),  location  in  Merrimack,  NH,  Salary  $77,000/year.  Work  under  supervision 
he  Controller,  prepare  and  analyze  financial  statements,  accounts  payable, 
livable,  prepare  year-end  audit  schedules  and  billings  and  cash  receipts,  develop 
ksheets,  reconciliation,  and  complex  financial  analysis  related  to  various  proposed 
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ilyze  financial  statements,  income  statements,  balance  sheet,  funds  flow,  and 
Siting,  strong  computer  skills  utilizing  MS  Excel,  MS  Access,  Powerpoint, 
Office,  MS  Project.  Candidates  may  be  subject  to  written  exams  to  determine 
I  and  extent  of  skills,  abilities  and  experience.  Mail  resume  to:  Sylvia  Tarfey,  CNSI, 
!  King  Farm  Blvd.,  2nd  Floor,  Rockville.  MD  20850. 
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Editorials 


How  to  Ensure 
Media  Diversity 


COMCAST  CORP.  CEO  Brian  L.  Roberts' 
$66  billion  bid  for  Walt  Disney  Co.  calls 
Rupert  Murdoch's  hand  in  the  media 
poker  game  now  under  way.  By  uniting 
America's  largest  cable  company  with  one 
of  the  world's  biggest  media  and  entertainment 
companies,  Roberts— if  successful— is  betting  he  can 
go  head  to  head  against  Murdoch's  giant  News  Corp. 
His  move  is  the  latest  in  the  growing  consolidation  of  the 
media  industry  and  pits  Big  Cable  (Comcast)  against  Big 
Satellite  (News  Corp.,  which  recendy  bought  DirecTV)  in  a 
race  to  dominate  the  distribution  of  programming— and  the 
content— flowing  into  America's  homes  (page  34).  This 
concentration  of  media  ownership  threatens  diversity  in 
news  and  other  programming.  Mamtaining  that  diversity 
should  be  a  key  goal  for  Federal  Communications 
Commission  Chairman  Michael  K.  Powell  and  Congress. 
That,  in  turn,  will  require  safeguards,  as  well  as  a  new  effort 
to  roll  out  broadband. 


Consolida- 
tion, if  it 
must 
happen, 
requires 
scrutiny 


There  is  good  news.  Even  as  media  ownership 
consolidates,  media  content  is  fragmented,  adding  to  the 
diversity  and  quality  of  programming,  both  news  and 
entertainment.  Powell  and  others  extol  the  ability  of  the 
Internet  to  bring  information  and  entertainment  from 
around  the  world  to  Americans.  To  him,  the  Net's  potent, 
makes  the  consolidation  of  "old  media"  less  worrisome. 

most  Americans  still  rely  on  a  f 
media  sources,  which  are  being 
absorbed  into  giant  conglomer. 
willing  to  flex  their  muscle. 
Murdoch  has  used  his  clout  to 
drive  down  prices  of  competito: 
programming  and  open  up  acc« 
for  his  shows  on  their  cable 
networks.  This  isn't  exactly  cla^ 
free-market  competition.  And  - 
Murdoch,  unlike  many  other 
media  stewards,  uses  his  outlet 
promote  his  political  agenda. 
As  a  condition  for  approving  t 
Comcast  deal  for  Disney,  the  FCC  should  insist  on  certain 
safeguards.  At  the  least,  it  should  impose  the  same 
restrictions  on  Roberts  that  were  put  on  Murdoch  when  he 
bought  DirecTV  —not  to  discriminate  against  rival 
programmers  and  muscle  their  shows  off  his  cable  networi 
and  to  submit  to  arbitration  if  competitors  accuse  him  of 
yanking  popular  Disney  shows  in  contract  disputes. 
Consolidation,  if  it  must  happen,  requires  scrutiny. 


Good  Show, 
Mr.  Donaldson 


THE  FIRST-YEAR  anniversary  of  William  H. 
Donaldson  as  chairman  of  the  Securities  & 
Exchange  Commission  is  at  hand,  and  that 
means  if  s  time  to  grade  his  performance. 
While  there  is  room  for  improvement, 
especially  in  moving  faster  against  the  mutual-fund 
scandal,  Donaldson  clearly  deserves  high  marks  for 
reviving  a  deeply  demoralized  and  fractious  SEC. 
At  a  time  when  the  nation  faces  a  stream  of  corporate  and 
financial  scandals,  he  has  restored  integrity  and  a  sense  of 
purpose  to  the  financial  industry's  most  important  regulator. 
The  big  surprise  in  Donaldson's  short  tenure  is  his  activism. 
After  the  tumultuous  two  years  of  his  predecessor,  Harvey  L. 
Pitt,  the  72-year-old  Donaldson  was  expected  to  calm  the 
waters  and  move  on.  He  has  done  much  more  than  that. 
Pitt  put  the  SEC,  which  prides  itself  on  independence, 
under  a  cloud  because  of  his  close  ties  to  former  clients.  Pitt's 
choice  for  a  new  accounting  oversight  board  chairman, 
William  Webster,  was  forced  to  resign  after  it  was  revealed 


that  he  sat  on  the  audit  committee  of  a  company  facing 
accounting  fraud  charges. 

Donaldson  cleaned  this  mess  up  quickly.  Unlike  Pitt,  he 
reached  out  to  Democrats  on  the  commission.  He  persuaded 
William  J.  McDonough,  the  tough  and  respected  head  of  the 
New  York  Federal  Reserve  Bank  who  was  then  stepping  dow 
to  take  the  job  as  head  of  the  accounting  oversight  board.  Th 
board  was  created  by  the  Sarbanes-Oxley  Act  to  set  auditing 
standards  and  police  the  industry.  Donaldson  then  pushed  fc 
funding  to  hire  1,000  more  securities  enforcers.  He  got  them 

That  was  just  a  start.  Donaldson  used  his  bully  pulpit  to 
publicly  castigate  Morgan  Stanley  chief  Philip  J.  Purcell  for 
downplaying  SEC  allegations  that  his  company  had  misled  it 
vestors.  Purcell  apologized.  Donaldson  then  came  down  hare 
on  the  New  York  Stock  Exchange  for  paying  its  director, 
Richard  A  Grasso,  $139  million  in  compensation.  Grasso  wa 
out  in  days.  Donaldson  followed  up  by  calling  for  more  inde- 
pendent board  members  at  the  NYSE,  NASDAQ,  and  other  ex 
changes.  He  favors  regulating  hedge  funds  so  that  they  must 
open  their  books  to  the  SEC.  He  is  also  backing  better  proxy 
access  for  shareholders  to  nominate  board  members. 

True,  Donaldson  was  slow  to  move  on  the  mutual-fund 
scandal.  New  York  State  Attorney  General  Eliot  Spitzer  led  1 
way.  But  Donaldson  is  now  proposing  rules  that  would  foro 
brokers  to  tell  investors  when  they  were  paid  to  promote 
certain  funds  and  require  mutual  funds  to  tell  investors  the 
fees  they  are  being  charged  in  dollars. 

In  his  first  year,  Donaldson  surprised  everyone  by  being  s 
true  reformer.  For  that,  he  deserves  an  A 
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